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PREFACE 


Collegiate training for Ijusincss administration is now so widely 
attempted that the time has arrived when expcrijnients shovdd be 
conducted looking toward the organization of the business curriculum 
into a coherent whole 'braining in scattered “business subjects” 
was defensible enough in the earlier days of collegiate business training, 
but such a method cannot be permanent. It must yield to a more 
comprehensive organization. 

There can be no doubt that many experiments will be conducted 
looking toward this goal; they are, indeed, already under way. This 
series, “Materials for the Study of Business,” marks one stage in such 
an experiment in the School of Commerce and Administration of the 
University of Chicago. 

It is appropriate that the hypotheses on which this experiment is 
being conducted be set forth. In general terms the reasoning back 
of the c.xperiment runs as follows: 'I'lic business executive administers 
his business under conditions imposed by his environment, both 
physical and social. The student should accordingly have an under¬ 
standing of the physical environment. This justifies attention to 
the earth sciences. He should also have an understanding of the 
social environment and must accordingly give attention to civics, !aWj_ 
economics, social |Xsychology', and other branches of the social sciences. 
His knowledge of environment should not be too abstract in character. 
It should be given practical content, and should be closely related to 
his knowledge of the internal [tioblems of management, 'fhis may be 
accomplished through a range of courses dealing with business admin¬ 
istration wherein the student may become acquainted with such mat¬ 
ters as the measuring aids of control, the communicating aids of 
control, organization jrolicies and methods; the manager’s relation 
to production, to labor, to finance, to technology, to risk-bearing, 
to the market, to social control, etc. Business is, after all, a pecuni¬ 
arily organized scheme of gratifying human w'ants, and, properly 
understood, falls little short of being as broad, as inclusive, as life 
itself in its motives, aspirations, and social olrligations. It falls 
little short of being as broad as all .science in its technique. Training 
for the task of the business administrator must have breadth and 
depth comparable with those of the task. 
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BASIC ELEMENTS OF THE BUSINESS CURRICUI.UM 


Control 

1. CommunicaliiiK aids of control, 

for example 
a) English 
h) Foreign language 

2. Measuring aids of control, for 

example 

a) Mathematics 

b) Statistics and acconnling 

3. Standards and ])ractices of con¬ 

trol 

a) Psychology 

b) Organization policies and 
methods 


Of [)inlilems of adjustment to 
physical environment 

a) The earth sciences 

The manager's relationship 
to these 

Of |)ro')lems of technology 

a) i’li' sics thiough mechanics, 
lia-ic, an<l other sciences 
as appropriate 

h) The manager’s administra¬ 
tion of production 

Of proMcms of finance 

a) 'J’he financial organization 
of society 

b) 'i'he manager’s adminis¬ 

tration of finance 

Of proMems connected with the 
market 

a) Market functions and mar¬ 
ket struetiirc 

b) The manager’s administra¬ 
tion of marketing (including 
purchasing and traffic) 

Of problems of risk and risk¬ 
bearing 

a) The risk aspects of modern 
industrial society 

b) 'I’he manager’s administra¬ 
tion of risk-bearing 

Of problems of personnel 

a) 'J'he position of the worker 
in moiiern industrial society 

b) The manager’s administra¬ 
tion of personnel 

Of problems of adjustment to 
social environment 

a) The historical background 

b) The socio-economic institu¬ 
tional life 

c) Business law and govern¬ 
ment 
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Stating the matter in another way, the modern business admin¬ 
istrator is essentially a solver of business problems—problems of busi¬ 
ness policy, of organization, and of operation. These problems, great 
in number and broad in scope, divide themselves into certain type 
groups, and in each type group there are certain classes of obstacles 
to be overcome, as well as certain aids, or materials of solution. 

If these problems are arranged (i) to show the significance of the 
organizing and administrative, or control, activities of the modern 
responsible manager, and (2) to indicate appropriate fields of train¬ 
ing, the diagram on the opposite page (which disregards much over¬ 
lapping and interacting) results. It sets forth the present hypothesis 
of the School of Commerce and Administration. 

In this curriculum the present volume on Industrial Society is 
designed to serve as a part of a general introduction by giving the 
student an understanding of certain significant features of the social 
environment in which the business administrator plays his part. 

The volume was undertaken largely as a result of two experiences. 
In the year 1910--11 I was a member of a committee which made a 
study of the teaching of elementary economics in American colleges. 
It came out clearly that there was fairly general agreement that the 
course in elementary theory should be precedetl by certain other 
mateiial. In practice, this other material varied widely from institu¬ 
tion to institution and included such courses as Industrial History, 
History of Commerce, Economic Geography, Descriptions of Industry, 
.American History, etc. It seemed that the common material which 
was being presented by these various courses was pointed toward an 
understanding of the functioning structure of our industrial society. 
'I'hat investigation was one of the two experiences which led to the 
work being undertaken and it explains, in part, why I think of the 
volume not merely as an introduction to the study of business but 
also as an introduction to the study of formal economics. 

The second experience had to do with the task of aiding in the 
formulation of a collegiate business curriculum. The outcome of 
the thinking of the group with which I have been associated in that 
field has-been sketched in the [ueceding pages. Once that program 
had been sketched, it was natural for one whose training had been in 
economics to think of a course in industrial society—in the social 
environment of business—as an appropriate introduction to the 
collegiate business curriculum. 
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From the point of view of teaching method, the book falls into 
three parts. Chapter i—a brief first part—is merely an introduction 
designed to give the student a bird’s-eye view of the field of study. 
Chapters ii and iii constitute really a second introductory survey. 
Nominally, they present a study of the structure and functioning of 
medieval industrial society and a study of the coming in of capitalism'. 
Actually, these studies are continually pointed toward an understand¬ 
ing of modern industrial society. They are not historical studies in 
any proper sense of the word historical. They enable the character¬ 
istic features of modern society to be more clearly seen through a 
comparative study of antecedents. 

The rest of the volume is given to a study of outstanding features 
of modern industrial society presented in terms which the student 
unacquainted with economic theory will be able to grasp. Such 
concepts as competition, private property, and social control are 
placed at the very end of the discussion because several years of 
experimentation in teaching the material convinced me that although 
these topics might appropriately be placed at the beginning of the 
study from the logical point of view, they belonged at the end from 
the pedagogical point of view. Apparently, it is only after the 
student has seen' something of the functioning of our industrial 
society that he is in a position to evaluate the basic institutions of 
competition and private property and to understand the significance 
of social control. 

The book and the course based upon it were in process of develop¬ 
ment for five years. The material was first collected in mimeographed 
form, later printed in pamphlets, and finally printed in book form. 
At each of these stages it received the criticisms and suggestions of a 
large number of instructors and hundreds of students. 

A great debt of gratitude is owing the many publishers and 
writers who have so cordially co-operated in the formulation of this 
volume and unless I had kept a card catalogue of the suggestions 
and criticisms and assistance I have received from my friends and 
colleagues I could not possibly have remembered the long list. Par¬ 
ticular mention should be made of the kindness of Mr. Harold G. 
Moulton, Mr. Leverett S. Lyon, Miss Hazel Kyrk, and Miss Leona 
Powell whose criticisms and suggestions have added not a little to 
whatever merit the book possesses. 


L. C. Marshall 
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CHAPTER I 


INTRODUCTION 

A. Problems at Issue 

* The material in this introductory survey is presented with four 
purposes in mind. It should be studied in the light of these purposes. 

1. It is desirable that we should from the outset think of industrial 
society as something which has structure, and as something which 
actually operates. In a few hours’ study we cannot acquire a full 
understanding of all that this statement involves. We can, however, 
get an appreciation of what to look for as the course develops. 

2. We should from the outset see, if only dimly, the relation of the 
structure and operations—the relation of the functioning structure — 
of industrial society to the great social fact of the “scarcity” of 
economic goods. 

3. Since comparison is an aid to understanding, we should early 
get a working knowledge of the structure and opH'rations of industrial 
societies other than our own. We should be careful not to regard 
this as critical knowledge. Much study should preface criticism and 
the ptissing of judgments. 

4. We must know the content of a few terms which will a[)pcar 
repeatedly in our readings and discussions. Fortunately the number 
of such terms is not unduly large. 

The study of the functioning structure of industrial society 
tenters about man's efforts to gratify his wants. 

Nature does not spontaneously and gratuitously satisfy our 
wants. Our wants are many, insistent, and apparently capable 
of indefinite expansion. We “struggle with nature” in our effort 
to gratify these w'ants. It follows that these things are of great sig¬ 
nificance: (0) our wants, (6) means-of-gratifying-these-wanis, i.e., 
goods, ^nd (c) the processes by which these goods are secured and 
applied to our wants. We may leave the analysis of wants to psy¬ 
chology. Goods may be classified, from our present point of view, 
as follows: (a) Free Goods, which are not discussed in economics 
since they constitute no significant problem from that point of view. 
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(b) Economic Goods, which are “scarce,” relative to the demand for 
them. It has become customary to refer to material economic goods 
as wealth and to non-material economic goods as services. The 
structure and operations of the society in which these (economic) 
goods are brought into existence and applied to our wants are the 
subject-matter of this course. 

The material of the preceding paragraph may be presented 
diagrammatically thus; 



We shall be studying primarily the “mechanisms and devices”— 
not, however, as separate, isolated units, but in their relationships. 
It is not worth while, at this stage of our study, to attempt any scien¬ 
tific classification of these mechanisms and devices. It will suffice 
for the present if we realize that the following (among others) are 
devices of the sort mentioned: capital, exchange, specialization, 
private property, competition, contract, inheritance, wages, rent, 
interest, profits, money, money economy, banks, insurance companies, 
laws regulating business operations. As we proceed, it will be seen 
that there is nothing immutable about these devices. Most of them 
are, historically speaking, quite new. No one can wisely predict 
when, if ever, they will be supplanted by others. Taken as an ever- 
changing whole, they constitute in their interrelationships and rami¬ 
fications that curious complex called industrial society. 

Various figures of speech have been applied to present-day 
industrial society. To some of us it is an organism, species undesig¬ 
nated; to others it is a human being; to others, a complex of forces; 
to others, a machine. Clearly none of these or of other illustrations is 
completely applicable to all the phases and manifestations of modern 
society. One illustration will serve certain purposes, another will be 
better adapted to different aims. 

If we make use of the machine illustration, attention may profit¬ 
ably be given to four aspects of the matter: (a) There is the question 
of the adequacy of the individual wheels, rods, and other parts, con¬ 
sidered merely as parts. Sometimes it is convenient to think of these 
parts in terms of persons; at other times and for other purposes it 
serves better to speak of business units, such as a factory, retail store, 
a United SUtes Steel Corporation, as the parts of the machine. 
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{b) Then, too, we must consider the effectiveness with which these 
[xirts are co-ordinated or organized into tlie machine as a whole, A 
machine of e.xcellent individual parts may be loose-jointed, ram- 
■shackle, inefficient. Conversely, a machine of beautiful ap[)earance 
with all adjustments perfectly made may be practically wortlile.ss if 
the component elements cannot bear strain in action, (c) Next, 
is there adequate power? Is it efficiently applied? Even a groan¬ 
ing, poorly built machine may do much work, if it can meet the strain 
and if power suffices, {d) Finally, if the power suffices, is the machine 
properly guided in its course ? 

The parts of the industrial machine of today are far short of per¬ 
fection, but they are reasonably sound and competent. If we think 
of them as persons, as human stock, we find ouiselves in general 
agreement that the race is improving—this notwithstanding the argu¬ 
ments of those who see in modern strain, intensity, and discourage¬ 
ment arising from unequal opportunity efficient causes of raie 
deterioration. If the “parts” mean to us industi ial units -businesses 
—we are likely to agree that within the given business unit theie is a 
relatively high degree of efficient organization and lelatively little 
waste—“relatively,” that is, to what has gone before and to the 
situation that exists in the case of the co-ordinStion of these pails 
into the machine as a whole. Anyone who believes this is certain 
to believe that in our society some force is operating to select reason¬ 
ably efficient managers as heads of these industrial units and that 
some force impels these efficient managers to continuously efficient 
activity. 

The co-ordination of the parts of the industrial machine is far from 
satisfactory, from the point of view of the interests of society. There 
arc countless cases where the gears mesh improperly, where con 
ncctions tire poorly made. The joints rattle—or are not sufficiently 
flexible. There is lost motion. Processes have been added as an 
afterthought or with little thought at all. Worse still, it requires no 
skilled social mechanic to find cases of parts actually working at 
cross-purposes—of power being simultaneously applied in opposite 
directions. The “wastes of competition” and the achievements of 
“the predacious” even during normal times make a formidable cata¬ 
logue, and there are periods—depressions we call them—-when the 
machine is in a pitiable state. It is not surprising that some per¬ 
sons (with perhaps too great confidence in their powers both of 

analysis and of construction) would tear down the whole structure 
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and erect a new one in its stead—or at least put in much tinkering, 
seeking a better co-ordination of parts. 

But if there is no question that the industrial machine runs with 
much groaning and lamenting, there is equally no question that it 
runs with considerable speed. Tremendous power is applied and, 
incredible as it sounds, this power is applied at almost every part, 
joint, connection, or process. Perhaps it were wiser to use the plural 
and say great powers are applied, for there are many of them—these 
motives to industrial activity. For the present it will suffice to 
indicate that one of the most important of these motive forces is 
appeal to self-interest. And what of the guidance of this industrial 
machine ? Discussion of tliis phase of the matter must be postponed. 
The responsible agents are a motley array: producer, consumer, entre¬ 
preneur, technical expert, government, financier, property-holder, 
inventor, and many others. 

Economic literature, in considering the activities of man in 
gratifying his wants, commonly treats these activities as made up of 
three significant factors or processes: {a) the production of economic 
goods—generally called “the productive process”; {b) tlie appor¬ 
tionment, or sharing, of these goods among the members of society— 
generally called “the distributive process”; (c) the consumption of 
these goods. All these processes occur in, and are largely determined 
by, the environment, both physical and social. 

Clearly tlicse factors or processes may be operative under varying 
conditions in varying organizations of society. Under household 
economy, for example, all three go on within the bounds of the family 
group without what we call exchange and without much contact with 
people outside, at least in economic matters. Under socialism or 
communism the essential functions of production, distribution, and 
consumption would, of course, have to be performed, but the scheme 
of organization would be different from that of household economy or 
of modern industrialism. We shall need to sketch the outlines of 
the scheme of organization in each case. 

QUESTIONS 

I. “We should sec the relation of the structure and operations of industrial 
society to the great social fact of the scarcity of economic goods.” Cite 
a series of social problems and institutions either arising from the 
scarcity of economic goods or related to that scarcity. In which of 
these is the business man interested, either directly or indirectly ? 
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2. *‘To attain better satisfaction of our wants, we might do one or more 
of several things: (a) diminish the number of our wants; (4) change 
the character of our wants, e g., develop altruism; (c) provide for larger 
production and better distribution of economic goods.” Are any of 
these being done today ? On what i).art of the problem is the business 
man working ? Is he, generally sjicaking, conscious of the fact that he 
is working at any part of the problem ? 

3- Iry to estimate how large a portion of our life is given over to the 
•attempt to gratify economic wants. 

4. What factors determine whether man will have an ea.sy or a difficult 
“struggle with nature” ? 

5. Work through the “mechanisms and devices” of modern industrial 
society listed on page 4. Just how can each of thc.se be regarded as 
a device which man has adopted in his struggle with nature ? Did 
he adopt these devices consciously ? 

6. Is there really a structure in this industrial society of ours? What 
proofs or evidences of real system and structure can you cite ? 

7. How do you account for the fact that quite a few people insist that there 
is little or no structure ? Is this mere exaggeration ? 

8. “Formerly people gratified their wants directly, i.e., they produced 
what they consumed. Nowadays specialists pour products—wealth 
and services into a vast social reservoir and then draw from this 
reservoir the things they consume.” Docs this seem to you substan¬ 
tially true ? Name some of the specialists. What determines the 
amount each of us can draw from the reservoir? Do the “laws” of 
wages ever determine this amount ? 

9 - “All persons engaging in economic activity are really engaged in 
satisfying human wants. Formerly men satisfied all their wants in a 
direct method. Now they specialize and exchange and thus co-operate 
in satisfying human wants even though they are not conscious of the 
fact.” Is this true ? 

10. “The business man thinks he is engaged in getting a living. He is. He 
is also engaged in a vast co-operative enterprise as large as all industrial 
society.” Is this true? If it is, has it always been true? Are all 
“ways of getting a living” forms of what we call “business” ? 

11. “Ways of getting a living may be classified as pro-social, non-social, 
and anti-social.” Explain what this means. Cite illustrations of 
each., 

12. Will rriy success in getting a living be in direct proportion to my con¬ 
tribution to the progress of society in the “struggle with nature”? 

Is it possible that I may succeed by actually harming society? Will 
society permit me to do this ? Can it prevent my doing it ? 

13* What is meant by social control ? Are the following agencies of control: 
religion, custom, law, government, pubh'c opmion, codes of etbics? 
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Does a trade union exercise social control? Does a caste system? 
Does an employers’ association? Does a business men’s club? Try 
to distinguish between formal and informal social control; between 
conscious and unconscious social control. Cite illustrations of each 
form. Is our want-satisfying activity subject to social control ? 

14. Explain the significance of each word in the phrase “individual exchange 
co-operation.” 

15. Describe the structure of the “industrialism” of household economy. 
What would be (he essential features of a socialistic regime? In just 
what main iiarticulars would it be different from the (ircsent order? 
Go through your list of mechanisms and devices, asking whether each 
would lie found in houschohi economy, in socialism, in communism. 

16. “Our co-operation today is regulated by exchange; under hou.sehold 
economy it w'as regulated by authority. ” What does’ this mean ? 
How would it be regulated under socialism? under communism^ under 
the regime of an omniscient benevolent despot ? 

17. “Our society is a co-operative society.” W.as liouscliold economy 
co-operative? Would soii.dksm and communism be co-operative? 

iS. “Our society is an exchange society.” Would this be true of house¬ 
hold economy ? of sod.dism ? of communism ? 

19. “There is a high degree of organisation and relatively little waste 
within the business unit. In society as a whole, however, there is 
chaos and w.astc.” Wh.it re.isoiis can you allege for this suite of 
allairs ? When you reflect upon the charges of inelliciency within 
business units uttered by management experts, do you subscribe to 
the quotation ? 

20. Think of the “industrial machine” under the three headings power, 
parts, co-ordination of parts. .Against which of the three are most of the 
charges of incfliricncy made today ? .Supiiosc we had socialism; would 
the quotation in the preceding question apply? What should you 
guess would be the effect of socialism upon power, parts, and co-ordination 
of parts? How would it do to have an omniscient benevolent despot 
ruling industrial society? 

21. Explain carefully what is meant by production; by distribution; by 
consumption. In which of these is the business man interested ? 

22. Are the following enterprises productive: cold storage, the express 
business; storage of ice; making of chairs; a retail candy business? 
What form of utility results from each activity here listed ? 

23. “A good is not fully produced until it is in the h.ands of the ultimate 
consumer.” Is this true? 

24. Enumerate the factors of production. What general conditions make 
for abundant production ? 

25. If you had to choose between the following propositions, which would 
you accept ? (o) “Men consume in order to produce.” ( 4 ) “ Men pro- 
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duce in order to consnme.” Is either one correct ? Why do men 
engage in business? 

26. Give five illu^trations of free goods; five of economic goods What is 
the distinction between wcaltli and services? 

27. We hear much of the motives to industiial activity. Make a list of 
these motives. See selections Nos. 100-104. 


, B. Scarcity and Economic Activity 

I. THE ECONO.MIC STRUGGLE' 

Of course, the first and most obvious reason for the scarcity of 
goods is tlial nature has not provided them in suflicicnt abumlance to 
satisfy all tfie people wlio want them. Of some things, it is true, she 
is bounteous in her su])])ly, but of others she is niggardly. Things 
which are so bountifully supiilied as to satisfy all who want them do 
not fgure as wealth, or economic goods, because we do not need to 
economize in their use. But things which are scantily supplied must 
be meted out and made to go as far as possiltle. That is what it 
means to economize. Because we must practice economy with 
respect to tliem they arc called economic goods or wealth. In 
fact, the whole economic st’slem of society, the whole system of pro¬ 
duction. of \’aliiation, of c.xchange, of distribution, and of consuni])tion 
is concerned with this class of goods toward increasing their supply 
and making the e.sisting sup])ly go as far as possible in the satisfaction 
of wants. 

The fact tliat there are Iniman wants for whose satisfaction nature 
does not provide in suHicient ahundance—in other words, the fact 
of scarcity -signilies lliat man is, to tiiat e.xtent at least, out of har¬ 
mony with nature. The desiie for fuel, for clothing, and for shelter 
grows out of the fact that the climate is more severe than our bodies 
are fitted to endure, and this alone argues a very considerable lack of 
harmony. The lack is only emphtisizcd by the fact that it is necessary 
for us to labor and to endure fatigue in order to provide ourselves with 
these means of protecling our bodies against the rigors of nature. 
That lal^or also which is e.vpendcd in the production of food means 
notliing if not that there are more moutlis to be fed, in certain regions 
at least, than nature has herself provided for. She must therefore 
be subjugated and compelled to yield larger returns than she is willing 

'Adapted by permission from T. N. Carver, “The Economic Basis of the 
Problem of Evil,” Harvard Theological Review, I (1908), 98-111. 



10 


INDUSTRIAL SOCIETY 


to do of her own accord. And that expanding multitude of desires, 
of appetites, and of passions which drive us as with whips; which 
send us to the ends of the earth after gewgaws with which to bedeck 
our bodies and after new means of tickling the five senses; which 
make us strive to outshine our neighbors, or at least not to be out¬ 
shone by Uiem - these even more than our normal wants show how 
widely we have fallen out of any natural harmony which may sup¬ 
posedly have e.xisted in the past. 

Viewed from tliis standpoint, the whole economic struggle becomes 
an effort to attain to a harmony which docs not naturally e.xist. As is 
well known, the characteristic difference between the non-economizing 
animals, on the one hand, and man, the economizer, on the other, is 
that in the process of adaptatioir lire animals are passively adapted 
to their environment, whereas man assumes the active role in attempt¬ 
ing to adapt his environment to himself. If the climate is cold, 
animals must develop fur or blulibcr, but man builds fires, constructs 
shelters, and manufactures clothing. If there are enemies to fight 
against, the animals must develop claws oi fangs, horns or hoofs, 
whereas man makes bows and arrows, or guns and ammunition. The 
whole evolutionary process, both passi\c and active, both biological 
and economic, is a development awa\’ from less toward greater 
adaptation, from less toward greater harmony between the species 
and its environment. 

That plnase of the disharmony between man and nature which 
takes the form of scarcity gives rise abo to a disliarmony Ijctwccn 
man and man. Where there is scarcity there will be two men wanting 
the same thing; and where two men want the same thing there is an 
antagonism of interests. Where there is an antagonism of interests 
between man and man there will be (|ueslions to be settled, questions 
of right and wrong, of justice and of injustice; and these questions 
could not arise under any other condition. 'I'hc antagonism of 
interests is, in other words, what gives rise to a moral [moblem, and 
it is, therefore, about the most fundamental fact in sociology and 
moral philosophy. 

This does not overlook the fact that there arc many harmonies 
between man and man, as there are between man and nature. There 
may be innumerable cases where all human interests harmonize, 
but tliesegivc rise to no problem, and tlicrefore we do not need to con¬ 
cern ourselves with them. But where interests are antagonistic and 
trouble is constantly arising, we are compelled to concern ourselves 
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whether we want to or not. As a matter of fact, we do concern our¬ 
selves in various ways; we work out systems of moral philosophy and 
theories of justice after much disputation; we establish tribunals 
where, in tlie midst of much wrangling, some of these theories are 
applied to the settlement of actual conflicts; we talk and argue 
interminably about tlie proper adjustment of antagonistic interests of 
various kinds, all of which, it must be remembered, grow out of the 
initial fact of scarcity - that there are not as many tilings as people 
want. These considerations reveal a third form of conflict - perhaps 
it ought to be called the second—a conflict of interests within the indi¬ 
vidual himself. If the procreative and domestic instincts are freely 
gratified, tliere will inevitably result a scarcity of means of satisfying 
other desires, however modest those desires may be, through the multi¬ 
plication of numbers. Eidier horn of the dilemma leaves us with 
unsatisfied desires of one kind or anotlier. We are therefore pulled 
in two directions, and tliis also is a condition from which there is no 
possible escape. But this is only one illustration of the internal strife 
which tears tlie individual. The very fact of scarcity means necessa¬ 
rily that if one desire is satisfied it is at the expense of some other. 
What I sjiend for luxuries I cannot spend for necessaries; what I 
spend for clothing I cannot spend for food; and Vhat I spend for one 
kind of food I cannot spend for some other. This is the situation 
which calls for economy, since to economize is merely to choose 
what desires shall be gratified, knowing that certain others must, 
on that account, remain ungratilied. Economy always and every¬ 
where means a threefold conflict—a conflict between man and nature, 
between man and man, and between the diflerent interests of the 
same man. 

In this antagonism of interests, growing out of scarcity, the insti¬ 
tutions of property, of the family, and of the state, all have their 
common origin. No one, for example, thinks of claiming property in 
anything which exists in sufficient abundance for all. But when there 
is not enough to go around, each unit of the supply becomes a prize for 
somebody, and there would be a general scramble did not society 
itself unflertake to determine to whom each unit should belong. Pos¬ 
session, of course, is not property, but when society recognizes one’s 
right to a thing and undertakes to protect him in that right, that is 
property. Wherever society is sufficiently organized to recognize 
these rights and to afford them some measure of protection, there is a 
state, and there is a family wherever there is a small group within 
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which the ties of blood and kinship are strong enough to overcome 
any natural rivalry and to create a unity of interests. 

Closely associated with the riglit of property—as parts of it, in fact 
—is a group of rights, such as that of contract, of transfer, of bequest, 
and a number of other things w'ith which lawyers occupy themselves, 
It would be (lifhcuU to find any question in the whole science of juris¬ 
prudence, or of ethics, or of politics, or of any of the social sciences, for 
that matter, which does not grow out of the initial fact of economic 
scarcity and the consequent antagonism of interests among men. 

It would be intcre.sting to follow up our conclusion with an 
examination of the possiljilities of escape from the situation which is 
imposed upon us by economic scarcity. Out of the view that the con¬ 
flict of man with nature is a source of evil grow two widely different 
practical conclusions as to social conduct. If we assume that nature 
is beneficent and man at fault, the conclusion follows as a matter of 
course that desires must be curbed and brought into harmony with 
nature, whicli is closely akin to Stoicism if it be not its very essence. 
But if, on the contrary, \\c assume that liuinan nature is sound, then 
the only practical conclusion is that e.xternal nature must be coerced 
into harmony with man’s desires and made to yield more and more 
for their satisfaction. This is the theory of the modern industrial 
spirit in its wild pursuit of wealth and luxury. Complete escape b\ 
either of these methods seems to be cut off, in the first place, by tlie 
refusal of desires, especially the elementary ones, to be rcpresseil, 
and, in the second place, by tlie utter impossibility of increasing gooiK 
to a point which will provide for every possible increase in population 
when population is uiiclieckcd by economic motives. 

But even under the conditions of economic scarcity there would be 
no antagonism of interests between man and man if human nature 
were to undergo a change by which altruism were to replace ego¬ 
ism. If I could develop the capacity to enjoy food upon my 
neighbor’s palate as well as upon niy own, as I have already de¬ 
veloped the capacity to enjoy it upon the palates of my children, 
and if my neighbor could develop a like regard for me, obviously 
there could be no antagonism of interests between us on the subject 
of food. Let tills capacity become universal, and the moral problem 
would be solved. 

We may escape from some of the worst features of the situation by 
working along several lines at the same time. Every improvement 
in the arts of production, whereby a given quantity of labor is enabled 
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to produce a larger quantity of the means of satisfying wants, tends, 
of course, in some degree to alleviate scarcity. If this can be sup¬ 
plemented by the doctrine of the simple life, made effective espe¬ 
cially in the lives of the wealthier classes, so much the better; for 
tiien there will be fewer wants to satisfy. If this result can be still 
further strengthened by a rising sense of the responsibilities of parent¬ 
hood, whereby the reckless spawning of population can be checked, 
especially among those classes wlio can least afford to spawn, tlie 
discrepancy between numl)ers and provisions will be kept at a mini¬ 
mum. Again, a more widespread spirit of altruism, or even a milder 
and more enlightened egoism such as that which moves the farmer to 
take delight in tlie sleek appearance of his horses, of lire English land¬ 
lord to talvc pride in the comfortable aitj)carance of his tenants and 
cotters, would go a long way toward softening the antagonism of 
interests among men. 

In spite of all these methods, however, there will still be antago¬ 
nistic interests to be adjudicalcd. The slate must therefore continue 
lo administer justice, liut every improvement in our conceptions of 
justice, as well as in the machinery for the administration of justice, 
whereby a closer approvimation to exact justice may be secured, will 
make for social peace, though the mere apidicalion of conllicting 
interests will not remove the conflicts themselves nor their cause, 
riiat lies deeper than legislatures or courts ctin probe. 
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a. WAYS OF GETTING A LIVING' 


Ways of 
Getting a 
Living 


1 . Uneconomical 

I. Destructive 

War 

Piracy 

Plunder 

Swindling 
Counterfeiting 
Adulteration of goods 
Monopolizing 


2. Neutral 

Marrying wealth 
Inheriting wealth 
Benefiting through a 
rise in land values 


I. Primary 
industries 

Farming 

Mining 

Hunting 

Fishing 

Lumbering 

II. Economical ' 

2. Secondary 
industries 

Manufacturing 

Transporting 

Storing 

Merchandising 

' 

3. Personal or 
professional 
service 

Healing 

Teaching 

Inspiring 

Governing 

Amusing, etc. 


3. THE FUNDAMENTAL CONDITIONS OF WE/\LTH> 

No man actually lives in isolation, but wc can well begin by asking 
what would be the conditions of wealth to such a man. His wealth 
would depend upon: 

a) the magnitude of his original natural powers in proportion to 
his physical requirements; 

b) the degree in which he had improved his powers and his out¬ 
ward surroundings; 

He could improve his original powers both by mere practice and by 
deliberate self-training and research; he could improve his surround¬ 
ings both by “ good cultivation ” and other beneficial alterations of the 

* Taken by permission from T. N. Carver, Principles of Kurd Economics, p. xx. 
fGinn & Co., igii.) 

’Taken ty permission from Edwin Cannao, Wealth, pp. x-xi. (P. S. King & 
Son, Ltd., 1914.) 
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earth’s surface and by the making of useful tools, buildings, etc. We 
cannot add up all such improvements into a total susceptible of exact 
measurement by any known standard, and we must recognize that the 
utility of actual changes, reasonably regarded as improvements when 
made, might disappear, owing to alterations in knowledge and other 
circumstances. 

c) the goodness of the judgment with which he used his powers 
and surroundings; 

Labor as a whole is not an evil, but it is desirable to minimize the 
amount expended in the attainment of any particular end. There are 
differences in the agreeablencss of different kinds of labor, and every 
kind becomes disagreeable when carried on too long. Consequently, 
in distributing his powers and using his surroundings the Isolated 
Man would have to be guided, not only by the urgency of his desires 
for different goods and the time to be spent in procuring them, but 
also by the kind of lalror involved. He would also have to compare 
immediate with distant advantage, and decide how much of the one 
should be forgone for the sake of the other. 

d) the extent to which he saw fit to sacrifice some possible wealth 
for some non-economic end which he regarded as more inqiortant. 

These conditions of the wealth of Isolated Man exist also in regard 
to Socii ty, which will be better or worse oft according as: 

1. Its members have great or small natural powers in proportion 
to their physical requirements. 

2. Much or little improvement (measured by tire standard of 
present utility) has been made in personal qualities, accumulated 
knowledge, and material surroundings. 

3. Effort is more or less properly distriliuted between different 
ends, both present and future, and any irksomeness of effort is more 
or less properly weighed against results. 

4. Much or little wealth is deliberately sacrificed for the sake 
of non-economic satisfactions regarded as more important. 

But Society will also be better or worse off according as: 

5. The age-composition of the population is more or less favour¬ 
able tj productive effort. 

6. Greater or less advantage is taken of co-operation. 

7. Population is more or less near the most suitable magnitude. 
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C. Structure of Modem Industrial Society 

4. THE SYSTEM OF INDIVIDUAL EXCHANGE 
CO-OPERATION' 

It is easy to imagine an economic order wherein each person pro¬ 
duces the very things which he consumes—bakes the bread he eats 
from flour he has ground from wheat he has raised. Such an order 
might be called an autonomous economic order. But the actual sys¬ 
tem is far different. Most of the goods which each of us consumes 
are, speaking literally, produced by others, while most of tliose which 
each produces are consumed by others. In short, the present order 
is not autonomous, but co-operative. Herein is the most important 
single characteristic of that order. 

The second important fact about our present system is to be 
found in tlie peculiar way in which our co-operation is effected, brought 
about. When tire word co-operation is used, the first thought sug¬ 
gested is tliat of a system in which we act togetlier as the result of an 
agreement entered into, or of authority e.xercised over us by some 
outside power. Thus, people co-operate in getting up a church 
supper or a picnic, through agreement. On the otlicr hand, in the 
family we have a co-operation which is brought about by the autliority 
of one or both of the parents. Such co-operation is conscious, organ¬ 
ized. This type is present in communistic societies, many of which 
have existed in the United States, e.g., the Shakers, Oneida, Amana. 
In contrast witli such conscious, organized co-operation, that of the 
present order is largely spontaneous, unconscious, organic. Each 
man produces some commodity or service and exchanges it for tire 
commodities or services of his neighbors. In doing this he and tliey 
really co-operate, but they are scarcely conscious tliat this is true. 
The fact just brought out is expressed by saying that our co-operation 
in the present order is effected, brought about, tlirough exchange. 
And accordingly we denominate tliat order as one of exchange co¬ 
operation. 

But there is another reason for calling this order one of exchange 
co-operation. It is pretty clear that, if we have any co-operation at 
all, there must be some way of regulating that co-operation. We need 
more of some things than of others. We need certain things so much 
that it will pay us to have them even at the cost of going without 

‘ Adapted by permission from F. M. Taylor, Principles of Economics^ pp. 9-13. 
(University of Michigan, 1916.) 
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some other things altogether. Unless there is some guiding, directing 
machinery, we shall be wasting our resources producing tlie wrong 
things, or the right tilings in the wrong proportion. Now, in some 
kinds of co-operaUon this regulating is done, or would be done, by 
authority. ^ This is the case within the family. How much time 
the farmer s boy shall put in weeding the garden, how much splitting 
wood, how much picking up stones, and so on, the farmer determines 
by authority; and such a system prevails in the main in the com- 
Tnunistic societies to which reference has already been made. But 
throughout most of the present order our co-operation is regulated 
by the same machinery of exchange which effects that co-operation 
and m the same spontaneous way. If too little of anything is pro¬ 
duced, prices rise or the market expands, profits increase, and so pro¬ 
ducers of their own motion increase output; if, on the other hand, too 
much of anything is produced, prices fall or the market contracts, 
profits diminish, and so producers of their own motion diminish output! 
Again,^ if the output of some commodity during a particular year is 
exceptionally small, so that consumption all along tlie line needs to be 
curtailed, this is usually accomplished, not by tlie interposition of the 
public authorities, but by an automatic rising of price which induces 
almost everyone to cut down consumption of «his own motion. So, 
in various other ways, exchange regulates our co-operation. 

The next most important characteristic of the present order is 
individual initiative. It is quite pos.sible to conceive a system of 
co-operation which, in part at least, is effected and regulated by 
exchange, but in which initiative is left to society as a whole, govern¬ 
ment. This would be the case under socialism as it is commonly 
advocated. In such a system the state would be the sole farmer 
miner, manufacturer, merchant, et al., i.e., the state alone would 
undertake to produce things, putting all individuals into the position 
o employees. But it would enter into relations with these individuals 
under the conditions of free contract, buying their services in the open 
market Further, it might, probably would, pay for these services 
pnees determined under tire free working of the laws of value. So, in 
determining what, and how much, should be produced, it would prob¬ 
ably be guided by the fluctuations of freely determined prices. (For 
example, if the price of some particular thing went down, the govern¬ 
ment would take this as a warning to diminish the production of 
that thing.) But while such a system would, like the present, be a 
system of exchange co-operation, it would differ radically in leaving all 
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initiative to the state; whereas, in the present order, initiative is mostly, 
though not entirely, the business of the individual—^persons who have 
the means and think they see a chance to obtain profits set about 
producing wheat or iron or chairs or what not. Accordingly, to give 
something like a complete characterization of the present order in its 
most general features we have to say that it is a system of individual 
exchange co-operation. 

The preceding discussion has laid much stress upon the fact that 
the existing order is co-operative. In thus characterizing that order 
we almost necessarily say tliat it is one wherein specialization prevails, 
i.e., one in which different persons devote themselves to doing differ¬ 
ent things—one man makes shoes, another clothes, another bread, 
and so on. Doubtless there are occasions when homogeneous co¬ 
operation, i.e., co-operation of persons doing the same sort of things, 
is of decided advantage, e.g., a barn raising; but co-operation would 
have very slight significance compared with what it now has did it 
not also prevail in the form of heterogeneous co-operation, i.e., a co¬ 
operation in which the different participants do different things. 
Further, the successful workings of heterogeneous co-operation would 
require that the differentiation of tasks should be more or less perma¬ 
nent-each one should make a practice of doing one sort of thing only. 
That is, we should have to have thoroughgoing specialization. And 
of course this is what we do have in the present order. Each devotes 
himself to doing one sort of things, acquiring in this way extraordinary 
skill and efficiency. Further, the same rule of specialization is .applied 
to the instruments used in production, the tools and machines, till more 
and more each is fitted for one very small job. Finally, the same idea 
is carried out with respect to land—one district being devoted to 
celery, another to onions, another to citrous fruits, and so on. 

5. HOW THE INDUSTRIAL SYSTEM WORKS' 

Let it be assumed, as the starting-point in the inquiry, that we 
have a community in which the money regime has reached its complete 
development. Let it be supposed that the division of labor, with its 
results as to exchange, sale, and money, has been carried so fgr that 
no one consumes any of the things he produces. Every article pro¬ 
duced comes to market and is sold. It follows that the total product 
or output of the community is sold for money. It follows, also, 

' Adapted by permission from F. W. Taussig, “The Employer’s Place in Dis¬ 
tribution," Quarterly Journal of Economics, X (1895-96), 69-81. 
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some other things altogether. Unless there is some guiding, directing 
machinery, we shall be wasting our resources producing tlie wrong 
things, or the right tilings in the wrong proportion. Now, in some 
kinds of co-operaUon this regulating is done, or would be done, by 
authority. ^ This is the case within the family. How much time 
the farmer s boy shall put in weeding the garden, how much splitting 
wood, how much picking up stones, and so on, the farmer determines 
by authority; and such a system prevails in the main in the com- 
Tnunistic societies to which reference has already been made. But 
throughout most of the present order our co-operation is regulated 
by the same machinery of exchange which effects that co-operation 
and m the same spontaneous way. If too little of anything is pro¬ 
duced, prices rise or the market expands, profits increase, and so pro¬ 
ducers of their own motion increase output; if, on the other hand, too 
much of anything is produced, prices fall or the market contracts, 
profits diminish, and so producers of their own motion diminish output! 
Again,^ if the output of some commodity during a particular year is 
exceptionally small, so that consumption all along tlie line needs to be 
curtailed, this is usually accomplished, not by tlie interposition of the 
public authorities, but by an automatic rising of price which induces 
almost everyone to cut down consumption of «his own motion. So, 
in various other ways, exchange regulates our co-operation. 

The next most important characteristic of the present order is 
individual initiative. It is quite pos.sible to conceive a system of 
co-operation which, in part at least, is effected and regulated by 
exchange, but in which initiative is left to society as a whole, govern¬ 
ment. This would be the case under socialism as it is commonly 
advocated. In such a system the state would be the sole farmer 
miner, manufacturer, merchant, et al., i.e., the state alone would 
undertake to produce things, putting all individuals into the position 
o employees. But it would enter into relations with these individuals 
under the conditions of free contract, buying their services in the open 
market Further, it might, probably would, pay for these services 
pnees determined under tire free working of the laws of value. So, in 
determining what, and how much, should be produced, it would prob¬ 
ably be guided by the fluctuations of freely determined prices. (For 
example, if the price of some particular thing went down, the govern¬ 
ment would take this as a warning to diminish the production of 
that thing.) But while such a system would, like the present, be a 
system of exchange co-operation, it would differ radically in leaving all 
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In such a society, then, the total money income would flow in the 
first instances entirely into the hands of the capitalist managers. 
They may spend it all for themselves or invest it all. They may spend 
only their net income, i.e., the excess over what they must use to 
keep intact tlieir capital (and so tlie community’s capital), or may 
spend less Uian their net income and so cause capital to be added to. 

All this means simply that the machinery of production at any 
given time is arranged for the supply of the habitual and anticipated 
wants of the community. Each individual capitalist produces th'e 
commodities which he has sold before, and which experience leads him 
to expect to sell again. The pig-iron maker has a reasonable faith 
that his iron will be bought by the maker of machinery, and he, again, 
that his machinery will be bought by the person who means to use it 
in making one product or another. That process of investment and 
accumulation, by which existing capital is maintained and new capital 
is added, is thus prepared for and virtually accomplished before the 
individuals take the steps which for them are decisive, of turning their 
money income to investment rather than to enjoyment. The pro¬ 
ducers of luxuries go their way in tlie same fashion. Some create or 
maintain machinery for silks and satins, otliers prepare the raw 
material, others, finally, buy the products from the manufacturer 
and arrange tliem in the shops of tlie cities, for tlie expected purchases 
of the capitalists, who will presumably do as they liavc done in times 
past—spend part of their inflowing money receipts for enjoyment. 
Not least, the makers of the commodities for laborers continue to pro¬ 
duce these on the accustomed scale, anticipating the transference of 
money income by capitalists to laborers, in the course of that contin¬ 
uance of investment of which the purchase of machinery and materials 
is the other part. 

We may now make the conclusions derived from this analysis 
more closely applicable to real life by introducing the complications 
which appear in society as it is organized in fact. 

No active capitalist is in that position of complete independence 
which has been assumed -of neither borrowing nor lending, of buying 
for cash, and of selling for cash. He buys on credit, and thus is under 
obligations to transfer part of his money income, as it flows in, to his 
creditors; while those to whom he has sold on credit are under similar 
obligations to hhn. As between the direct managers of industry, the 
obligations which tlius fetter each one do not change the case for 
the mass. Collectively, they are still free and uncontrolled as to the 
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disposal of the general money income. But quite as important as 
their relations inter se are their relations to the great body of bankers, 
brokers, money-lenders, middlemen of all sorts and degrees, whose 
business it is to make advances to the more immediate directors of 
business affairs. The banks of discount and deposit find their chief 
function in such advances and are tire great types of tliis factor 
in the industrial world. Side by side with tlicm are to be found, in 
every considerabie centre, otiier parts of tiie same credit organization. 
Brdkers piace ioans wherever they find funds offering for investment 
over those short periods for which the reguiariy recurring dci)ls of the 
business manager are contracted. Tire great wiiolesalc houses are a 
most important and effective part of tliis organization. They buy 
on credit, nlake advances on consignments, nurse this producer 
and drive to the waii that one; theniscives mcanwiiiie borrow iargeiv 
from the itanks ami piay a most influentiai part in settiing wiien ami 
how and where money income shaii How into tiie iiands of tliose who 
are, in the more direct and obvious sense, tiie directors of production 
and the empioyers of iabor. 

In other words, the body of persons wliosc judgment and discretion 
determine how the gross income siiali lie used, and what part shaii 
be turned over to iaiiorers, is much larger than <he group of their 
immediate cnipio)ers. The immediate employers arc thouglit of as 
the only persons who decide primarily how and wliere laborers shall lie 
hired, and whose resources determine wliat direct advances of wages 
shall be made them. In fact, the immediate employer is controlled, in 
greater or less degree, by his relations with this large and complex 
body of lenders and of middlemen. He can sell rapidly to the mer¬ 
chants who are his first customers if their judgment approves of his 
wares, and he can get advances from them if they have faiUi in his 
capacity and integrity. Similarly, he can borrow from die bankers 
and brokers according to his repute for success and character. If a 
long career of successful ventures and punctual probity has given him, 
not only large means of his own, but a high standing in the business 
world, his immediate resources are almost limitless; he can secure at 
a moment’s notice the command of millions. On the other hand, 
a rumor o^ disaster, a revelation of dishonesty, may practically wipe 
out his means. 

The employing capitalists—we may now mean by that phrase the 
varied body which directly or indirectly is active in business manage¬ 
ment—were supposed to own all tlie capital. Separate from them, in 
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the main, there stands in the modern world a great mass of investors 
who own capital and derive an income from it, but take no direct part 
in its management. 

The investors have made loans to the active entrepreneurs. They 
have received an engagement for the payment of interest at stated 
terms and for the eventual repayment of the principal. They may 
be conceived, for many social purposes, as the owners of a great part 
of the community’s capital. When a plant is erected witli borrowed 
capital, the lender is in so far virtually its onmer. Legally, he is olily 
a creditor; while, in the eye of the economist, he is to be regarded 
for many purposes as an owner of real caj)ital. As it happens, how¬ 
ever, the legal relation fits c.xactly the economic relation for the pur¬ 
poses of the present inquiry into the working of the n'lachiiicry of 
distribution. If it is asked, Who in the end owns the c.ipital of Uie 
community? the answer must be, the idle investor as well as the 
active business manager. But if it is asked. Who controls the capital 
of the community and first becomes owner of its total income ? the 
answer must be, the active manager, indebted though he may be to 
his creditor. The output becomes his as it goes to market, and is 
sold; and the gross money income passes first into his hands. He 
must simply pay tiie stipulated interest to his creditor. In so far 
only is he subject to a direct and immediate limitation in his control 
of the inflowing money receipts. 

6. A VIEW OF INDUSTRIAL SOCIETY IN A STATE 
OF EQUILIBRIUM' 

Figure i represents capitalistic production in a self-contained 
industrial society brought to a state of normal equilibrium. In it are 
represented in successive and connected compartments the three great 
branches of production: the extractive industries, manufacturing, and 
transportation and trade. Raw materials, the jiroducts of the 
extractive industries, flow tlirougli from left to right, being enriched 
as they pass along by the addition of form, place, time, and possession 
utilities. On leaving the hands of dealers they are separated into 
two great streams, one the replacement fund, which flows back to 
repair and renew capital goods worn or destroyed in tlie proce.ss of 
production, tlie otlier, consumption goods, which begin immediately 
to gratify wants. The consumption-goods stream is again sub- 

' Adapted by permission from H. R. Seager, Principles of Economics, 
pp. 189-91. 284-85. (Henry Holt & Co., 1913.) 
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divided, one branch conveying the second and subordinate replace¬ 
ment fund needed to repair and renew the durable consumiHion goods 
whose presence is indicated at the top of the diagram and which give 
off a continuous stream of utilities to mingle with those afforded by 
transient consumption goods, the other and larger branch into which 
the main consumption-goods stream is divided. The net product 
represented in this diagram consists in part of raw materials, in ])art 
of manufactured goods, finished and unfinished, and in part of the 
utiliries subsequently added at the stage “transportation and trade.” 
Only a very limited part is sufficiently advanced to be flowing out 



with the stream of consumption goods to minister directly to human 
wants. On the other hand, it is from this stream of consumption goods 
that the entire real income for which the money income is e.\changed 
is drawn. Although the identical goods constituting the real income 
are thus for the most part other than the goods constituting the net 
product, the latter consists of e.xactly similar utilities quantitatively 
and qualitatively as the former. At each ])oint the streams of goods 
flow on evenly and unbrokenl)' so that the “transient consumption 
goods” that are allowed to escape, and which constitute tire real 
income, arocx-actly replaced by the goods included in the net product. 
The diagram thus represents movement without change. It depicts 
the circulation of goods that is going on in actual industrial society 
with the elements of change and monopoly eliminated. 

In order to state tlie laws determhiing rent, wages, and interest, 
it will be necessary to advert to the relations that would prevail 
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in an industrial society brought to the stale of normal equilibrium. 
In such a society the relation between production, distribution, and 
consumption would be extremely simple. The whole matter may 
be represented graphically by Fig. 2. 

In Fig. 2 production is represented as subdivided into three 
great stages. The extractive industries, depicted at die extreme 
left, turn out raw materials. Manufacturing takes these and trans¬ 
forms tliem into manufactured products. Trans])orlation and trade 



deliver these fmislicd products to purchasers, who may be cither 
consumers converting their money incomes into real incomes, or 
enterpri.sers converting tlie free replacement fund into capital goods 
to restore die wastes incidental to production. The figure represents 
movement without cliange. Goods are flowing continuously from 
stage to stage. At tlie last stage the stream is divided, an unvarying 
volume of capital goods flowing one way and an unvarying 
stream of consumers’ goods flowing the oUier. The capital goods 
exactly replace the goods destroyed in the course of production and 
the consumers’ goods exactly remunerate the owners of land, workmen, 
and owners of capital goods for the productive services which they 
or their possessions have rendered. 
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7. ORDER, NOT CHAOS' 

Some would have us believe that there is at present no organiza¬ 
tion at all. They use hard words, such as “scramble for wealth,” 
“suicidal competition,” “e.xploitation,” “profit-hunting,” and say 
that the present state of things is “chaotic.” Now, whatever our 
present state may be, however unsatisfactory it is, it is certainly not 
chaotic. If it were really chaotic, everyone who goes to his daily work 
toijiorrow must be a fool, since he would be just as likely to get his 
daily bread if he stayed at home or went elsewhere to amuse himself. 
The very fact tliat we all know as well as we do Uiat certain results will 
almost certainly follow upon a certain course of action shows that we 
are not living in chaos. Our system may be a bad system, but it is a 
system of some sort; it is not chaos. If a man holds a book too close 
to his nose, he cannot read it, and so it is with Uie world of industry. 
If we look at it from too close a standpoint, we can only see a blur. 

Let us imagine a committee of the Economics Section of the 
Saturnian Association for the Advancement of Science reporting on 
what they had been able to see of affairs on our planet through a 
gigantic telescope big enough for them to see human beings moving 
on its face. Would they be likely to report that pjor Mundus seemed 
quite chaotic ? Would they report that everyone was scrambling for 
himself to the disadvantage of everyone else in such a way that the 
general good seemed entirely neglected ? Would they say that all the 
land in the most convenient situations was lying idle, that nobody had 
a roof over his head, and that everyone was running about aimlessly 
or sitting idle, in imminent danger of starvation ? They might report 
something of this kind if they could carry on a conversation with 
certain people here and believed all they were told, but certainly not 
if they judged by their own observation. 

They would be much more likely to report that tliey had seen a 
very orderly people co-operating on the whole with a wonderful 
absence of friction, that they had seen them come out of their homes 
in the morning in successive batches and wend their way by all sorts of 
meansof locomotion to innumerable different kinds of work,all of which 
seemed te fit somehow into each other so that as a whole the vast 
population seemed to get fed, and clothed, and sheltered. They would 
not, of course, vouch for the perfection of Uie arrangements. They 
would see that there were occasional irregularities and hitches. They 
might see now and then too many vehicles in one street, too many 

' Adapted by permission from Edwin Cannan, Wealth, pp. 73-76. (P. S. King it 
Son, Ltd., 1914.) 



26 


INDUSTRIAL SOCIETY 


passengers trying to travel by one train or tramcar. They might 
even see along our English country roads the melancholy spectacle 
of men tramping in both directions evidently in search of the same 
kind of work. They might be able to see that some had too much— 
more than they seemed to know how to dilpo^e of without hurting 
themselves and otlicns—while some evidently had too little for healthy 
and happy e.xistence. But in spite of these defcct.s, they would 
rci>ort, I think, that on the whole the machinery, whatever its e.xact 
nature, seemed to do its work fairly effcctixcly. And if we can 
imagine them able to go back five hundred or a thousand years, we 
can feel tolerably sure that they would report still more favourably, 
since they would then sec that enormous improvement had taken place 
and would discover no appearance of any cliange which would suggest 
that the existing system is not the outcome of an orderly development 
of the institutions of the past. 

I insist so strongly on the fact that our c.xisling machinery does 
work, not with any idea of contending that all is for the best in tlie 
best of all possible worlds, but because 1 think that in order to get 
any pro|ici hold of economics it is nctscssary to begin by considering, 
not the defects of machinery, but the main principles involved in its 
construction and fl'orking. We arc ajit to begin with the defects 
because it is they that strike our eye and often c.xcitc our sympathy. 
Seven per cent of unemployed are much more likely to make us start 
tiiinking aljout economics Ilian tlic other nincly-tliree who are in 
employment. The emaciated corpse of a single person starved to 
death naturally makes more impression on our minds Ilian die com- 
fortahlc liodics of a liuiidrcd tliousand sufficiently fed citizens. But 
if we want thorouglily to understand tlie reason why work and food 
do not quite “go round,” we should begin by endeavoring to discover 
what, after all, certainly does not c.xplain itself—why they go as far 
round as tlicy do. If we grant that there is an organization, die nc.xt 
question is, Wliat is it? It is certainly not merely “the State.” 
In modern times wc liecorae so accustomed to all institutions being 
defined and modified from time to time by the States within the juris¬ 
diction of wliiih tlicy e.xist, tiiat we are apt to regard them all as 
siiringing from die State and dependent upon its e.xistence for their 
origin and development. But this is wrong. There are economic 
institutions wliicli are older than the State, at any rate in the sense 
in which we use tlic word at the present day, and there are others 
which have come into being and developed under the ban rather 
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than under the patronage of the State. Moreover, some of them 
cover the whole world or at the least far wider areas than any State 
of the present or past. In dealing with the most imi)ortant of the 
institutions on which our e.xisting economic organization is ba.sed, 
it is most convenient to take the Slate as the third, the Family and 
Property being the first and second. 

8. CERTAINTY, COMPLETENESS, AND REGULARITY' 

*Let anyone propose to himself the problem of supplying with 
daily provisions of all kinds a city containing above a million of 
inhabitants. Let him imagine himself a head-commissary, en¬ 
trusted with the office of furnishing to this enormous host their daily 
rations. Any considerable failure in the supply, even for a single 
day, might produce the most frightful distress, since tlic spot on which 
they are cantoned produces absolutely nothing. Some, indeed, of the 
articles consumed admit of being reserved in jiublic or private stores 
for a considerable time; but many, including most articles of animal 
food and many of vegetable, are of the most perishable nature. As a 
deficient supply of these even for a few days would occtision great 
inconvenience, so a redundancy of them would produce a corresponding 
waste. ^Moreover, in a district of such vast c.xtciil as this “province 
(as it ha^ been aptly called) covered with houses,” it is essential that 
the supplies should be so distributed among the different quarters as 
to be brought almost to the doors of the inhabitants; at least within 
such a (liLsIancc that they may, without an inconvenient waste of time 
and labour, procure their daily shares. 

Moreover, whereas tlie supply of provisions for an army or garri¬ 
son is comparatively uniform in kind, here the greatest possible variety 
is required, suitable to the wants of various classes of consumers. 

Again, tliis immense population is e.xtreniely fluctuating in 
number; and tlic increase or diminution depends on causes, of which 
though some may, others cannot, be distinctly foreseen. 

Lastly, and above all, the daily sujrplics of each article must be so 
nicely adjusted to the stock from which it is drawn- to the scanty, or 
more or Iq^s abundant, harvest, importation, or other source of supply 
— to the interval which is to elapse before a fresh stock can be fur¬ 
nished, and to the probable abundance of lire new supply that as 
little distress as possible may be undergone; that, on the one hand 

‘ Adapted from Richard Wh.itcly, Introductory Lectures in Political Economy, 
Lecture IV, pp. 93-98. (B. P'ellowes, 1832.) 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on die other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con¬ 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accompli.shed, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The ap])rehcnsion, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him—these, acting like antagonist muscles, regulate die c,\i"nt of his 
dealings and die prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy diat abundance, while he is guided only by die apprehension 
of being undersold; and, on the other hand, an actual or apprelicnded 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT' 

And there is war between and among the classes. War, some¬ 
times overt and violent, sometimes concealed and even unconscious, 
but war neverdicless. The war is all the more intense and irrepres¬ 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of the hired hand. The smaller the wages die larger 
the profits. The employee works for wages. Wages represent die 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi¬ 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction, llis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

' Taken by permission from Morris HiUquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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gaining and commonplace haggling, and at other times it assumes the 
form of violent conflicts: strikes, boycotts, and occasional dynamite 
explosions and, on the other hand, lockouts, black lists, injunctions, 
and jails. 

There is war between employer and employer. 

Each capitalist controls a share of an industry. The greater the 
share the larger, ordinarily, is his profit. Ilis natural desire is to 
increase his share. He can do that only at tlie expense of his neighbor. 
Hence, tlie mad industrial competition, die merciless rivalry for the 
“market,” the mutual underbidding and underselling, the adultera¬ 
tion and falsification of commodities, the senseless s])eculative enter¬ 
prises, and, finally, wholesale failure and ruin. 

There fs war between worker and worker. 

Modern machinery, although inherently of untold blessing to 
mankind, operates as a curse upon the toiler under the prevailing 
system of individual ownership. It does not lighten the burdens 
of the worker. It does not reduce his hours of labor it displaces 
him from his employment. The marvelous produclivity of the 
machine creates the dread legions of jobless workers, the fierce com¬ 
petition for a chance to work, and tlie consequent lowering of wages 
below the living standard. • 

The automatic, almost self-operating, machine makes child and 
woman labor possible and profitable, and the children and wives of the 
workers are drafted into tlie field of industry in competition with 
tlieir fatliers and husbands. The more women and children are at 
work in factories the rarer become the opportunities for men to find 
work and Uie lower become their wages. Child and woman labor 
means lower wages for man. Low wages for men mean more child 
and woman lalior, and so the workers move forever in a vicious 
circle of misery and privation. 

There is war between producer and user. 

Business is conducted for profits. The larger the prices of the 
commodity or the higher tlie rate of service the greater, ordinarily, is 
the profit of the capitalist. Hence, the c\-erlasting quarrels between 
tlie seller and the buyer, the landloid and the tenant, the carrier and 
the passenger, the aggressive and inexorable “producer,” and the 
pitiable “ ultimate consumer.” 

The individualistic and competitive system of industry is a sys¬ 
tem of general social warfare; an ugly, brutal fight of all against all. 
It is a mad, embittered race for wealth or bread, without plan or 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on die other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con¬ 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accompli.shed, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The ap])rehcnsion, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him—these, acting like antagonist muscles, regulate die c,\i"nt of his 
dealings and die prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy diat abundance, while he is guided only by die apprehension 
of being undersold; and, on the other hand, an actual or apprelicnded 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT' 

And there is war between and among the classes. War, some¬ 
times overt and violent, sometimes concealed and even unconscious, 
but war neverdicless. The war is all the more intense and irrepres¬ 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of the hired hand. The smaller the wages die larger 
the profits. The employee works for wages. Wages represent die 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi¬ 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction, llis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

' Taken by permission from Morris HiUquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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When we turn to the group of busincbses wl;ich form a trade and 
to the series of trades rec|uire(l to suppir some sort of eoniniodity to 
consumers, v.e still find a rcinaikahlc ajiiouiit of aecurale .idjustinenl. 
If we consider the enormous number of niinuicly divided aclivilies 
required to furnidi London with any of its food supplies, the uorking 
of the indusinal niacliiiiery appears m. i,el-ii's lint Iieie closer 
inspection shows much grealer iiiegukaiu and waste. 'rweiUx 

businesses arc often engaged in doing the umk vildeh ten, or c\cn 
• ' 
live, could do as well, congestions and tci ijaimrs stopp.iges of com 

sidcrable magnitude occur, theic is a gieal de d of mi .1 .aliulation and 
of misdirected energy. The ccoiioni} of a ;i.,dc structure is c\i- 
dently less c.vact than thtil of a busiiu's, I’lic needs of luimanitr 
require, however, that a gre.it \<iiicl\ of li.ak's sliall produce, ctirry, 
and distribute innimierable goods in ll.e ]!ioper ](rop()rlions mhuiI- 
tancomsly and continiioush al ten llioiisaial dillereiil plares. 'I’liis 1- 
acliicvcd by the csiablishmcnl of an indiislrial .s\ stem which sets tlic 
required qiiantit)' of land, eajul.il, laboi.r, and ability in operation 
al each point of industry, and e.iiism the new llorr of capital and 
labour to repair the waste and to pro\ ide for giowlh. Few of the 
millions engaged in such work know 01 i .iic al .dl for ih.e larger pur|)osc 
r.hich this work sct\’cs. The f.iinicr in \rgcnlma or Alberta who is 
pre|)aring biead for families in .Maruhe'ter 01 Dresden is not con- 
.sciously concerned with any step lje\ oiid Ids bargain for delivery of 
the wheat at the elevator or the netirest railioad. 

As we jiass Iroui the single eoui]iatt business to the wider system, 
less and less ile.ir conscious pui|jose .ippears to animate the system. 
;\nd yet, as we see, a great dc..l of order emerges in the working of the 
whole. I'liis order, hower er, is attended also by a great deal of dis¬ 
order. The modern indusliial swstem as a whole does not e.ehibit 
anything like the same degree of harmony or economy as is found in 
the single business. Tliis is natural enough. For we saw that in the 
business a single control c.cisted and a single dondnant purpose, tliat 
of profit-making. Now, in the iiidtistiial ststcin as a whole there is 
no adequate central control or ])urpow. To a large e.vtcnt, indeed, 
financejconslitutes a sort of central irowcr-station for the distribution 
of capital and labour. Hut its grasp is \eiw [larlial, and its methods 
are not accurately adjusted to supply the general needs of industry. 
The central purpose, as we see, is tlic regular suppi) of the needs of 
consumers. And it is this [)uipo-c wdiicli iloe.s maintain siicli liarmony 
as is found in the industrui system. But llic claljorate circuitous ways 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on die other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con¬ 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accompli.shed, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The ap])rehcnsion, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him—these, acting like antagonist muscles, regulate die c,\i"nt of his 
dealings and die prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy diat abundance, while he is guided only by die apprehension 
of being undersold; and, on the other hand, an actual or apprelicnded 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT' 

And there is war between and among the classes. War, some¬ 
times overt and violent, sometimes concealed and even unconscious, 
but war neverdicless. The war is all the more intense and irrepres¬ 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of the hired hand. The smaller the wages die larger 
the profits. The employee works for wages. Wages represent die 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi¬ 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction, llis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

' Taken by permission from Morris HiUquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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other mistery. The next stage is marked by the advent of various 
kinds of commercial middlemen, who act, as intermediaries between 
the actual makers in their small domestic workshops and the final 
purchasers, the widening of the market being both the cause and the 
result of their appearance. And, finally, with the advent of costly 
machinery and production on a large scale we have the condition of 
things to which we are accustomed in our modern factories and works, 
where the owners or controllers of capital not only find the market, 
bht organise and regulate the actual processes of manufacture. To 
these several stages it is difficult to give brief designations which 
shall not be misleading. It is common to speak of them as (i) the 
Jamily or household system, (2) the gild or handicraft system, (3) the 
domestic system or house industry, and (4) tire factory system. But 
we can dispense with labels if we can remember the essential traits. 

12. HOUSEHOLD ECONOMY- 

The stage of independent domestic economy is characterized b\’ 
restriction of the whole course of economic activity, from production 
to consumption, to tlie exclusive circle of the household (the family, the 
clan). The character and extent of the production of every house- 
hold are prescribed by the wants of its merfibers as consumers. 
Every product passes tlirough the whole process of its manufacture, 
from the procuring of the raw material to its final elaboration in the 
same domestic establishment, and reaches tire consumer without any 
intermediary. Production and consumption are here inseparably 
interdependent; they form a single uninterrupted and indistinguish¬ 
able process. The earnings of each communal group are one with 
the product of their labour, and this, again, one with the goods going 
to satisfy their wants, that is, with their consumption. 

In the independent domestic economy the members of the house¬ 
hold have not merely to gatlier from tlie soil its products, but they 
must also, by their labour, produce all the necessary tools and imple¬ 
ments and, finally, work up and transform the new products and 
make them fit for use. All tliis leads to a diversity of employments 
and, bet^ause of the primitive nature of the tools, demands a varied 
dexterity and intelligence of which modern civilized man can scarcely 
form a proper conception. The extent of the tasks falling to the 
various members of this autonomous household community can be 

' Adapted by permission from Carl EUcher, Industrial Evolution, pp. 80-113. 
(Henry Holt & Co., 1901.) 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on die other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con¬ 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accompli.shed, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The ap])rehcnsion, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him—these, acting like antagonist muscles, regulate die c,\i"nt of his 
dealings and die prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy diat abundance, while he is guided only by die apprehension 
of being undersold; and, on the other hand, an actual or apprelicnded 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT' 

And there is war between and among the classes. War, some¬ 
times overt and violent, sometimes concealed and even unconscious, 
but war neverdicless. The war is all the more intense and irrepres¬ 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of the hired hand. The smaller the wages die larger 
the profits. The employee works for wages. Wages represent die 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi¬ 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction, llis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

' Taken by permission from Morris HiUquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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One must not be led away from a proper conception of this eco¬ 
nomic stage by the apparently extensive use of money in early historic 
times. Money is not merely a medium of exchange; it is also a 
measure of value, a medium for making payments, and for storing up 
wealth. Payments also must constantly be made apart from trade, 
such as fines, tribute-money, fees, taxes, indemnities, gifts of honour 
or hospitality; and these are originally paid in products of one’s 
own estate, as grain, dried meat, cloth, salt, cattle, and slaves, which 
pa’ss directly into the household of the recipient. Accordingly, all 
earlier forms of money and, for a long time, the precious metals tlicm- 
selves circulate in a form in which they can be used by the particular 
liouschold either for the immediate satisfaction of its wants or for the 
ac(|uisition by trade of other articles of consumption. Those of special 
stability of value are pre-eminently serviceable in the formation of a 
treasure. This is e.specially true of the precious metals, which in time 
of prosperity assumed the form of rude articles of tidornment and 
a^ quickly lost it in time of adversity. 

E.xchangc value accordingly exercised no dceji or decisive influence 
on the internal economy of the separate household. The latter knew 
oidy production tor its own requirements; or, when such production 
fell short, the practice of making gifts with the e.^jiectation of receiv¬ 
ing othei . in leturn, of borrowing needful articles and implements. 
Old, if need be, of plundering. The development of hospitality, the 
legitiim/.ing of begging, the union of nomadic life and early sea-trade 
with rolil,ci V, the c.xtraordinary prevalence of raids on field and cattle 
among priniitive agricultural peoples, are accordingly the u.sual 
conconulants of the independent household economy. 

I'rom what has been said it will be clear that under this metliod of 
satisfying needs the fundamental economic phenomena must be dis¬ 
similar to those of modern national economy. Wants, labour, pro¬ 
duction, means of production, product, stores for use, value in use, 
consumption - these few notions exhaust the circle of economic phe¬ 
nomena in the regular course of things. As there is no social division 
of labour, there are consequently no professional classes, no industrial 
establishments, no capital in the sense of a store of goods devoted 
to acquisitive purposes. Our classification of capital into business 
and trade capital, loan and consumption capital, is entirely excluded. 
If, conformably to widely accepted usage, the expre.ssion “capital” 
is restricted to means of production, then it must in any case be limited 
to tools and implements, the so-called fixed capital. What modern 
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theorists usually designate circulating capital is in the independent 
household economy merely a store of consumption goods in process of 
preparation, unfinished, or half-finished products. In the regular 
course of affairs, moreover, there are no sale goods, no price, no circu¬ 
lation of commodities, no distribution of income, and, therefore, no 
labour wages, no earnings of management, and no interest as par¬ 
ticular varieties of income. Rent alone begins to differentiate itself 
from the (return from the) soil, still appearing, however, only in 
combination with other forms of income. 

13. STRUCTURE OF A POSSIBLE SOCIALIST STATE 

[Note. —Naturally, no one can give an authoritative description 
of the structure of a possible Socialist state; the selections here pre¬ 
sented are to be read as a means of securing suggestions concerning 
this structure.] 

A‘ 

The State is to own the land and the fixed capital—or, to express 
both conveniently in a single phrase, the means of production, produc¬ 
tion according to economic usage being supposed to include the dis¬ 
tribution or circulation of products. 

Products in their final shape, in which they are directly con¬ 
sumable, the State will not own. These it will only keep in its care, 
in public warehouses or magazines or stores, until the workers of all 
kinds send in their claims on them, which claims will be measured by 
the number of hours for which they have worked, and for which 
they will have received certificates or labour cheques or orders to be 
presented against goods in their final consumable form as distinct 
from those intermediate stages in which they would be of no use to the 
holders under collectivism. 

The actual work of production and distribution is to be carried on 
as at present, namely by large groups or co-operatively, but the direct¬ 
ing head is no longer to be the private capitalist employer. He is to 
be a functionary, a paid official of the State, producing under superior 
direction and not according to his own judgment, with less risk than 
at present, but also with much less chance of making a fortune. It 
is possible that extra merit should be more highly remunerated, but 
the salaries, it is understood, will be very modest indeed as compared 
with those of the successful men in business now. How the manager 

■Adapted by permission from William Graham, Socialism New and Otd, 
pp. 154-61. (D. Appleton k Co., 1891.) 
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or leader of industry is to be selected, whether by the suffrages of the 
workers or by the State—and in the latter case whether through the 
secretaries or chiefs of the industrial departments, or in the way it 
now selects officials for the existing branches of the public service—is 
a point on which collectivism does not seem to have made up its mind, 
though its principle, being democratic, leans to the former method. 

So far we have only been concerned with the labour that results in 
material things, whether directly consumable, as food, clothes, houses, 
fuel,* light, furniture, etc., or tire materials of these in any of their 
previous stages; under production being included by the Socialists the 
very considerable labour of transport, as well as the connected labour 
of distribution. But there is still much labour in the world that is 
important and indispensable. There is all the labour that consists 
in rendering services where no material thing results or is worked 
into more desirable form. There is the labour—often absolutely 
necessary—that consists in doing some services that someone requires, 
the labour of the physician, the schoolmaster, the professor, the 
magistrate, the policeman, the soldier, the domestic servant, or, as 
he or she will be cailc<l in the socialist community, the domestic help, 
not to sjjcak of the labour tliat merely ministers to amusement, 
such as that of the actor, the public singer, or the^lancer. There is, 
too, the higher labour of tlie man of letters, of the artist, of the man of 
ience, so far as he is an original investigator. There is the labour of 
the civil as well as of the military service. How is all this labour to be 
organized under collectivism, and particularly how is it to be paid 
comparatively with productive labour? As to some of it, there is 
no question as respects organization, as it is already carried on by 
co-operation or association of efforts, and is paid by the State. Such 
is the case with the work of the soldier, of the .sailor of the royal navy, 
and in a less perfect degree with the labour of the civil service in 
general. But there is labour that cannot be carried on by association 
or collective effort—the labour of the medical man, of the lawyer, 
of the literary man, of the artist, etc. These forms of labour cannot 
be organized collectively, but on the strict and central principle of col¬ 
lectivism they should be regulated, rated at their proper value, and 
paid by the State. All kinds of workers are to be State functionaries 
and paid by the State. Theie will be no private enterprise, because, 
if any were allowed, more would probably come and inequality of 
wealth would return from that side. A man will no longer be per¬ 
mitted, even if he had the means or capital, to open an educational 
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establishment, start a journal, undertake any private business on h 
own account, because the fields of education, journalism, and of 8 
business are to be occupied by the State, and no chance will 1 
allowed to any private competition. 

Collectivism does not think it necessary to suppress inheritanc 
as under it there would be so comparatively little left to inherit, 
assumes that there would be no fear of a return of the great inequalil 
of the old system from that side. And it permits private property : 
consumable goods and in things quae non consiimunlur usu, such : 
pictures, jewellery, houses, which may be bequeathed, but it so f; 
restricts the right of property that no one will be allowed to make a 
income out of property without work. There must be no lendii 
at interest, or advancing goods on credit to be repaid with intcres 
no letting of articles for hire, no leasing for rent, no private settii 
others at work with a view to make a profit out of their labou 
though, apart from this case, there does not seem to be any objectic 
to asking another to do a service in return for an agrcecl-on payinen 

As to distribution, each will receive in proportion to the amoui 
and kind of liis work: the amount to be measured in time, by tl 
number of hours of work of “average labour,” skilled labour to ra 
at so many time average labour. 

There will be no market in the Socialist kingdom, and no mone 
Markets and market prices are now useful to adjust supply ar 
demand; this will be unnecessary under collectivism, because tl 
State will do it through labour bureaus and statistics. At prcsei 
markets afford the grand chances to the speculator and the cornere 
who can act on prices for their own profit but to the detriment i 
the public. The speculator and the cornerer, the engrosser (accapa 
eur) of former times, will for the first time receive his effectual quietu 
it is confidently believed, with I he suppression of the market. 

Even more important is the suppression of money, of gold, silve 
and their representatives—bank-notes, bills of exchange, etc. It 
easy to some to accumulate money, and thence would come bai 
inequalities; it is not so easy to accumulate consumable good 
In the Socialist State you will get for your work or your sped 
services the desired thing without the instrumentality of gold ( 
silver or notes, simply by presenting your labour cheques at tl 
State stores, or in some cases for your services you will get laboi 
cheques directly from the purchaser. The only thing resemblir 
money will be the labour cheque. 
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With money will go all private bankers and bill discounters, who 
now fulfil a useful function in lending at interest to borrowers, pro¬ 
ductive or unproductive, and in adapting supply of money to demand 
by altering tlie market rate of interest, but who would be unnecessary 
if there was no money, and who, by the power of extending or con¬ 
tracting their credit, have great power to encourage speculation, which 
sometimes ends in loss and ruin and crises, which would be impossible 
in the Socialist State. 

’ As the State will undertake all industry, and will save the neces¬ 
sary collective capital, there will be no private investments. There 
will be no investment of money (or of labour cheques) at interest in 
companies’ shares. There will be no borrowing by Government at 
interest. There will be no stock or share market any more than 
money market or produce market; no quotations; no buying or 
selling, real or fictitious. The old familiar social types, the banker, 
the stockholder, and the comparatively new ones, the financier, the 
comirany promoter, the speculator on the Stock Exchange, will 
disappear, as well as the much larger class who live on the interest 
or dividends of their investments. 


B' 

Socialism, when analyzed, is found to embrace tour main elements. 
The first of these is the common ownership of the material instruments 
of production. It is not stated precisely how this common ownership 
is to be brought about or e.xactly what form it is to take. Opinions 
may and do differ about the practical steps which are to be taken to 
secure the desired end and also about the nature of tlie collective 
organization in which this ownership is to be vested. But no one 
can be called a socialist in the modern technical sense who does not 
accept the doctrine of the common ownership of tlie material instru¬ 
ments of production. The collectivity, that is, society as a whole, 
is to take the place of individuals and private associations of indi¬ 
viduals as owners of land and capital, in order that the advantages oi 
ownership may accrue to the whole, and not merely to a part of the 
whole. , The private receipt of rent and interest in the economic sense 
then ceases, for rent and interest are tlie remuneration of ownership. 

It is said substantially all land and capital, because it is held that 
it is not necessary that the common ownership should be absolutely 

‘ Adapted by permission from R. T. Ely, Socialism arid Social Reform (6tli 
edition), pp. Q-17 (Thomas Y Crowel! Co.) 
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all-inclusive. It is a weakness of the extremists to insist on all- 
inclusiveness in common ownership, which much damages their 
cause. What is necessary is that the collective ownership should 
become dominant in such manner as to control all otlier ownership 
and confine it witliin narrow limits. All Uie great instruments oi 
production, like telegraphs, telephones, railways, forests, arable 
lands, and large manufacturing plants, must become collective 
property; but socialism does not imply that it is necessary to restrict 
individuals in tire acquisition of tire instruments of production on a 
small scale, for example, a wheelbarrow or a cart. 

The second element in socialism is the common management of 
production. Not only are the material instruments of production 
to be owned in common, but they are to be managed by Hie collec¬ 
tivity, in order that to tlie peo[)le as a whole may accrue all Uie 
benefits of management, that is, all those gains of enterprise called 
profits, as distinguished from interest, and in order that tlie manage¬ 
ment may be conducted in accordance witli the ])ublic need rather 
than in accordance with the advantage of private captains of industry. 
Production is to be carried on to satisfy our wants for material things 
and not for tlie sake of private profits. The distinction is undoubt¬ 
edly a marked one. 'Production now ceases when those who manage 
it are unable to derive profits therefrom. 

This common management of production means that the collec¬ 
tivity must furnish work for all who desire it. As Uie socialist state 
assumes the charge of production, leaving only very minor functions 
to individuals, it rests upon it, of course, to make the industrial 
society all-inclusive. How many could find employment in private 
service it is not easy to say. Under socialism we should e.xpcct a 
social organization of medical attendance and the sup[)lv of medicines, 
which would be simply carrying further tendencies already at work; 
and yet some might prefer to employ private physicians. Should 
the members of the socialistic society be willing to give part of their 
income in return for private medical services, there is no reason why 
they should be hindered in so doing. Similarly, religious services 
might be maintained by private contributions, and in tlie churches 
tliere could be large numbers of preachers outside oi public 
employment. Possibly, also, room could be found for remunera¬ 
tive employment, of a private cliaractcr, of a great many persons in 
the aggregate, who would concern themselves with the smaller 
branches of production. Yet if socialism works as well as it is 
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claimed it will, there would naturally be a preference, altogether 
apart from any compuhion, for the public employment. 

The third element is the distribution of income by the common 
authority; that is, the income of society, or the national dividend, 
as it is frequently called; and it is that part of the wealth produced 
by society which may be used for enjoyment after the material 
instruments of production have been maintained and suitably 
improved and extended. The common ownership and management 
of the material instruments of production necessarily result in 
ownership of the national dividend by the collectivity, in the first 
instance, just as now those who own and manage industry have 
the ownership of the products of industry, and from these products 
.satisfy the claims of those who have participated in their production. 
It remains for the collectivity to distribute all the wealth produced 
for consumption among all the members of society. 

As there is provision for work for all in the public service, so there 
must be provided an income for all. But this provision of income for all 
reaches even further than the ranks of the toilers. There must always 
be in society some who are physically or mentally incapable of toil, 
and socialism contemplates the provision of an income for these also. 

The fourth element in socialism is private ffroperty in the larger 
proportion of income. It thus becomes at once apparent that 
modem socialism docs not propose to abolish private property. 
Quite the contrary. Socialism maintains that private property is 
neces, 5 ary for personal freedom and the full development of our 
facidties. The advantages of private property are claimed by the 
advocates of the existing social order as arguments for its maintenance; 
but sociali.sm asserts that society, as at prc.sent constituted, is unable 
to secure to each one the private property which he requires. Social¬ 
ism proposes to e.xtend the institution of private property in such 
manner as to secure to each individual in society property in an 
annual income, which shall be, so far as practicable, sufficient to 
satisfy all rational wants and to protect all from those attacks upon 
personal freedom which proceed from the dependence of man upon 
man. The instruments of production do not exist for their own 
sake, but for the sake of products for consumption, which again 
have as their destination man’s needs. Now, while private property 
in the instruments of production is to be reduced to its lowest terms, 
it is to be extended and strengthened in the products for the sake of 
which the instruments exist. 
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14. THE ORGANIZATION OF THE KAWEAH CO-OPERATIVE 
COLONY- 

The Kawcah Colony was founded as a voluntary association in 
1S85 and became a joint stock company in 18S8 under the name of 
the “Kawcah Co-operative Colony Company of California, Limited.” 
The number of members was then fixed at five hundred, applicants 
to be first passed upon by a board of trustees and then admitted 
according to priority of payment of the membership contribution of 
five hundred dollars. The capitalization was fi.xcd at $250,000. 
.All land and buildings and all other property except private dwellings 
and personal effects were held in common by the members. A 
controversy with the government over timber holdings interfered 
seriously with the success of the colony. 

The outline subjoined is an ideal rather than an actual achieve¬ 
ment, although it has been followed in its main lines and underlying 
principles. 

A Model of a Co-operalive State, consisting of Divisions (3), each under a 
Manager; Departments (13), each under a Superintendent; Bureaus 
(58), each under a Chief; and .Sections, e.ach under a Foreman. 
Divisions: I. Division of Production, II. Division of Distribution, HI. Di¬ 
vision of the Commonweal. 

Division I. (Production) 

(1) Department of Collection: Bureaus: 

I. Fishing, 2. Hunting, 3. Woodmen, 4. Sand and clay collection. 

(2) Department of Extraction' Bure.aus: 

I. Metallic extraction, 2. Coal .and oil extraction, 3. Lime extrac¬ 
tion, 4. Slate, stone, marble quarries 

(3) Dc])artment of Growing: Bureaus: 

I. Fish culture, 2. Fowl, 3. Inscet, 4. Flesh, 3. Forage, 6. Grain, 
7. Vegetables, 8. Fruits, q Filircs, lo. Miscellaneous growing. 

(4) Department of Handicraft: Bureaus: 

I. Bureau of food, 2. Clothing, 3 Shelter, 4. Decorations. 

Division II. (Distribution) 

(5) Department of Transportation: Bure.aus: 
i. Freight traffic, 2. Passenger traflic. 

(6) Department of Storage: Bureaus: 

I. Warehouses, 2. Stores. 

(7) Department of Delivery: Bureaus: 

I. Carrier delivery. 

(8) Department of Finance: Bureaus: 

i. General audits, 2. Accounts, 3. Cash, 4. Exchange. 

-Adapted by permission from W. C. Jones, “The Kaweah Experitnept in 
Co-operation,” Quarterly Journal of Economics. VI (1891-92), pp. 7 , 5 ~ 75 . 



INTRODUCTION 


43 


Division III. (Commonweal) 

(9) Department of Administration: Bureaus; 

1. Legislation: Sections: (a) Referendum, (b) Initiative, (c) Im¬ 
perative mandate. 

2. Executive: Sections: (a) Assignment of colony labor, (^) Assign 
ment of outside work. 

3. Judiciary: Sections: (a) Court of public disputes, (6) Of prn .i < 
disputes, (e) Of prizes and rewards. 

<io) Department of Education (Children and Adults): Bureaus' 

1. The Colony Journal. 

2. Physical Culture: Sections. ((/) Gymnaslics (Turnverem), 
{b) Drill; “Settingmp,” (f) Boxing, fencing, wrestling, (d) Suini 
ming, (c) Shooting, archery. 

V Mental Culture. (Speech-craft) Sections. 

(<;) Sc’encc' Heat, light, souml, motion, mechanics, electruiiy 
chemistry, geology, zoology, maihemalics, geography, hn 
tory, astronomy, languages, philosophy, ptililics, sociology, 
metallurgy, logic, metaphysics, natural justice, or law, 
medicine. 

CO Literature: Poetry, prose, belles-lettres. 

{() An: Music, painting, sculpture, ychitccturc, diain.i, 
tragedy, comedy, choral music, the dance, ceremonials an<I 
festivals, debate, declamation, the band, llower cultuie, 
modeling, drawing, design. 

4 Moral Culture: Sections: To leach the colonists to love cour 
age, tidclily, truth, kindness, purity, generosity, love, self- 
sacrifice, independence, modesty, gentleness, toleration, mercy, 
gratitude, justice, forgiveness, temperance, politeness, honesty, 
conscientiousness, specch-cr<ift, frmness, judgment, prudence, 
perseverance, industriousness; and to hate cowardice, falsehoo<l, 
Ircachcry, infdclily, cruelly, impurity, avarice, niggardliness, 
hatred, sclfslincss, servility, vanity, ferocity, bigotry’, vin<ii(> 
livencss, bestiality, indulgence, rudeness, dishonesty, unscrupu- 
lousncss, garrulity, weakness, vacillation, rashness, stupidity, 
frivolity, dcsistancc, and hizincss. 'Phese departments to Ijc 
carried out by kindergarten, lecture, debate, classes, and the 
♦press. 

(ii) Department of Pul)lic Service: Bureaus: 

I. Public health, 2. Drainage, 3. Fertilizing, 4. Roads, 5. Ditches, 
6. Water supply, 7. Heating, 8. Lighting, 9. Pneumatics, 
10. Post-Offee, II. Telegraph and telephone, 12. Cleanliness, 
13. Propaganda. 
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(u) Department of Amusements (should co-operate with the Depart¬ 
ment of Education): Bureaus; 

I. Of scientific exhibition, 2. Athletic exhibition, 3. Social amuse¬ 
ment. There should be constructed for these departments 
elegant, imposing, and artistic structures, which might be called 
the Forum, the Theater, the Amphitheater the Arena, Academe, 
etc. 

(13) Department of Defence: Bureaus: 

1. Fire Department, 2. National Guard. 


E. The Terms Production, Distribution, and Consumption 

15. THE ECONOMIST’S USE OF THE TERMS PRODUCTION, 
CONSUMPTION, AND DISTRIBUTION 

A- 

I. Production—TroAnclioxi has been defined as the creation of 
utilities. That man cannot create matter is a familiar truth. All 
that he can do is to rearrange particles of matter so as to create form 
utilities; or move goods from one part of the world to another so 
as to create place utilities; or preserve goods from one period to 
another so as to cremate lime utilities; or, finally, transfer goods from 
the ownership of one individual to that of another so as to create 
possession utilities. Any activity which contributes to the creation 
of utilities in any of these ways is production. 

There are two essential factors in all productive processes: nature 
and man. Nature figures in production as an aggregate of materials 
and blind forces. Acting in conformity with invariable laws, she 
destroys as readily as she creates. Moreover, her productive services 
are always gratuitous to him who has the means and the intelligence 
to command them. Man, on the contrary', appears as a being 
with conscious purpose. He also destroys—not ruthlessly, however, 
as nature seems to do, but in order to gratify his wants. In pro¬ 
duction man is the directing, active agent, nature tlie obedient, pas¬ 
sive agency. Man marshals the materials and productive forces 
which nature supplies in the ways that experience has taught him to 
be best, and he alone enjoys Oie fruits of productive enterprise. 

Man and nature are the primary factors in production; secondary 
or derived from them is capital, the products of past industry used as 

' Adapted by permission from H. R. Seager, Principles of Economics 
pp. 55,122-23. (Henry Holt & Co., 1913.) 
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aids to further productiors. With the abundant evidence on every 
side of the dominant rdle which power machinery and other forms of 
capital play in production as now carried on there is little need to 
enlarge upon the significance of this third factor. To capital is 
chiefly due the efficiency of contemporary productive methods, as 
contrasted with those of one hundred and fifty years ago, and also the 
division of the working population into employers and employees. 
These truths are so familiar to everyone Uiat it is not so much the 
imiJortance of capital as the fact that it is not an independent but a 
derivative factor in production that requires emphasis. 

[Note.— It has become the custom to refer to the factors or 
agents of production as land, labor, and capital. Occasionally a 
fourth, organization, is mentioned.) 

3. Consumption. —Contrasted with production is consumption, the 
ulilhation of goods as a means to the gratification of wants. Con¬ 
sumption furnishes tlie principal motive for business activity. The 
utilization of goods as means to gratification must, for the sake of 
clearness, be sharply contrasted with productive utilization, as, for 
e.cample, of fuel or raw materials in manufacturing. Such utilization, 
although sometimes described by the misleading phrase “productive 
consumption,” is really production itself. It has nothing in common 
witli consumption except that it, too, usually involves the destruction 
of tlie utilities in the goods utilized. 

B' 

Economics deals with the distribution of wealth among the differ¬ 
ent classes of which society is composed. 

The most prominent characteristic of modern industrial life is 
that commodities are produced, as a rule, through the joint efforts 
of many individuals. There was a time when the blacksmith smelted 
his own iron and controlled each stage in the process until the finished 
nail or horseshoe was in the consumer’s hands. Today, probably a 
thousand men have co-operated in the production of even so simple 
an article as a horseshoe. The value thus produced must be distributed 
in some way among the various producers. Those who have con¬ 
tributed fabor receive wages; those who have contributed capital 
receive interest. What determines how large a share of the total 
value shall go to the laborers, how large a share to the owners of 

* Taken by permission from A. S. Johnson, Introduction to Economics, p. 9, 
(D. C. Heath & Co., 1909.) 
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capital? There are general principles governing this distribution, 
and these form perhaps the most interesting and important part of 
economics. These laws are grouped by economists under the head, 
“The Distribution of Wealth.” 


C 

The word distribution, in the sense commonly attached to it 
in economic writings, refers to the apportionment of the income of 
a community among its several classes and members. Wherever 
industrial development is in any degree advanced, there are owners of 
capital and of land; there are persons using land and capital, who yet 
are not the owners—tenants and borrowers; there are all sorts of 
workers, ranging in earnings and in social position from the poorly 
paid day laborer to the prosjrerous professional man and salaried 
manager. What share goes to a person who simply possesses capital 
or land, and what share goes to an individual for his labor, of whatever 
sort—these are among the central problems of distribution. A com¬ 
mon division of the subject is into four heads, corresponding to four 
groups in the community whose income is supposed to be governed 
by different causes: capitalists, landowners, laborers, and, finally, 
business men or active managers of industrial affairs. The capitalists 
are said to receive interest, the landowners rent, the laborers wages, 
and the business men profits or earnings of management. We need 
not now consider how far this classification is satisfactory; it suffices 
to indicate the nature of the subject. 

i6. THE BUSINESS WORLD’S USE OF THE TERMS PRODUC¬ 
TION AND DISTRIBUTION 

The meaning of “production” and “distribution” to the busi¬ 
ness man may advantageously be discussed in connection with the 
accompanying cliart of tire classification of business activities from 
the point of view of the business manager. It is clear tliat produc¬ 
tion means to the business man primarily the creation of form 
utilities—it refers to the factory end of his business. Distribution 
does not ordinarily mean to him a discussion of rent, wages, inter¬ 
est, and profits. Radier it means the process of marketing his 
goods. Sometimes (generally) it means the whole process, both 
the phase of creating demand for the goods and that of supplying 

‘ Taken by permission from F. W. Taussig, Principles of Economics, II, 3. 
(The Macmillan Co., 1915.) 
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the goods after the demand exists; sometimes it means only tlir 
latter phase, physical supply; sometimes (rarely) it means a minor 
element of physical supply—the transporting of the goods to tlie 
consumer. Mr. A. W. Shaw has charted business activities thus; 


Phases of 
Business 



Plant activities | 

1 

Production 

Operating activities | 


Demand creation 1 

Distribution 

1 

Physical supply of 
the goods \ 


Administration 


1. Location 

2. Construction 

3. Equipment 

1. Material 

2. Labor 

3. Organization 

1. Plant activities 

2. Operating activities 

1. Phnt activities 

2. Operating activities 



CHAPTER II 


THE STRUCTURE AND FUNCTIONING OF 
MEDIAEVAL INDUSTRIAL SOCIETY 

A. Problems at Issue •> 

The structure of mediaeval industrial society is here considered 
primarily in order to furnish a comparative basis for the study of 
our present industrial society.^ From this statement of purpose 
flows the statement of method to be followed in the study. There 
are few facts of the mediaeval or of any otlier period which do not 
have some bearing, direct or remote, on the industrial life of that 
time. In a rapid survey we cannot hope to canvass all or even a 
large portion of the facts. We must select those facts especially 
useful for the particular purpose in view. We shall be interested, 
accordingly, in the factual side of mediaeval industrial society only 
to the extent that the facts are of service in making clear to us tire 
structure, the organization, the functioning, of that society. We 
shall be interested in the various institutions in the sense that we 
wish to know how they operated—what their functions were. 
We shall be particularly interested in the structures, the organiza¬ 
tions, the institutions whicli were the germs of present structures, 
organizations, and institutions; or, on the other hand, in those 
which, by contrast, will serve as a foil better to display present 
features. 

On the factual side we shall discuss the manor, the town, the 
gild, the markets, the fairs, the staplers, the merchant adventurers, 
the church, the open field system, the villein, the freeman, the cottar, 
etc. But these facts must be interpreted. What parts did these 
factors play on the mediaeval stage ? How well did they play their 
parts? In so far as tliey have disappeared, why have they dis¬ 
appeared? Are the parts being played today by otlrer players? 
Was there anything that may be called "commercial organization,” 
i.e., a mechanism for the “exchanging” operations of industrial 
society? Was there an industrial organization, i.e., a mechanism 
for the "producing” functions of industrial society? Was there 
social control of industrial and commercial activity? Which of 

a 



MEDIAEVAL INDUSTRIAL SOaETY 


49 


our modern “mechanisms and devices” were present in mediaeval 

society ? Such questions as these will concern us. 

QUESnONS 

I. What is the justiScation of starting such a course as this with a historical 
study ? 

j. Why use England as the illustrative case in our historical study? 
Why not use Japan or Russia or the United States? What is the 
justification of starting the study of Enghnd at 1100-1300? Why 

* not begin earlier ? Why not later ? 

3. It has been said that institutions spring up to meet certain needs— 
to perform certain functions. What should you designate as the 
main functions of the vill? In carrying out these functions the vill 
manifested certain characteristics. What main characteristics should 
you list ? 

4. Attempt to estimate what proportion of the economic life of that day 
centered about the vill. 

5. What were the outstanding points of difference between the villein 
and the freeman ? In what ways could the villeins become freemen ? 

6. Who were the cottars ? What is their significance for our purpose ? 

7. Weic there social classes in the vill? If so, do they correspond to 
social classes of today ? If there was a wage-earning class, how w<as it 
recruited? Was the system typically a wagc*Bystcm? If not, how 
should you characterize it ? Just what is a wage system ? 

8. “The relation of mediaeval lord and man was a matter of status; 
that of modern employer and employee is an affa^ of contract.” Ex¬ 
plain. Compare the advant.agcs and disadvanlages of the positions 
of the mediaeval and modern proletarian. 

g. Give a general account of tlie life of a mediaeval agricultural laborer. 
Conijiare the lot of the villein with that of the unskilled workingman 
of today. 

10. Was the lord of a manor more like a modern landlord or a modern 
capitalist ? How did he get his income ? 

11. W.as there in the vill a landlord class in the modern sense of the term ? 
Was there a cai)it;ilist cl.a.ss? Were there entrepreneurs? Should 
you call the vill system an instance of commercial agriculture or of 
customary agriculture ? What difference is there between the two ? 

12. W'e read of the “customs of the manor.” Did these customs vary from 
maner to manor ? Did the customs have much significance ? Cite 
instances. 

13. Why should we inquire into manorial methods of cultivation? Was 
there anythirig in the nature of these methods, apart from their cus¬ 
tomary character, that made it difficult for any one individual to 
change his methods of cultivation ? 
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14. Was there industrial organization in the vill? If so, characterize it. 
Was there commercial organization ? If so, characterize it. 

15. Could the manorial system appropriately be termed one of individual 
exchange co-operation ? One of machine industry ? 

16. Did they know of money in the vill ? Was the vill economy a money 
economy ? What is a money economy ? Did the inhabitants of the 
vill produce for gain ? Does the farmer produce for gain today ? 

17. In the vill, did anything approximating the modern competitive system 
exist ? Was there speculative production ? What do competitive 
system and speculative production mean ? 

18. “The manorial system was an aggregation of like units; modern indus¬ 
trialism is an integration of a multitude of unlike units into a vast and 
intricate system.” Explain. 

19. Compare the manor or vill with the village of today, 

20. What factors would cause the vill economy to disappear? Answer 
in terms of the functions of the vill. 

21. Begin at this time a process of drawing comparisons which should be 
continued throughout your study of the mediaeval period. One 
helpful method is that of stating from various points of view the 
character of the change which has occurred since mediaeval times. 
For example, there has been a change from a subsistence economy to 
a market economy, from customary industry to speculative iiulustry, 
from customary industry to competitive industry, from local .self- 
sufficiency to interdependence, from a regime of personal relations to 
one of impersonal relations. Can you .add to this list ? 

22. What factors explain the origin of the towns ? 

23. The town played a relatively sm.all part in mediaeval economy. Why, 
then, should we devote a considerable amount of time to the discussion 
of town economy ? 

24. What, if anything, does the rise of the town mean with respect to 
money economy, competition, producing for gain, speculative market, 
anonymous production, wage system, commercial agriculture, division 
of labor ? 

25. Had specialization been carried as far in the mediaeval town as in 
the modern town ? Support your answer with evidence. 

26. What were the functions of the gild merchant ? Did the functions 
meet specific needs of the time or was the gild merchant an unnecessary 
organization? Was the gild merchant similar to the modern trade 
union ? Was it similar to the modern association of commerce ? Was 
it similar to a modern employers' association ? 

27. What was the relation of the craft gild to the gild merchant ? Answer 
for the craft gild the questions in No. 26 above. 

28. What was the relation of the journeyman gild to the craft gild ? Answer 
for the journeyman gild the questions in No. 26 above. 
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39. “The gilds were monopolies." Were they narrowly dosed monopolies 
or could any worthy person be a member? What difference docs 
this make with resj)cct to your judgment concerning the social useful¬ 
ness of the organization? 

30. “The gikls were monopolies. They had to be and for precisely the 
same rea.son that tlie government of any country is a monopoly. Its 
sway must be undisputed." Is there any jusiiffcation for this position ? 

.51. “The gilds were very important agencies of social control." List the 
services they rendered in this respect. 

32. * Was there in the mediaeval gilds anythitig in the nature of a joint 

stock or any associatcil trading on the part of the craft as a body? 
Do wc have organizations wIulIi have such features today ? 

33. “The craft gild ordinances arc interesting as an early attempt to 
overcome certain evils of anonymous production [the j)rodurcr not 
being known to the consumer] ” What docs this mean ? Just what 
regulations arc in point ^ Do wc have anonymous jiroduction today ^ 
If so, arc there any modern attempts to meet this condition ^ 

“As we should expect, the doctrine of aii'cat cniptor first appears m 
the cloth industry.” What is this doctiine? Why should it ever 
have appeared ? Why did it appear first in the cloth industry ? 

35. What factors made for the disappearance of the gild merchant? Of 
the craft gild ^ Answer m terms of the functions of the gilds. 

36. “The simple gild merchant passed off the stagt when economic life 
became too complex for it." Explain. What took the place of the 
gild merchant ? 

37 "The market for wliich the gildsinan produced was very different from 
the market for wliich the modern business manager produces." Cite 
the outstanding diffeiences. Which of these differences may be inter¬ 
preted as subheads under the characterization of the modern market 
as spec Illative ? 

3S "To use modern terms, which were meaninglc'^.s then, the gildsman 
was at once employer and workman, capitalist and laborer." Com¬ 
pare the "labor problems" of gild and modern industrial economy 
Could labor unions have grown up in the mediaeval town ? What 
docs your answer imply with respect to the conditions which give rise 
to labor unions ? 

39. “Apprenticeship was a system of business education. It trained 
the worker with respect to the internal problems of business—i.c , 
those*having to do with production, marketing, and administtation. 
It also trained with respect to the external problems of business—i.e 
those having to do with the relationship of the bu.siness and of the 
business manager to the rest of organized society." Why has appren¬ 
ticeship broken down ? What agencies are today carrying on its work 
with respect to business education ? 
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40. Was there “industrial organization” in the “industrial plants” ol the 
craftsmen ? If so, describe its structure and then characterize it. 

41. Have we today any producers who may be said to be survivals of the 
handicraft system of industry ? 

42. “Life in the thirteenth and fourteenth centuries was corporate rather 
than individual.” Explain. Was this true only in the town ? What 
did we find to be the situation in the manor with respect to 
individualism ? 

43. “The relations between producer and consumer were personal in ,the 
mediaeval period. Today they are impersonal.” Explain and 
illustrate. Can you cite other fields in which personal relations have 
yielded to impersonal relations? “We need to develop an impersonal 
code of ethics.” How does this follow ? 

44. “The mediaeval merchant was not the s[)ecialist he later became ” 
Explain. 

45. Characterize the means of transportation and the means of trans¬ 
mission of ideas in mediaeval England. 

46. In his History of Commerce, Day tells of a “glover who was traveling 
to market (1499I and was drowned with his horse in a pit which a 
miller had dug to get clay from the road. A court acquitted the miller 
on the ground that he had no malicious iiitent and really did not know 
of any other place where he could get the kind of clay he wanted.” 
What would a modern court decide? What is the significance of 
this story for purposes of this study ? 

47. Draw up a comparison of the market and the fair. We have today 
institutions bearing these names. Arc they derived from the mediaeval 
institutions? If so, have they retained their old functions? 

48. “Markets and fairs represent a phase of commerce which can best 
be described as periodic.” Explain. IIow should you characterize 
the modern phase of commerce ? 

49. Discuss the commercial organization of the towns. Was the trade in 
the towns along modern fines, such as wholesale and retail trade? 
Did they have stores? Were certain streets of the towns given 
over to certain industries? Had occupations been definitely differ¬ 
entiated ? 

50. Who were the pedlars? What kind of goods did they sell? Who 
were their customers ? 

51. Indicate the relative importance of the fair, the market;- and the 
pedlar in the commercial organization of the time. Do these agencies 
play as prominent a part today as they did in mediaeval times ? If 
not, why not ? 

52. Outline the hindrances to international trade. What were the con¬ 
sequences upon the size and character of that trade ? 
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53. The merchants of the staple: (o) What were their functions? (b) 
What were the significant features of their organization? Answer 
the same questions for the merchant adventurers. 

54. "The staplers and merchant adventurers combined the essential ele¬ 
ments of the gild and of the fair.” Is there any truth in this 
statement ? 

55. Why should the merchant adventurers have been given a monopoly ? 
Could any successful merchant have joined them ? If so, did they 

^ have a monopoly? Is the case parallel to that of the gilds? Is it 
parallel to our modern patents and copyrights ? 

56. Work out a series of propositions characterizing mediaeval currency. 
What is the relation of the modern banker to the mediaev.al money¬ 
changer ? 

57. What was the law merchant? Whence came it? In what sense was 
it international l.aw? What, if anything, do we owe to the law mer¬ 
chant ? 

58. Draw up in parallel columns a compari.son of mediaeval and modern 
trade. 

59. Show why the lack of commerce requires small groups of people to 
produce everything for themselves and why this self-sufficiency in¬ 
volves a low standard of living. 

60. Why were financial panics, commercial crises, ^md industrial depres¬ 
sions unknown in mediaeval England ? What was the nature of 
economic disasters which mediaeval peoples had to fear? 

61. Is commerce aided by standardized and predictable conditions? 
What part should you expect commerce to play in facilitating the 
enlargement of the political unit ? in suppressing local disorder ? 
in rendering social arrangements more certain ? in standardizing legal 
codes ? in preventing war ? 

62. Much discussion goes on today concerning "price maintenance.” 
What docs this mean? Could such a discussion have arisen in the 
mediaeval period ? 

63. Discuss the agencies and methods of social control of mediaeval Eng¬ 
land. Did custom play a part ? law ? codes of ethics ? religion " 
public opinion ? voluntary organizations ? government ? In so far 
as these did play a part, try to estimate their relative importance. 
Do they have the same relative importance today ? 

64. Should you say that the social control of the mediaeval period was 
mamly conscious or mainly unconscious control ? 

65. ‘ Control of industrial affairs in the mediaeval period may be character¬ 
ized by the propositions: (0) the control was customary, ( 5 ) the control 
was local.” Is this true? Does this apply to the regulations con¬ 
cerning forestalling, engrossing, and regrating ? 
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B. Manorial Economy 

17. FUNCTIONS OF MEDIAEVAL SOCIAL ORGANISiMS' 

There was a time when a vast number of Englishmen hardly had 
reason to look beyond their village or their town, and only came 
occasionally into conscious contact with the world outside. The 
prosperity of their own village or their own town was all that con¬ 
cerned tliem then, whereas all of us now, for the very bread wc eal, 
art? affected by tlie state of trade between England and other lands. 
In the twelfth century, for almost all tlie pur])()scs of life, the village 
or the manor was by far the most important of these social organisms, 
when few towns e.xisted and when national ties were of the slightest. 
.As in course of time towns grew up, they became the important 
centers of trade and of industry; the .stream of progress, instead of 
flowing along the narrow channels of village life, can be most readily 
observed in the larger life of the towns. They, in tlicir turn, fell into 
the background, as national regulation and national institutions 
became more powerful to watch over and to promote common national 
interests. 

Each of these ditlerent forms of social organization has been 
rei|uired to serve dilTerent purposes. Their powei'* have been brought 
into [ilay - a) to secure the subsistence, (b) to provide for the defence, 
md (c) to regulate the activities of the persons who compose them; 
and in the discharge of each of these functions they have had to deal 
with questions tliat are really economic. This is obvious in regard 
to the means of human life, whether they are procured by agriculture, 
by indu.stry, or by trade. It is also clear that the necessities of defence 
involve military obligations or ta.xation, and tliat the military system 
must be taken account of in its fiscal aspects. Similarly, legis¬ 
lative and judicial administration control the conditions under which 
industry is carried on and lay down the rules by which it is regulated 
All these sides of social life have some economic bearing, and each of 
them must be at least alluded to in an industrial history which deals 
with these various groups in turn. 

' Adapted by permission from W. Cunningham and E. A. McArthur, Onl/inrr 
of English Industrial History, pp 28-29. (The Macmillan Co., 1895.) 
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i8. DESCRIPTION OF A MANOR' 

Now, in these manors, the central feature would be the dwellinR 
of the lord, or manor-house. It was substantially built and served 
as a court-house for the sittings of the court baron and the court leet. 
If the lord did not live in it, his bailiff did so, and perhaps the lord 
would come occasionally himself to hold these courts, or his bailifi 
might preside. Near the manor-house generally stood the church, 
often large for the size of the village, because the nave was frequently 
used as a town-hall for meetings or for markets. Then there would 
be the house of the priest, possibly in the demesne; and after these 
two the most important building was the mill, which, if there was 
a stream, would be placed on its banks in order to use the water-power. 
The rest of die tenants generally inhabited the principal street or 
road of the village, near tlie stream, if one ran through the place. 
The average population of an eleventh-century village must have been 
about 150 persons. The houses of tliese villages were poor and dirty, 
not always made of stone, and never (till the fifteenth century) of 
brick, but built of posts wattled and plastered with clay or mud, 
with an upper story of poles reached by a ladder. The articles of 
furniture would be very coarse and few, being necessarily of home 
manufacture; a fdW rafters or poles overhead, a bacon-rack, and 
agricultural tools being the most conspicuous objects. Chimneys 
were unknown, except in the manor-houses, and so too were windows, 
and the floor was of bare earth. Outside the door was the “mixen,” 
a collection of every kind of manure and refuse, which must have 
rendered the village street alike unsavoury, unsightly, and unwhole¬ 
some. 

It is necessary, in order to complete our sketch of the manorial 
system from the time of tlie Conquest onwards, to understand how 
the land was divided up. We may say that there were seven kinds 
of land altogether, (i) First cajue the lord’s land round about the 
manor-house, the demesne land, wliich was strictly his own, and 
generally cultivated in early times by himself or his bailiff. All other 
land held by tenants was called land in villenage. (2) Next came 
the arable land of die village, held by the tenants in comtnon fields. 
Now these fields were all divided up into many strips, and tenants 
held their strips generally in quite different places, all mixed up in 
any order. The lord and the parson might also have a few strips in 

•Adapted by permission from H. de B. Gibbins, Industry in England, 
pp. 80-85. (Methuen St Co., Ltd., 1896.) 
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these fields. There were at least three fields, in order to allow the 
rotation of crops. Each tenant held his strip only till harvest, after 
which all fences and divisions were taken away, and the cattle turned 
out to feed on the stubble. (3) Thirdly came tlie common pasture, 
for all the tenants. But each tenant was restricted or stinted in the 
number of cattle that he might pasture, lest he should put on too 
many, and thus not leave enough food for his neighbours’ cattle. 
Sometimes, however, we find pasture vvitliout stint, as in Port Meadow 
at O.xford to this day. (4) Then comes the forest or woodland, as in 
Estone, which belonged to the lord, who owned all the timber. But 
the tenants had rights, such as the right of lo])pijig and topping certain 
trees, collecting fallen branches for fuel, and tlie right of “pannage,” 
i.e., of turning cattle, especially swine, into the woods to pick up what 
food tliey could. (5) There was also in most manors what is called 
waste, i.e., uncultivated land, affording rough pasture, and on which 
the tenants had the right of cutting turf and bracken for fuel and 
fodder. Then near the stream there would be perhaps some (0) 
meadow land, as at Cuxliam, but this generally belonged to the lord, 
who, if he let it out, always charged an e.xtra rent (and often a very 
high one), for it was very valuable as affording a good supply of hay 
for tlie winter. Lastly, if the tenant could afford it and wanted to 
have other land besides the common fields, where he could let his 
attle lie, or to cultivate the ground more carefully, he could occupy 
(7) a close, or a portion of land specially marked off and let sejiarately. 
The lord always had a close on his demesne, and the chief tenants 
would generally have one or two as well. The close land was of 
course rented more highly than land in the common fields. 

Such, then, was the manorial village and the manorial system 
generally in the eleventh century, and thus it lasted for two or three 
centuries more. But in the course of tiiiie it died out, though sur¬ 
vivals of it last even to our own day. 
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i8. DESCRIPTION OF A MANOR' 

Now, in these manors, the central feature would be the dwellinR 
of the lord, or manor-house. It was substantially built and served 
as a court-house for the sittings of the court baron and the court leet. 
If the lord did not live in it, his bailiff did so, and perhaps the lord 
would come occasionally himself to hold these courts, or his bailifi 
might preside. Near the manor-house generally stood the church, 
often large for the size of the village, because the nave was frequently 
used as a town-hall for meetings or for markets. Then there would 
be the house of the priest, possibly in the demesne; and after these 
two the most important building was the mill, which, if there was 
a stream, would be placed on its banks in order to use the water-power. 
The rest of die tenants generally inhabited the principal street or 
road of the village, near tlie stream, if one ran through the place. 
The average population of an eleventh-century village must have been 
about 150 persons. The houses of tliese villages were poor and dirty, 
not always made of stone, and never (till the fifteenth century) of 
brick, but built of posts wattled and plastered with clay or mud, 
with an upper story of poles reached by a ladder. The articles of 
furniture would be very coarse and few, being necessarily of home 
manufacture; a fdW rafters or poles overhead, a bacon-rack, and 
agricultural tools being the most conspicuous objects. Chimneys 
were unknown, except in the manor-houses, and so too were windows, 
and the floor was of bare earth. Outside the door was the “mixen,” 
a collection of every kind of manure and refuse, which must have 
rendered the village street alike unsavoury, unsightly, and unwhole¬ 
some. 

It is necessary, in order to complete our sketch of the manorial 
system from the time of tlie Conquest onwards, to understand how 
the land was divided up. We may say that there were seven kinds 
of land altogether, (i) First cajue the lord’s land round about the 
manor-house, the demesne land, wliich was strictly his own, and 
generally cultivated in early times by himself or his bailiff. All other 
land held by tenants was called land in villenage. (2) Next came 
the arable land of die village, held by the tenants in comtnon fields. 
Now these fields were all divided up into many strips, and tenants 
held their strips generally in quite different places, all mixed up in 
any order. The lord and the parson might also have a few strips in 
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in the cultivation of their own holdings. It is true that in most 
cases the services of the freeholders were lighter than those of the 
villains; sometimes, indeed, they performed none at all, but very 
often the labor supplied and the dues paid by the members of the 
two classes differed neither in quantity nor quality, so that to dis¬ 
tinguish the status of these sons of toil, whose lives ran so nearly in 
the same channel, was no easy matter. And yet a dilTercnce of 
condition there was: The essence of villain status consisted in the 
subjection of the person and the personalty of the villain to the un¬ 
certain will of his lord, a subjection that manifested itself in three 
ways. 

First, the villain was bound to remain on the manor till his lord 
consented to his departure. 

Second, he was bound to render service to his lord in tlie manner 
and to the amount that his lord should command. 

Third, he was bound to surrender to his lord any or all of his per¬ 
sonalty, if his lord saw fit to seize it. 

It is true that in the thirteenth century this subjection was in 
large measure limited by the custom of the manor, but there still 
remained a considerable uncertainly as to the di.sposal the lord might 
make of his villain’s person and possessions. Se long as this uncer¬ 
tainty existed, it was impossible for the king’s court to determine the 
degree of a villain’s subjection; and, as a consequence of extreme 
importance the only protection against his lord that the law of the 
realm afforded him was protection “ in life and limb.” His lord might 
not kill him nor maim him, but he might beat him, confine him, eject 
him from house and home, or otherwise dispose of his person as 
caprice dictated, and the law would afford no remedy. In spite of 
the outward similarity, therefore, between the condition of many 
freemen on the manor and that of villains, the difference between 
them in reality was great. 

Of the three obligations perhaps the most important was the 
villain’s obligation to remain on the manor. He was adscriptus 
ghbae, bound to Uie soil. It does not seem, however, to have been 
very difficult in the latter part of the thirteenth century for a villain to 
obtain lie necessary permission if he wished to go away. A small 
payment, known as “chivage” or “head-money” would suffice to 
secure the lord’s consent. The pettiness of the sums paid as chivage 
shows that as a rule the restrictions imposed by his status on a vil¬ 
lain’s freedom of movement were almost nominal; the real restriction 
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But it was not left to the lord in such a case to determine whether the 
villain had failed in his duty, that was decided in the manorial court, 
where the villains tliemseivcs acted as judges and stated and inter- 
[)rctcd the manorial custom. It was only after the lord had brought 
suit and obtained judgment that custom warranted him in depriving 
the villain of his goods for neglect of duty. 

Now, the lord benefited little from the villain’s presence on the 
manor, unless he received from him goods or labor. Since, then, the 
otfeasions when he seized tlie villain’s goods were few and fi.\ed by a 
custom that he seldom ventured to transgress, it is obvious tliat tlie 
institution of villainage was chiefly intended to insure an abundant 
supply of labor for the cultivation of tlie demesne, labor that was 
regarded, however, only as a return for land assigned to the villain 
for his own use. In tlie accounts that give a description of the work¬ 
ing of the manor from year to year we do not find villains rendering 
labor if they held no land. But, on the other hand, we do find men 
on the manor holding land who yet rendered no labor. In practice, 
therefore, whether the tenant worked for his lord or not depended 
on the nature of his tenure and not on his status. 

That tenure tlirough which the lord derived the greater part of tlie 
labor he needed was known as Customary Tenute, Villain Tenure, or 
Tenure in Villainage, in i'ilIeHa«io. Other words were sometimes 
used. The tenant might be said to hold nalive or in servilute or in 
bondagio, but tliese seem all to have meant exactly the same thing. 
’J'lie essence of this tenure was that the tenant performed villain 
services; and the diflcrence between these and the services of a free¬ 
holder consisted, as has been indicated above, not in their character 
nor in their amount -for the freeholders sometimes performed as 
much agricultural labor for the lord as the villains—but in their 
uncertainty. The typical tenant in villainage did not know in tlie 
evening what he would have to do in the morning; he might know tlie 
amount of labor that would be rer|uircd of him, but he did not know 
how it would be applied. 

In speaking of tliese predial services one thing should be especially 
emphasized: the amount of labor due from land held in villainage 
differed greatly on different manors. Why this should have been so 
it is often impossible to say with certainty. Greatly, however, as 
the custom of one manor varied from that of another in this regard, 
it was understood on each before the thirteenth century ended how 
much labor a villain holding land there should be called on to do. 
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Such was the nature of villain services in which the essence of 
villain tenure consisted. Following from their one-time uncertainty 
was a characteristic of the tenure of great practical importance: 
it was not protected in the king’s court. To the freeholder the law 
of the realm afforded protection in the possession of his land; to the 
tenant in villainage, if he was ejected from his holding, whether he 
was a freeman or a villain, the law gave no redress. And, in fact, 
the tenure of customary land, as that held by villain tenure was 
called, was not so precarious as a mere statement of the law might 
lead us to suppose. Against all except the lord the tenant found 
protection in the manorial court. The lord himself, of course, this 
court could not bind, and it sometimes occurred that he seized the 
villain’s land, a proceeding for which there was no remedy unless it 
were in riots and insurrections. But such occurrences were rare. 
The lords maintained, but seldom exercised, the right to eject their 
villains so long as the services were duly rendered and the tenements 
were not wasted. The same binding force of the manorial custom 
that protected the villain in his person and his personalty gave him 
protection also in the possession of his land. 

31 . THE CGITERS AND THEIR SIGNIFICANCE- 

The lower class of villeins, the cotters, may have descended some¬ 
times from virgaters in the physical sense, but it is not likely that the 
two classes had originally common obligations and similar holdings. 
A very considerable force made for persistency of the typical vir- 
gate, and it appears that the small holdings of the cotters did not 
usually consist of acre strips in the common fields. They were 
“crofters and holders of plots,” and had “a very important part to 
play in the economic life of the manor.” It seems probable that their 
position originated in three ways. First, manumitted slaves may 
have been established on small patches of land and more occasionally 
endowed with a few odd acres in the fields. Secondly, similar pro¬ 
vision was made in all probability for the overflow of virgate house¬ 
holds. Thirdly, it is likely that at the original settlement where the 
choice lay between enslaving conquered Welshmen and sabjecting 
them to service and rent the latter alternative was preferred, but 
that they were not given full virgate holdings. As regards their 
economic importance in the manorial system the following points 

* Taken by permission from H. 0 . Meredith, oj the Economic History 

of England, pp. 38-39. (Sir Isaac Pitman & Sons, Ltd., 1908.) 
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should be noted: (i) Their dissociation from the scheme of co¬ 
operative ploughing on the demesne made their enfranchisement a 
matter of comparatively small moment to the manorial economy. In 
their position there was naturally an element ot labour-fluidity, just as 
there was an element of labour-rigidity in the position of the virgaters. 
(2) It was impossible for them to live off their small jrlots and pa>' 
their rent and die money commutation of their labour services. 
Hence their class is the natural origin of three other classes whose 
impfirtance increased as time went on: (a) agricultural wage labour¬ 
ers; (d) village artisans working for local demand; (c) manufacturers 
working for an extra-local market. 

22. THE INDUSTRIAL ORGANK.VITON OF THE MANOR' 

IIow the lands were actually cultivated we have little informa¬ 
tion, but Ftela’s statements as to the duties of bailiff and reeve afford 
some glimpses into a system of common cultivation, which had prob¬ 
ably not varied in its main features for centuries. T'he writer ot 
Fleta describes each manor belonging to a great lord or corporation 
as managed by three officers -a steward, a bailiff, and a reeve. The 
steward, or seneschal, was not strictly a manoiial officer, but the 
lord’s representative over a number of manors, and his chief duty, 
besides a general control of the b.ailiffs, was to liold the manorial 
courts. But in order to perform these administrative duties properly 
he must be acquainted with the condition of each manor. He should 
ascertain, says Fleta, the customary services due from each tenant, 
find out if any has sold his holding without permission, and, if so, 
who was bailiff at the time and res])onsible. He should know the 
number of acres to be ploughed and the amount of seed necessary for 
sowing, lest his master be defrauded by “cheating reeves”; he should 
know also how many tenants’ ploughs should help in tilling the 
demesne and how often they were to be furnished. Above all, he must 
watch the conduct of tlie bailiffs, to see that they do not abuse their 
power or injure their master’s interests. It was doubtless only great 
proprietors who had stewards; the lord of a single manor, living in 
the village^ could himself hold the courts and keep the bailiff in check. 

The bailiff was the resident representative of the lord in the 
manor and was especially charged witli the cultivation of the demesne. 

'Adapted by permission from W, J. Ashley, An Introduction to English Eco¬ 
nomic History and Theory: The Middle Ages, pp. 9-13. (T.ongmans, Green, & Co., 
1892.) 
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“The bailiff should rise early in the morning, and see that the plough- 
teams are yoked; and then he should walk round and inspect the 
tilled fields, woods, meadows, and pastures. Then he should visit 
the ploughs at their work, and take care that the oxen are not unyoked 
till a full day’s work has been done.” He is to direct the reaping, 
mowing, carting, and other work; to see that the land is properly 
marled and manured; to prevent the horses being overworked; and 
to watch the threshers in the barn. 

The reeve, on the otlier hand, is represented as a sort of foreman 
of the villagers. He was, according to Fkta, to be chosen by the 
villaia, or body of villeins, as the man best skilled in agriculture, and 
to be presented to the lord or bis steward for his acceptance. Respon¬ 
sible to die lord for the due performance of the villein services, he was 
yet regarded as the representative of the villeins, and on tlieir behalf 
he “kept a tally of the day-works, and reckoned them up with the 
bailiffs at the end of the week.” Fie was to see that the demesne 
and villein ploughs were set to work early; that the land was properly 
sown, and not too lightly; and that it was well manured. It may, 
indeed, be doubted whether tlie description in Pkla actually corre¬ 
sponded with the general practice--whether there were in fact both 
a bailiff and a reeve on every manor. It is more likely that this was 
a larvy'er’s generalization, never really true, or that, if it ever had been 
true, it was already, by the lime the book was written, ceasing to be 
so. For certainly, at the beginning of the fourteenth century there 
seems to have been usually only one person superintending the 
cultivation of the manor, who was indifferently called reeve or bailiff. 
But this person clearly performed much the same duties as are 
ascribed to the bailiff in Fleta, so tliat we need not doubt the general 
correctness of the picture of co-operative agriculture there given to us. 

23. MANORIAL METHODS OF CULTIVATION- 

The intermixture of strips was due to the presence of a strong 
element of communalism in the mediaeval village in which the 
principle of private ownership of land received ample recognition, 
but the free play of individual enterprise and initiative was obstructed. 
This communalist side of village life found further expression in the 
system of joint husbandry. Mediaeval tillage was co-operative in 
character, and all the principal operations of agriculture were carried 

- Taken by permission from E. Lipson, The Economic History of England. 
The Middle Ages, pp. 66-69. (A. & C. Black, Ltd., 1915.) 
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on in common. Indeed, the association of all the tenants in the open 
fields in a general partnership was rendered necessarv, in any case, 
by the fact that a peasant would seldom possess sufl'ieient o.xen to 
do without his neighbours’ assistance. .Accordingly the villagers 
worked together, ploughing and reaping every strip as its turn came 
round. On die other hand, the produce of the striiis went to tlie indi¬ 
vidual owners, for rural life was only communistic in one direction. 
There was co-operation for purposes of production, but there was no 
comfnunistic division of die produce and no general sharing out of the 
crops among those who had taken part in the woik. 

However the practice of strip-hohling ni.ay have originated, 
there can be little question as to the inconvenience of a system of 
intermixed ownership. It was wasteful, unsystematic, and in every 
way bad economy. It is difficult to understand how a mediaeval 
farmer could attend to his land with efficiency when it was scattered 
over the whole village area. Instead of a compact [iropcrty he was 
responsible for a crowd of disjointed plots, and proper supervision 
became hopelessly impossible. Much valuable lime was lost in 
moving about from one strip to another, and a careful farmer was 
also hampered by oth.er difiicullics. It was largely labour thrown 
aw.ay to clean the soil when he was at the mere/ of unthrifty and 
cu. ‘less neighbours, from whose untidy strips the wind readily carried 
the seed of thistles to his own. Time again was wasted in quarrels 
between the owners of coterminous strips over alleged encro.achments 
on one another's land, for the grass balks were no barrier to trespassers. 
But tlie chief drawback of the common fields was that they bound the 
cultivator to a system of common tillage. The eoni[)ulsory character 
of mediaeval husbandry affected all strip-holders alike, whether the 
lord of the manor, or the freeholder with rights pleadable in the king’s 
courts, or the serf anne.xed to the soil. No one was free to manage his 
owm land in his own way. The individual farmer w'as consciously- 
subordinated to the general will, and private interests were sacrificed 
to the superior “weal ’’ of the community. Every villager had a voice 
in the communal management of the whole village territory, but he 
was denied complete individual control over his own acres. Cus¬ 
tomary rules regulated primitive farming, and traditional practices 
became ste'-cotyped. Agricultural operations and the concerns of 
agrarian life were determined upon by the community as a whole: 
the rotation of crops and the regulation of tlie ploughing, the sowing, 
and the reaping, the allotment of meadows and the treatment of the 
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common waste, the rules for fencing and removal of hedges, the 
decisions as to rights of way over the “communal fields,” and the 
maintenance of roads and paths. All this left little room for inno¬ 
vation or change, and the more enterprising farmer, tied hand and 
foot by the tyranny of custom and his dependence upon his neigh¬ 
bours, was not allowed to use his land to the best advantage. The 
culture of open fields afforded no scope for the exercise of special skill 
and no opportunity to try experiments. The husbandman had to 
plough and reap at the appointed times and work in accordance with 
time-honoured principles, however obsolete and futile. The system 
of intermixed holdings and the practice of co-aration largely help 
to explain why mediaeval husbandry remained for centuries so back¬ 
ward. 

On the other hand, it is fair to remark that mediaeval agriculture 
was not altogether without its comi-iensations. It served at any rate 
to prevent c.xccssive negligence, for a definite standard of tillage could 
be maintained where every peasant worked under the eyes of his 
neighbours, and was subjected to the unremitting supervision of the 
manorial officials. Moreover, village life in the Middle Ages, in spite 
of a certain isolation and self-dependency, was much exposed to the 
disturbances of wSr. The tiller of the soil was often summoned away 
from tlie plough to meet his country’s enemies, or to fight the king’s 
quarrels with a turbulent nobility, and the fields were then abandoned 
to the care of those who remained at home. This would favour a 
system of joint husbandry and indeed render it an indispensable 
condition of tillage. But the real merit of the open-field system lay 
in the advantages it afforded to the small farmer and the rural labourer. 
Where the system of scattered ownership prevailed, every labourer 
enjoyed an opportunity to occupy a few acres of land and so attain 
some degree of economic independence; every cottager coidd strive 
to imirrove his position, adding strip to strip as economy and thrift 
enlarged his scanty resources; while, above all, rights of common 
proved an invaluable provision for poor and struggling villagers. 
The result of the enclosing movement, on the other hand, w'as 
ultimately to divorce the labourer from ownership of the soil, to 
develop the growth of large farms, to accumulate land in the hands 
of the few, and to drive the rural population from the country into 
die towns. 
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24. CHARACTERISTICS OF THE MANORIAL GROUP' 

The fundamental characteristic of the iiiaiioriii! group, regarded 
from the economic point of view, was its selj-sufficicucy, its social 
uulependence. The introduction of new tenants from outside was 
indeed always possible, either to take the place of villeins who had 
ilied without children, or to occupj' portions of the demesne or waste. 
Hut it was probably very rare; the same families tilled the village 
lields from father to son. Each manor had its owm law courts for 
llie maintenance of order. Then, as now, every village had its church; 
with this advantage or disadvantage, whichever it may be reckoned, 
,is compareil with modern times, that the priest did not belong to a 
ditlcrcnt social class fiom his parishioners. Indeed, in perhaps one- 
half of the villages, he was as poor as most of them: for when the 
advowson belonged to an ecclesiastical body, the |)atrons took to them¬ 
selves the tithes, and a|ipointed a vicar who had often to be contented 
with the altar-diics for his subsistence, so that he was glad enough 
to get a few acres and add to his income by Joining in the common 
agriculture. 

The village included men who carried on all the occupations and 
crafts necessary for ever)day life. There wtis always a water mill 
or a windmill, which the tenants of the manoi*wcre bound to use, 
oa) ing dues which formed a considerable fraction of the lord’s income. 
\gain and again we find the lord’s servants seizing the handmills of 
which the tenants had dared to make use in dctiiment of his rights. 
For a long time the lords kept the mills in their own hands, under 
tlie care of baililTs, making what profit they could thereby, but in the 
twelfth century it began to be the jiraclice to let the mill to one of the 
ullein.s at an annual rent, or fenn. Many villages, though not all, 
had their own blacksmith and car|)cnler, who probably were at first 
communal officers, holding land on condition of repairing the ploughs 
of the demesne and of the villagers; though in the course of the thir¬ 
teenth and fourteenth centuries this service also came to be commuted 
for monec’, and the craftsmen rcceivctl pay for each piece of work. 
Another village officer, who sometimes a[)pears as holding land in 
virtue of his high office, was the pounder. 

The village “general shop” had not yet come into e,xistcnce; in 
many places it did not appear until the present century; partly 

' Adapted by permission from W J. Ashley, An InlnhhiiUnn to Eco- 

Iltilory <inj Theory: The Middle Agee,\)\i 3,VJ7 (l.ongin.ms, (treen, & Co., 

1802 ) 
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because many of the wants which it meets were not yet felt, partly 
because such wants as were felt were supplied either by journeys at 
long intervals to some distant fair or market, or by the labour of tlie 
family itself. The women wove rough linen and woolen cloth for 
clothing; the men tanned their own leather. 

Thus the inhabitants of an average English village went on- 
year in, year out—with the same customary methods of cultivation, 
living on what they i>roduced, and scarcely coming in contact with the 
outside world. I'lic very c.xistence of towns, indeed, implied that the 
purely agricultural districts produced more than they required for 
their own consumption; and corn and cattle were regularly sent, even 
to distant markets, by lords of manors and their bailitTs, in increasing 
quantities as the great lords or corporations came to desire money 
payments instead of payments in kind. But the other dealings of the 
villagers with the outside world were very few. First, there was the 
purchase of salt, an absolute necessity in the mediaeval world, when 
people lived on salted meat for five months in tlie year. The salt 
most commonly used came from the southern coast, especially Uie 
Cinque Ports, where it was made by the evaporation of sea water. 
The West of England drew large supplies from the salt-works at 
Droitwich, belonging to Worcester Priory. There was a large impor¬ 
tation also of salt of a better quality from Guienne. Secondly, iron 
was continually needed for the ploughs and other farm implements. 
It was to be had both of home manufacture, especially from the weald 
of Sussex, and of foreign importation, chiefly from Spain; and it was 
bought at fairs and markets. It was the general practice for the 
bailiff to make large purchases of iron and keep it in stock, handing 
over to the blacksmith tlie necessary^ quantities as they were needed 
for the repair of tlie lord’s ploughs. A very dry summer caused much 
wear and tear of implements, and consequently an increased demand 
and a higher price; so that the bailiff’s accounts freciuently mention 
the “dearness of iron on account of drought.” A further need was 
felt when, at the end of tire thirteenth century, a fresh disease, the 
.scab, appeared among the sheep, and tar became of great importance 
as a remedy. It was produced in Norway, and exported by the Hanse 
merchants from Bergen to the Norfolk ports. In years of murrain the 
cost incurred under this head was a considerable item in the bailiff’s 
expenses. Perhaps the only other regular recurring need, which the 
village could not itself suiiply, was that of millstones. Of these die 
better qualities came from the neighborhood of Paris, and were 
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brought to the ports on the Eastern and Southern coasts, whither we 
often find the bailiff or miller journeying to purchase them. The 
duty of assisting the bailiff in conveying the millstone from the neigh¬ 
boring town was sometimes an obligation weighing on all the tenants 
of a manor, free and villein alike. 

Not only was the village group thus self-contained and complete 
within itself; the sense of unity was so strong that it was able to act 
as a corporate body. From early times tlie great lords, possessing 
manors at a distance which they could not easily inspect tliemselves 
or by their stewards, had let them for fourteen, twenty-one, or thirty- 
five ) ears at a Jerm, or fi.xed annual payment, to men who would take 
the place of the lord and try to make a profit. Now, we find many 
cases, even as early as 1183, in which tlie whole body of villeins, the 
villala, of particular manors made contracts with their lords identical 
with tliose which an individual Jirniar might have made, promising 
an annual sum and taking the management of the land into their own 
hands. 

25. THE MANOR VERSUS THE MODERN VILLAGE* 

It is instructive to com[>are the village, as we have seen it, with 
the village of today. ^ 

I. In one respect there might seem to be a close resemblance. 
Then, as usually now, the village was made up of one street, with a 
row of houses on each side. But the inhabitants of the village street 
now are the labourers, the one or two village artisans—such as a 
tailor, a blacksmith, a saddler, a cobbler—and one or two small shop¬ 
keepers. The farmers live in separate homesteads among the fields 
they rent, and not in the village street. Then all the cultivators of 
the soil lived side by side. 

II. Secondly, notice the difference as to the agricultural opera¬ 
tions themselves. Now each farmer follows his own judgment in 
what he does. He sows each field with what he thinks fit, and when 
he sees fit, and chooses his own time for each of the agricultural opera¬ 
tions. But the peasant farmer of the period we have been consider¬ 
ing, and for long afterwards, was bound to take his share in a common 
system of cultivation, in which the time at which everything should 
be done and the way in which everything should be done were regu¬ 
lated by custom enforced by the manor courts. 

* Taken by permission from W. J. Ashley, An Introduction to English Economic 
History and Theory: The Middle Ages^ pp. 40-43. (Longmans, Green, & Co., 
1892.) 
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III. A further difference is seen in the relations of lord and tenan 
as to the cultivation. Nowadays either the landlord does not him 
self farm any land in the parish, or, if he does his management of i 
is as independent of the cultivation of any other land by any tenant 
he may have as that of his tenants is of his own farming. But thei 
almost all the labour upon the demesne was furnished by the villeir 
tenants, who contributed ploughs, oxen, and men for the bailiff’: 
disposal. Long after commutation of services had largely taken plac( 
the lords retained the right to assistance in all the more importan- 
processes—ploughing, reaping, tlireshing, carting. And the dcmesn( 
itself was often made up in great part of virgatcs in the common Helds 
so that the lord himself was bound to submit, so far as these were con¬ 
cerned, to the same rigid system of joint cultivation as was main¬ 
tained by the rest of the members of the village community. 

IV. Compare, finally, tlie classes in a manor with those in a village 
today. In a modern parish there will usually be a squire, some three 
or four farmers—all of them large farmers when compared with 
peasant holders—and beneath them a comparatively large number of 
agricultural labourers. Even when the agricultural labourer has a 
good garden or an allotment, there is still a great gulf between him and 
the farmer of a couple of hundred acres. Butin the mediaeval manor, 
as we have seen, much the greater part of the land was cultivated by 
small holders. Between the lord of the manor and the villein tenants 
there was, indeed,a great gulf fixed —a gulf wider far than that between 
the farmer and the squire of today. And it was probably a hard 
matter for the cotter to rise to be a yardling. But, putting the lord 
on one side, tliere was nothing like that social separation between the 
various classes of actual cultivators that there is today. The yard- 
ling and cotter worked in the same way; their manner of life was 
the same; and in the system of joint cultivation and the life of the 
village street they were made to feel their common interests. 

It may be well to notice the non-existence in the village group of 
certain elements which modern abstract economics is apt to take for 
granted. Individual liberty, in the sense in which we understand it, 
did not exist; consequently, there could be no such complete compe¬ 
tition as we are wont to postulate. The payments made by the villeins 
are not rents in the abstract economist’s sense, for the economist 
assumes competition, assumes tliat landlord and farmer are guided 
only by commercial principles; that there is an average rate of profit, 
which the farmer knows; that he will not take less and cannot get 
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more. However the labour services came to be fixed, they were fixed 
in the eleventh century; they remained unchanged till they were 
commuted for money; and, once commuted, no increase took place in 
the money-rent. The chief thought of lord and tenant was not what 
the tenant could possibly afford, but what was customary. And, 
finally, there was as yet no capital in the modern sense. Of course 
there was capital in the sense in which the word is defined by the 
or^odox economists—“wealth appropriated to reproductive employ¬ 
ment”; for the villeins had ploughs, harrows, oxen, horses. 


See also 12. Household Economy. 

C. Town Economy 
26. THE RISE OF TOWNS' 

A great many of the towns grew up under manorial patronage, so 
that their earlier history is really tlie story of a prosperous manor. 
Indeed, some of our most important towns, such as Sheffield, grew 
up and flourished under tliis system, and Manchester had very little 
of the constitutional character of a town until 1846. A town, in this 
constitutional sense, was a place where the inhabitants were collec¬ 
tively responsible for the king’s taxes and came, in conse(|uence, co 
nave considerable autliority for local self-government in the assess¬ 
ment of the quota which each householder had to pay for the royal 
taxes. .A group which had attained this fiscal character is easily 
distinguishable from the manors, in each of which the lord was [ter- 
sonally responsible for taxation. 

The manor has been spoken of as a center of rural employment. 
Towns must be regarded as centers of trade and commerce, and any 
social gathering or settlement, affording opportunities for trade, sup¬ 
plied a nucleus which might sooner or later develop into a town. 
The introduction of Christianity, and the struggle with tlie Danes, 
each brought about social conditions which favoured their growth. 
Opportunities of trade were offered in Christian times at places of 
pilgrimage, especially on the days when the patron saint was com¬ 
memorated, while the great Benedictine monasteries formed large 
establishments, which were often partially dependent on goods brought 
from a distance. Norwich and Canterbury, Bury, Reading, and 

* Adapted by permission from W. Cunningham and E. A. McArthur, Oud’nes 
of English Industrial History, pp. 46-49. (The Macmillan Co.. 180S.) 
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Worcester are among the towns which have thus come into being 
under the shadow of a great abbey. 

On the other hand, the forts, built by the Danes or erected by 
Edtvard the Elder and his sister, the Lady of Mercia, to hold the 
country against the Danes, were also centers of trade; and the growth 
of such towns as Leicester and Tamworth may perhaps be traced to 
these causes. But so soon as active contest witli the Danes had 
abated, and they were adopted as a constituent element on English 
soil, the progress of the towns was rapid. The Danes were given to 
seamanship and trade, as the English had ceased to be. They brought 
England into intercourse with their own settlements on the Baltic, 
in Iceland, and in Ireland, They seem to have devoted themselves 
to industrial pursuits and to have furnished some common articles of 
trade. The importance of the Dani.sh contribution to town life is 
seen in many wa\-s. 

While these influences made it possible for town life to arise, there 
were various physical conditions which rendered one ])oint or anollu r 
especially favourable for the new development. The English 
rivers oiler facilities for carriage far into the country, and more than 
one town has arisen at the [loint where the tide served to bring the 
small seagoing voxels of ctirly days. Perth and Stirling in Scotland, 
Ipswich, Norwich, and Chester may all be regarded as illustrations 
in point. In other cases the great Roman roads remained to offer 
facilities of communication; and new towns took their rise in the 
immediate neighborhood, or on the very sites, of the Roman ruins. 

27. THE SIGNIFICANCE OF I'llE TOWN' 

The rise of the towns brought with it a new era in manufactures. 
In the ordinary village it did not pay men to specialize in tlie produc¬ 
tion of wares, as the market was so small. A shoemaker, for instance, 
could not make a living by selling 50 or 100 pairs of shoes a j'ear. If 
we think, however, of a village growing into a town surrounded by a 
considerable country population, we see that the market has widened 
into an area of size sufficient to sujiport a number of specialists. 
Manufacturing became a profession to which men devoted most of 
their time. A man could learn his trade much more thoroughly and 
could afford to make tlie tools which would enable him to exercise 
it most efficiently. The result was an increase in production which 

‘Adapted by permi^bion from Clive Day, A History of Commerce, pp 42-44 
(Longmans. Green, & Co., 1912.) 
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enabled the people on a given area to live far more comfortably than 
they had done before. 

This movement was bound to change the conditions of life in the 
country districts. I’he people there were freed from the necessity 
of devoting part of their time to work which they never did well; 
thev could ap]ily most of their energy to agriculture, and could use 
the surplus crop which they thus obtained for a profitable exchange 
with the artisans of the town. The growth of towns affected them 
in another way. In the purely manorial period a serf could not better 
his condition by running away; he had nowhere to go e.xcept to oUier 
nianois like tlie one he had left, where his condition might be actually 
worse than before. In the towns, however, iiractically all the popuha- 
tion were free, the artisans were numerous and intelligent enough 
to pi'ovidc for their own protection, and did not need to subject them¬ 
selves to a lord. I’lie towns were i-,lands of freedom in a sea of serfdom 
or of half-freedom. The custom established it.self that a serf who 
could e lape from his lord, and who lived a year and a clay within 
tile w.ills of a town, became a free man and could not be reduced to 
his former position. Landlords found that they must bid against 
the attractions of die town if they were to keep the laborers in the 
country, and agreed to lighten their burdens if they would stay. 
A'any influences worked together, ajid the results were modified by 
niaiiy factors, especially of a political kind, in various countries, but 
the upward movement of the country population was general through¬ 
out we-tern I'.urope. Free men jiroduccd more than serfs, and this 
was another inlluence increasing the sur[)lus of the country districts 
and furtliering trade thereby. 

2.°. TUF AtiRJCULTL'RAL ELEMENT IN ■fJIE TOWNS' 

In the Middle ,\ge.s industry and commerce played a subordinate 
part in the economic life of the English jieople. The wealtli of Eng¬ 
land lay in her fields, not in her workshops or factories, and the great 
mass of the nation followed Uie plough and were tillers of the soil. 
'File typical figures of mediaeval society were the knight and the 
husbaiidmau rather than the artisan and the trader, and while many 
towns attained prosperity, die agricultural clement was always 
present and often predominant. At the end of the tliirteenth cen¬ 
tury half tlie inhabitants of Colchester had no other occuiiation than 

‘Taken by permission from E. Lipson, The Economic History of En^loioJ 
The Middle /tjes, pp. 163-64. (A. & C. lilack. Ltd., 1915.) 
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tillage, and everywhere the ordinary pursuits of urban life were made 
secondary to the more important needs of agriculture. At London 
the holding of the Husting court was suspended in the harvest, and 
a statute of 1388 laid down that all artificers of whose craft “a man 
hath no great need in harvest time shall be compelled to serve in 
harvest, to cut, gather, and bring in the corn.” As late as the six¬ 
teenth century tlie weavers of Norwich were forbidden to work at 
their aaft during the harvest month “for the relief and help of hus¬ 
bandry,” since tillage was said to be “much decayed for want of 
labourers.” The sharp cleavage between town and country, in some 
respects the most striking feature of modern economic conditions, is, 
in fact, the product of industrial forces which exerted but slight pres¬ 
sure in earlier times. For centuries Fnglish towns were scarcely more 
than large-sized villages, and their pre-eminence consisted chiefly 
in tlie fortified walls or mound, behind which the inhabitants found 
shelter and security; beyond these walls lay the broad acres and open 
fields, the meadows and pastures, that were part and parcel of the 
townsmen’s heritage. In the map of the mediaeval borough and in 
tlie economy of the mediaeval burghers the town-fields occupied a 
place no less important tlian tlie restricted area where stood their 
houses ;ind shops. 

jp. A HISTORY OF THE GILD MERCHANT* 

As the earliest history of the Gild is wrapped in obscurity, we must 
resort to conjecture. Whether we place the inception of the fraternity 
immediately before or after the Norman Conquest, whether we make 
it the continuation of older Anglo-Saxon gilds, or a derivative from 
Normandy, or a wholly new and spontaneous growth, it was doubt¬ 
less at first merely a private society, unconnected with the town 
government, having for its object the protection of its members, the 
tradesmen of the borough, and tlie maintenance of the newly invig¬ 
orated trade interests. 

During the twelftli century it gradually became a recognized 
part of the town constitution, thus entering upon its second stage of 
development. How tliis came to pass can easily be realized from the 
later history of the English gilds in general. For in die fourteenth 
and fifteentli centuries a simple social-religious gild at times attained 
such power in a community tliat it came to be regarded as an impor- 

' Adapted by permission from Charles Gross, The Gild Merchant, I, 158-64. 
(The Clarendon Press, 1890.) 
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lant constituent element of the civic administration. Quite similar 
must have been the Rrowtli of tlie Gild Merchant, which from the 
outset was doubtless conijmscd of the most influential burgesses and 
which, as tlie exponent of the mercantile interests, must always have 
been greatly concerned in tlie increase of the jirivilcges and prosperity 
of the borough in general. It was very natural that the town author¬ 
ities should Use such a soeicty for public purjioses, entrusting to it 
tlie surveillance of the trade monopoly in which its members were 
particularly interested, allowing it to gradually become an important 
|iart of the ci\ic adniinistratixe machinery. 

The beginning of the third and final stage of development cannot 
be (lefinileK fixed, tor in some pl.iiex it was of an earlier date than in 
otliers. The fourteenth century mav, in general, be called the period 
of gradual transition. In the fifteenth century the transformation 
was completed. In this and in the following centuries the term GilJa 
Mcrcaloria became less atid less fretiueiit. In many places it soon 
wholly disappeared. \\ lu-rc it continued to subsist, the Gild no 
longer had an individuality of its own. Its aldernicn and other pecul¬ 
iar oflicers, its whole organization as a distinctive entity, had van¬ 
ished. It had merged its identity in that of the general municipal 
organism. The head of the fraternity was now the head of the 
town; 1 orough and Gild, burgesses and gildsmen, were now identical. 
What had once been a distinct integral jiart of the civic body politic 
became vaguely blended w ith the whole of it. The old Gild Merchant 
was now rarely mentioned in connection wdth the municipal trade 
restrictions and regulations, the latter being commonly applied to 
burgesses, craftsmen, freemen, or “foreigners,” 

This transformation was due mainly to three causes: (i) the 
expansion of trade and the multiplic ation of the craft and mercantile 
fraternities, which absorbed the ancient functions of the Gild Mer¬ 
chants and rendered ilsuperlluous, (2) the growth of the select govern¬ 
ing body, which usurped most of the privileges of the old burghers 
at large, and hence tended to obliterate the distinction between them, 
or their less privileged successors, and the ancient gildsmen, leaving 
both only certain trade immunities, (3) the decay of the Icet—the 
rallying point of the old burghers as distinguished from that of the 
gildsmen—the functions of which passed, in part, to the crafts, but 
mainly to the select body and to the justices of the peace. 

Thus, in modern times, the machinery of the Gild Merchant fell 
to pieces, but its name vaguely clung either to the aggregate of the 
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craft fraternities, to the town polity as a whole, to the narrow govern¬ 
ing corporation, or to a private social-religious gild. In the eighteenth 
century we meet the word much less frequently than in the seven¬ 
teenth and toward the beginning of the present century it became very 
rare. The Municipal Corporations Commission in 1835 found it still 
used in only a few boroughs. The remnants of the Gild Merchant 
and of the craft fraternities were rapidly vanishing before the new 
ideas of a more liberal age—the age of laisscz faire. 

30. ORDINANCES OF THE GILD MERCHANT OF 
SOUTHAMPTON- 

[Note.—T his selection should be rciid with the purpose of secuiiiig 
evidence of the function of the Gild Mcrch.nnt with respect (0 the following 
points: (i) the commercial monopoly of the brethren; (2) the trading per¬ 
mitted to “foreign” merchants; (3) the relations of the brethren to strangers; 
ft) the rights in common of the brethren; (5) the control of industry and 
industrial relations; (6) the regulation of non-industrial activities; (7) the 
relation of the Gild to the liorough, (8) the conduct of charities and the 
development of fraternalism ] 

r. In the first place, there shall be elected from the Gild Merchant 
and established, an alderman, a steward, a chaplain, four skevins, and 
an usher. And the Gild shall meet twite a year: that is to say, on 
the Sunday next after St. John the Baptist’s day, and on the Sunday 
next after St. Mary’s day, 

3. And when the Gild shall sit, the lepers of La Madeleine shall 
have of tlie alms of the Gild, two sesters of ale, and the sick of God’s 
House and of St. Julian shall have two sesters of ale. And the Friar’s 
Minors shall have two sesters of ale and one sester of wine. And four 
sesters of ale shall be given to the poor wherever tire Gild shall meet. 

7. And when a gildsman dies, all those who are of the Gild and are 
in the city shall attend the services for the dead, and gildsmen shall 
bear the body and bring it to the place of burial. And whoever will 
not do this shall pay according to his oath, two pence, to be given to the 
poor. And those of the ward where the dead man shall be ought to 
find a man to watch over the body the night that the dead shall lie 
in his house. .And so long as the service of the dead shall last, Uiat 
is to say, die vigil and the mass, there ought to burn four candles 

'Adapted by permission from University of Pennsylvania, Department of 
History, Reprints from the Sources of European History, ist Ser., Vol. 11 , No. i, 
|)') 1.-17 
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of the Gild, each candle of two pounds weight or more, until the body 
is buried. And these four candles shall remain in Uie keeping of the 
steward of the Gild. 

9. And when a gildsman dies, his eldest son or his ne.xt heir shall 
ha\’e the scat of his father, or of his uncle, if his fatlier was not a 
gildsman, and of no otlicr one; and he shall give noUiing for his seat. 
No husband can have a scat in the Gild by right of his wife, nor 
demand a scat by right of his wife’s ancestors. 

* 10. And no one has the right or power to sell or give his seat in 
tlie Gild to any man; and tlie son of a gildsman, other tlian his eldest 
son, shall enter into the Gild on payment of ten sliillings, and he shall 
take the oatli of the Gild. 

It. And if a gildsman shall be imprisoned in England in time of 
peace, the alderman with the steward, and with one of the skevins, 
shall go, at the cost of the Gild, to procure the deliverance of the one 
who is in prison. 

12. And if any gildsman strikes another with his fist, and is 
convicted thereof, he shall lose the Gild until he shall have bought it 
back for ten shillings, and taken the oath of the Gild again like a new 
member. And if a gikLman strikes another with a stick, or a knife 
or any otlicr weapon, whatever it may be, he sBall lose the Gild and 
the fra.icliise, and shall be held as a stranger until he shall have been 
reconciled to the good men of the Gild and has made recompense to 
the one whom he has injured; and has paid a fine to the Gild of twenty 
shillings, and tliis shall not be remitted. 

14. And if any stranger or any other who is not of the Gild nor 
of the franchise, strikes a gildsman, and is reasonably convicted 
thereof, let him be in prison two days and two nights, unless the injury 
i« such that he should be more severely punished. 

15. And if a gildsman reviles or slanders anotlier gildsman, and 
a complaint of it comes to the alderman, and, if he is reasonably con¬ 
victed thereof, he shall pay two shillings fine to the Gild, and if he 
he is not able to pay he shall lo.se the Gild. 

16. And if anyone who is of the franchise speaks evil of a gildsman, 
and is convicted of this before tlie alderman, he shall pay five shillings 
for a fine, or lose the franchise. 

19. And no one in the city of Soutliam[)ton shall buy anything 
to sell again in the same city, unless he is of the Gild Merchant or of 
the francliise. And no one shall be quit of custom unless he proves 
that he is in the Gild or in tlie franchise. 
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20. And no one shall buy honey, fat, salt herrings, or any kind 
of oil or millstones, or fresh hides, or any kind of fresh skins, unless 
he is a gildsman; nor keep a tavern for wine, nor sell cloth at retail, 
except in market on fair days; nor keep grain in his granary beyond 
five quarters, to sell at retail, if he is not a gildsman; and whoever 
shall do this and be convicted shall forfeit all to tlie king. 

21. No one of the Gild ought to be partner or joint dealer in any 
of the kinds of merchandise before mentioned with anyone who is not 
of the Gild, by any manner of coverture, or art, or contrivance, or 
collusion, or in any other manner. And whosoever shall do this and 
be convicted, the goods in such manner bought shall be forfeited to 
the king, and the gildsman shall lose the Gild. 

22. If any gildsman falls into poverty, and has not the wherewithal 
to live, and is not able to work or to provide for himself, he shall have 
one mark from die Gild to relieve his condition when the Gild shall sit. 

23. And no private man or stranger shall bargain for or buy any 
kind of mercliandise coming into the city before a burgess of the Gild 
Merchant, so long as the gildsman is present and wishes to bargain 
for and buy this merchandise; and if anyone does so and is convicted, 
that which he buys shall be forfeited to tlie king. 

24. And anyone'who is of the Gild Merchant shall share in all 
merchandise which another gildsman shall buy or any otlier person, 
whoever he is, if he comes and demands part and is there where the 
merchandise is bought, and also if he gives satisfaction to the seller 
and gives security for his part. But no one who is not a gildsman 
is able or ought to share with a gildsman without tlie will of the 
gildsman. 

28. And if any gildsman for any debt which he may owe, will not 
suffer himself to be distrained, or when he has been distrained, shall 
break through or make removal or break the king’s lock and be con¬ 
victed tliereof, he shall lose his gildship until he has bought it again 
for twenty shillings, and this each time that he offends insuch manner. 
And he sliall be none the less distrained until he has made satisfaction 
for the debt he owes; and if he will not submit to justice as aforesaid 
and be thereof convicted, he shall go to prison for a day and a night 
like one who is against the peace; and if he will not submit to justice 
let the matter be laid before the king and his council in manner afore¬ 
said. 

29. And the cliief alderman, and the twelve sworn men, or the 
bailiffs, each month, or at least four times a year, shall see that the 
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assize of bread and ale be well kept in all points according to the price 
of corn. 

32. Every year, on the morrow of St. Michael, shall be elected by 
the whole community of the town assembled in a place provided, to 
consider the estate and treat of llie common business of tlie town - 
then shall be elected by the whole community, twelve discreet men 
to e.xccute the king’s commands, togetlier wiUi the baililfs, and to 
keep the peace and protect Llie franchise, and to do and keep justice 
to all persons, as well poor as rich, natives or strangers, all that year 

63. No one shall go out to meet a ship bringing wine or other 
merchandise coming to the town, in order to buy anytliing, before 
the ship be arrived and come to anchor for unlading; and if any one 
docs so and is convicted, the merchandise which he shall have bought 
shall be forfeited to the king. 

31. THE (HbD MERCH.VNT AND THE CRAFT GILDS' 

\Vc are particularly concerned with only one [)hase of this sub¬ 
ject, namely, the relation of the craftsmen or artisans and their asso¬ 
ciations to the Ciild Merchant. It is necessary at the outset to 
emphasize the fact that, generally speaking, craftsmen were freely 
admitted to the Gild Merchant in tlie twelfth, thirteenth, and four¬ 
teenth centuries. The term merchant, as is well known, was not in 
those days confined to large dealers, but embraced all who trarled. 
The line of demarcation between merchant and craftsman was not 
yet sharply defined. Every master craftsman was regarded as a 
merchant, for he bought his raw materials and sold the products of 
his handiwork in his shop or at his stall, just as some coopers, shoe¬ 
makers, bakers, and other tradesmen still do at the present day. 
The glover bought his skins; the baker his corn; the butcher sold 
hides as well as meat; the weaver, fuller, and dyer bought wool and 
woad, and sold cloth; the tanner bought bark and hides, and sold 
leather. Craftsmen were not only admitted to the Gild Merchant, 
but also, in all probability, constituted the majority of its members. 

Craft gilds are first mentioned during the reign of Henry I [ lohS- 
1135], about a half a century after the first appearance of the Gild 
Merchant. The latter included merchants proper and artisans be¬ 
longing to different trades; the craft gild, at first, included only 
artisans of a single trade. The position of these craft fraternities 

'Adapted by permission from Cluirles Gross, The Gild Merchant, I, 107-20. 
(The Clarendon Press, i8go.) 
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in the town community during the twelfth and thirteenth centuries 
was different from that of the Gild Merchant. They had not yet 
become official civic bodies, like the “Gilda Mercatoria,” forming a 
part of the administrative machinery of the town. Their existence 
was merely tolerated in reUirn for a yearly ferm paid to the crown, 
whereas the Gild Merchant constituted a valuable burghal privilege, 
whose continuance was guaranteed by the town charter. Still the 
craft gilds occupied a more im|)ortant position in the community tlian 
that of a mere private association of today. For with the grant of 
a gild the craftsmen generally secured what in Germany was called 
the “Zunftzwang” and the “Innungsredit,” i.c., the monoply of 
working and trading in their branch of industry. The craftsmen 
thus associated remained in the common Gild Merchant, but the 
strength of the latter was weakened and its sphere of activity was 
diminished with every new creation of a craft fraternity, though these 
new bodies continued subsidiary to, and under the general regulation 
of, the older and larger fraternity. The greater the commercial and 
industrial prosperity of a town the more rapidly did this procc.ss of 
subdivision into craft gilds [rrocecd, keeping pace with the increased 
division of labour. In the smaller towns, in which agriculture con¬ 
tinued a promijient tlement, few or no craft gilds were formed; and 
hence the old Gild Merchant remained intact and undiminished in 
power longest in this class of boroughs. 

The period of the three Fdwards [i23C)-i377l constitutes an 
important epoch in the history of industry and gilds. With the rapid 
development and specialization of industry, particularly under 
Edward III, gilds of craftsmen multiplied and grew in power. Many 
master craftsmen became wealthy employers of labour, dealing 
extensively in the wares which they produced. The class of dealers 
or merchants, as distinguished from trading artisans, also greatly 
increased, forming themselves into separate fraternities or mysteries. 
When these various unions of dealers and of craftsmen embraced all 
the trades and branches of production in the town, little or no vitality 
remained in the old Gild Merchant. In short, the function of guard¬ 
ing and supervising the trade monopoly had become split up into vari¬ 
ous fragments or sections, the aggregate of the crafts superseding 
the old Gild Merchant. A natural process of elimination, the absorp¬ 
tion of its powers by otlier bodies, had rendered tlie old organization 
superfluous. This transference of authority from die ancient general 
Gild Merchant to a number of distinct bodies, and the consequent 
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disintegration and decay of the former, was a gradual spontaneous 
movement, wliich, generally speaking, may be assigned to tlie four- 
teentli and fifteenth centuries, tlie very period in which the craft gilds 
attained the zenith of Lieir power. 

In some towns where the crafts took tlie place of the Gild 
Merchant the name of the latter wholly disappeared, but in 
others it continued to be used, not to indicate a concrete bond of 
union as of old, with distinct officers and separate administrative 
niTichiner)', but only as a vague term ap[)lied to the aggregate of 
the crafts. 

In some towns the totidity of the crafts also appears in later times 
formally organized as a single fraternity with its ov/n officers, revenues, 
etc. In other words, the parts into which the old Gild Merchant 
had resoKed itself were again fused into one body, which occu|)icd 
a|)lace in the civic polity similar in many resjjccts to that of the ancient 
Gild Merchant. 

32. A LIST OF CRAFT GILDS IN YORK, 1415' 

Each fraternity or craft gild had charge of one scene in the whole 
series and ])erfornicd it on a platform on wheels, successively, at each 
appointed station in tlie city on Corpus (,'hiisti’Day. As one scene 
was coi.iplctcd, its [ilaycrs moved on to the nc.xt station, their place 
being taken by the company having in charge the nc.xt pageant in 
the series. [The following is a list of the gilds taking part in a play 
in 1415:] 

Woollen-we.avers; Plasterers; Armorers, Parchment Makers and Book- 
hiiiders, Chandlers, Spinners and Loiiiners, Barbers; Curriers; Pouch- 
niakcrs, Bottlers, .and Ca|)inakers, Liltesters; Tilcmakcrs, Millers, 
Furriers, Il.iyrcsicrs, Bowlens, Winedrauers, Drapers; Linen-weavers; 
Innkeepers, Cardniakers; Glovers; Hosiers; Goldsmiths, Goldbeaters, 
and Moneyers; I'intncrs, Ironmongers; S[)inncrs and Vestmakers; Bow- 
yers and FlctcIlC^^; Cooks and Watercarricrs; Shearmen; Carpenters, 
Brokers and Wool packers; Mercers; Fullers; Shipwrights; Spicers, 
Pewicrers and Founders; (Formerly) The House of St. Leonard—(Now) 
M.a.soii.s; Cutlers, Bladcsmiths, Slieathers, Scalers, Bucklermakers, and 
Horners, Pinmakers, Latten-makers, and Painters; Scriveners, Illumina¬ 
tors, Pardoners, and Dubbers; Tanners; Coopers; Fishmongers and 
Manners, Tders; Marshalls; Girdlcrs, Nailers, and Sawyers; Smiths; 

‘ Adapted Ijy permission from University of I’ennsylvania, Department of 
History, Reprints from the Sources oj European History, ist Ser., Vol. II, No. i, 
pp. 29-32. 
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Plumbers and Patternmakers; Bakers; Cordwainers; Tapestrymakers and 
Couchers; Butchers and Poultry Dealers; Saddlers, Glaziers, and Joiners; 
Tailors; Potters. 

33. CHARACTERISTICS OF CRAFT GILD ECONOMY' 

I. It was distinguished from the earlier “family system” of indus¬ 
try in that manufacture was carried on for the purpose of supplying 
consumers outside the domestic group. There was a market, in the 
sense of a number of purchasers, and therefore the goods produce;d 
can be called viares, as they could not before. But the market was 
very limited; in most cases restricted to the people of a particular 
town or district. Indeed, looking at England as a whole, it may be 
said that there were tlien a number of local markets, not as there 
tends to be now, one market. Today, for instance, tlie price of 
corn is affected by the whole demand of England, or rather of a much 
larger area; then it would have been determined, but for legislative 
action, by the demand of a comparatively small area. It was this 
local limitation of demand that made the regulation of prices and 
metliods of manufacture so much easier than it would be in modern 
times. The same smallness of the market, and the fact that most of 
the articles demandetj were called for by necessity and not by fashion, 
caused demand to be stable: none of tire social difficulties now caused 
by the rapid and incalculable fluctuations in demand had as yet begun 
to show themselves. 

II. Capital played a very small part. In order to set up as a 
master-artisan a man needed to be able to hire a house and buy the 
necessary tools, as well as, in many crafts, a little money to buy 
materials. But skill and connection, the ability to produce good 
wares, and the steady demand of a small group of customers, were 
far more important. This element of technical skill modem machin¬ 
ery has driven far into the background. 

III. There was as yet no class of wage-labourers, no “working 
class ” in the modern sense of the term. By “ working-men ” we mean 
a number of men, from among whom individuals may indeed rise to 
become masters, but the majority of whom cannot hope ever to rise 
to a higher position. But in the fourteenth century a few years' 
work as a journeyman was but a stage through which the poorer men 
had to pass, while the majority probably set up for themselves as 

* Taken by permission from W. J. Ashley, An Inlroduelion to English Economic 
History and Theory: The Middle Ages, pp. 97-96. (Longmans, Green, & Co., 
rSpa.) 
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master craftsmen as soon as apprenticeship was over. There were, 
therefore, no collisions between “capital and labour,” though there 
might be occasional quarrels between individuals. The hard-working 
journeyman e.xpected to be able in a few years to become an independ¬ 
ent master; and while he remained a journeyman there was no social 
gulf between himself and his employer. They worked in the same 
slioj), side by side, and the servant probably earned at least half as 
much as liis master. 

• IV. If, therefore, we compare the working class of to-day with 
that of tlie fourteenth century, it is not with the journeymen, but 
with the master craftsmen, that the compari-on must be made. The 
most imiiorlant contrast that strikes us is that the mediaeval crafts¬ 
man was personally independent, in a sense in which tlie modern 
workman is not. He worked in his own shop, owned his own tools, 
and worked at what hours he pleased, subject to the restrictions as 
to work at night or on Sunday. In some crafts, it is true, he received 
the raw material from customers, giving back finished articles for the 
customers’ own use; in some he was more or less dependent on the 
men of other crafts, recebing half-finished goods from them and 
returning them one stage further advanced. But in many industries 
the craftsman bought his own materials and sold the goods to such 
customers as presented themselves, i.e,, he combined the functions 
of a trader with those of a manufacturer. The shopkeeper class was 
only beginning to cojue into c.xistencc. 

V. We have seen that the gilds were not independent, but were 
subject to the eontrol of the municipal and central authorities. The 
chief object of this control, as of the gild statutes, was to secure the 
good quality of the wares produced. 'I’he modern slate has aban¬ 
doned the attempt, c.xcept in the case of certain articles of food. But 
it must he recognized that the task was an easier one in the Middle 
Ages. Wants were comparatively few and unchanging; they were 
supplied by neighbouring craftsmen; consumer and producer stood 
in direct relation with one another. Such regulations had regard, 
not only to the interests of the consumers, but also to those of the 
craft itself, which would be injured by the knavery' of individual 
members. They only disappeared when production became much 
greater and aimed at satisfy ing a wide and changing market. As we 
should expect, the doctrme caveat emplor first appears in the cloth 
industry: a petition of the London fullen, in 1369, urges that those 
who bought cloths with patent defects should do so at their peril. 
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* Taken by permission from W. J. Ashley, An Inlroduelion to English Economic 
History and Theory: The Middle Ages, pp. 97-96. (Longmans, Green, & Co., 
rSpa.) 
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small; he dealt directly with the customer; and between himself and 
the one or two men or boys he might employ, there was no social 
gulf. 


34. ORDINANCES OF THE WHITE TAWYERS OF LONDON' 

[Note. —^This selection should be read with the purpose of securing 
evidence of the functions of the cr.ift gild with respect to the following 
points: (i) Protection of consumer against defective wares and protection 
of producer against cheap labor; (2) the duties and responsibilities of the 
gildsmen to each other and to the town, (3) the regulation of wages and 
[trices; (4) religious and charitable duties; (5) social control of actions of 
members.) 

In the first place, they have ordained that they will find a wax 
candle, to burn before Our Lady in tlic Church of All Hallows near 
London Wall. Also, that cacli person of the said trade shall put in 
the box such sum as he shall think fit, in aid of maintaining tlie said 
candle. 

Also, if by chance any one of tlie said trade shall fall into poverty, 
whellier through old age, or because he cannot labour or work, and 
have nothing with which to help himself, he shall h.ave every week 
from the said box id. for his support if he be a rnan of good repute. 
And after his decease, if he have a wife, a woman of good repute, she 
shall have weekly for her sujiport yd. from the said box so long as 
she shall behave herself well and keep single. 

And that no stranger shall work in the said trade, or keep house 
[for the same] in the city, if he be not an apprentice, or a man admitted 
to tlie franchise of the said cit\- 

And that no one shall take the serving man of another to work 
witli him, during his term, unless it be with the permission of his 
master. 

.^nd if any one of the said trade shall have work in his house that 
he cannot com|)lete, or if for want of assistance such work shall be 
in danger of being lost, those of the said trade shall aid him, so that 
the said work be not lost. 

And if an_v one of the said trade shall depart tliis life, and have 
not wherewithal to be buried, he shall be buried at the expense of 
tlieir common box; and when any one of the said trade shall die, all 

* .Adapted by permission from A. E. Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Sclal Documents, pp. 136-38. (G. Bell Si Sons, Ltd., 
1914.) 
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those of the said trade shall go to the Vigil, and make offering on the 
morrow. 

And if any serving man shall conduct himself in any other manner 
than properly towards his master, and act rebelliously towards him, 
no one of the said trade shall set him to work, until he shall have made 
amends before the Mayor and Aldermen; and before them such 
misprision shall be redressed. 

Also, that the good folks of the same trade shall once in the year 
be assembled in a certain place, convenient thereto, there to choose 
two men of the most loyal and befitting of the said trade, to be over¬ 
seers of work and all other things touching the trade for that year, 
which persons shall be presented to the Mayor and Aldermen for the 
time being, and sworn before them diligently to enquire and make 
search, and loyally to present to the said Mayor and Aldermen such 
defaults as they shall find touching the said trade without sparing 
any one for fricndsliip or for hatred, or in any other manner. 

Also, that all skins falsely and deceitfully wrought in their trade, 
which the said overseers shall find on sale in the hands of any person, 
citizen or foreigner, within the franchise, shall be forfeited, and the 
worker thereof amerced. 

Also, that no d.ie who has not been an apprentice, and has not 
finished his term of ap|)rentice 3 hip in the said trade, shall be made 
free of the same trade; unless it be attested by the overseers for the 
time being or by four persons of the said trade, tliat such person is 
able and sufficiently skilled to be made free of the same. 

Also, that no one of the said trade shall induce the servant of 
another to work with him in the same trade, until he has made a 
proper fine with his first master, at the discretion of the said overseers, 
or of four reputable men of the said trade. ,^nd if any one shall do 
to the contrary thereof, or receive the serving workman of another to 
work with him during his term, without leave of the trade, he is to 
incur the said penalty. 

Also, that no one shall take for working in the said trade more than 
they were wont heretofore, on the pain aforesaid, that is to say, for 
the dyker of Scoltes slagges, half a mark; the dyker of Yrysshe, half 
a mark, the dyker of Spanysshe slag^es, los.; for the hundred of 
goksfelles, los.; the hundred of rolelher, i6j.; for the hundred skins 
of hyndescalves, &s.; and for the hundred of kiddefelles, &r. 
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SS- GILD MERCHANT REGULATIONS VS. CRAFT GILD 
REGULATIONS' 

We have seen that the chief functions of the gild merchant were 
10 regulate the economic life of the town and to represent its members 
in dealings with other towns. In regard to regulation, trade rather 
tlian production was the object. We do not find, on the other hand, 
those elaborate regulations of quality, process, and price which were 
so important to the later craft gilds, and this distinction is a clue to 
the bauses which promoted the change from one method of organisa¬ 
tion to another. 'I'hc operative cause seems to have been a gradual 
widening of the marltet as the population of the towns increased and 
and their trading area became larger. 

I. If we go back for a moment to the village artisan we shall see 
that this single producer working for a small number of consumers 
will not need ekdioralc and defined rules, although his economic 
status may be striclK limited In custom. On the one hand, compara¬ 
tively little of his time will be spent on turning out “graded” com¬ 
modities in e.cpectalion ol custom. For the most part he will work 
to order, and it will seldom happen that one order w'ill be precisely 
identical with another. This by itself will make detailed regulation 
more difficult. More important, however, is the fact of his relation 
to the village. lie has no body of fellow-workers with interests 
Identical with his own but antagonistic to the rest of the world. If 
he scamps his work or e.vtorts more than the customary fair price, he 
injures members of the class from whom his friends, if he have any, 
must inevitably be drawn. 

II. As the village grows into the town, as population and the 
demand for speiialiscd work increase, the situation gradually alters. 
Five or si-\ smiths or carpenters may now be found working side bv 
side at similar tasks, and as their number increases a double possi¬ 
bility of friction emerges. On the one hand, they may cheat one 
another; on the other, they may combine togetlier against the general 
public. The development, however, of these difficulties will be slow, 
for the community will still be so small that each individual will feel 
the interests of the whole more strongly than the interests of his own 
trade. Still it will be convenient to take measures that no one of 
these craftsmen shall secure a monopoly of raw material, and therefore 
each shall have a right to share in a bargain made by another. Again, 

* Taken by permission from H. 0 . Meredith, Outlines of the Economic History 
of England, pp. s6-s8. (Sir Isaac Pitman & Sons. Ltd., 1908.) 
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we will make the market as easily cognisable as may be to each of them 
and to the general public, and therefore we will forbid them to sell, 
except openly; will have their workshops all in one street, and assign 
a certain position to them in the market. We have reached, in fact, 
the stage at which the gild merchant is desirable and can still do all 
that is necessary. 

III. But the numbers in each craft increase still more in spite of 
progressive sulidivision of labour. The individual is less and less 
well known to the majority of his customers. He may continue to 
sell directly to the consumer or to take his orders, but he meets him 
on a business fooling. His friends are other men of his own calling. 
Again, as consumption increases, the making of roughly “graded” 
commodities grows in importance. A customer wishes a length 
of cloth, or a knife, or a pair of spurs. He knows what he wants, but 
knows little of its make, and can easily be imposed upon by inferior 
quality. The demand for more elaborate regulation comes from both 
sides. The individual craftsman himself is usualK' an.xious to be 
protected from unfair competition; the consumer wishes protection 
from unfair e.xtortion. Even if he still considers himself a judge of 
the article when he sees it, he knows that he can no longer bring to 
bear tlie direct pcrlional pressure which was possible when men were 
fewer. A comple.xity of economic life has been reached which the 
simple gild merchant is no longer competent to deal with, and gradu¬ 
ally the specialised organisation of trade or craft emerges. 

36. THE CRAFT OF THE MEDIAEVAL CRAFTSMAN- 

Sentimentalists imagine the mediaeval workman loved a i)iece of 
good work for its owm sake and never scamped a job. Nothmg could 
be further from the truth. The mediaeval craftsman was not called 
a man of craft for nothing! He had no more conscience than a 
plumber, and his knowledge of ways that are dark and tricks that are 
vain was extensive and peculiar. The subtle craft of the London 
bakers, who, while making up their customers’ dough, stole a large 
portion of the dough under their customers' eyes by means of a little 
trap-door in the kneading board and a boy sitting under the counter, 
was exceptional only in its ingenuity. Cloth was stretched and 
strained to the utmost and cunningly folded to hide defects; a length 
of bad cloth would be joined onto a length of superior quality, or a 

* Taken by permission from L. F. Salzmann, English Industries of the Middle 
■tfirf, pp. 203-6. (Houghton MifUin Co.. 1013.) 
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* Taken by permission from H. 0 . Meredith, Outlines of the Economic History 
of England, pp. s6-s8. (Sir Isaac Pitman & Sons. Ltd., 1908.) 
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current conceptions of morality so widely different from the classical 
postulates of modern economics, and the conditions which facilitated 
their application. On the one hand, for the purposes of a local mar¬ 
ket the craft gild was admirably designed to achieve its object, 
the limited production of a well-wrought article. Apprenticeship 
afforded ample opportunities for a thorough system of technical 
training, and the inspection of workshops stimulated and encouraged 
a high standard of craftsmanship. The regulation of wages and con¬ 
ditions of labour, if often prompted in the interests of the masters, 
would tend to protect the journeymen against arbitrary oppression 
and to set up a standard which was probably on the whole not unrea¬ 
sonable or unfair. Again, the determination of prices and the quality 
of wares sought to protect both the seller and the buyer and to estab¬ 
lish rates of remuneration for tlie craftsmen tliat were commensurate 
with the labour involved. It has often been remarked that mediaeval 
authorities endeavoured to fix prices according to the cost of produc¬ 
tion. Starting from the conviction that the labourer was worthy 
of his hire, their principle was to reward him with a recompense suit¬ 
able to his station. They did not hold what we may call the theory 
of minimum subsistence-the iron law of wages—where wages are 
forced down to the lowest level at which the workman can subsist. 
Instead, they seem to have recognized that wages should be made to 
conform to a fit and proper standard of life. Another feature of the 
gild system was that the scope of individual enterprise was restricted 
on the ground that the interests of the community were paramount. 

The chief criticism against the craft gild, however, is that it 
fostered a spirit of monopoly and promoted an unreasoning jealousy 
of the “stranger within the gates,” which undoubtedly militated 
against the expansion of industry. Its monopoly indeed has met on 
every hand with severe condemnation, and the subsequent efforts 
of the gilds to confine membership to a narrow and selfish clique 
merit tire censure they have received. But in tlie earlier stages of 
craft development the gilds, as we have already contended, can hardly 
be blamed for excluding from their privileges those who were reluctant 
to share their charges. The responsibility, if any, must lie with the 
crown or the municipality, which employed the gilds as the instru¬ 
ments of their exactions. Moreover, w'e have to remember that tlie 
town authorities enjoyed the right to control the privileges of the 
craft gilds in the interests of the community and could take steps 
to avoid the dangers of a monopoly. 
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But whatever opinion we may form as to the merits and defects 
of the gild system, we can at any rate do justice to its most admirable 
feature, the institution of apprenticeship. Whatever its drawbacks, 
the gild has bequeathed to us the ideal of technical training and sound 
craftsmanship, an ideal binding on all alike who work widi hand or 
brain. 

38. THE GILDS AND THE MODERN TRADE UNION' 

* 1 . The craft gild .—Some writers have endeavoured to establish 
a conne.xion between the gild system and trade unionism, but there 
are many striking dilTerences between mediaeval craft gilds and 
modern trade unions, not only in regard to membership, but also in 
functions. In one rcq)oct they are similar, for both alike are industrial 
organizations concerned ultimately with the s:ime fundamental 
purpose, the maintenance of “ the standard of life.” The chief object 
of the trade union is to organize the workers, in order to raise the 
standard of living and by the co-operation of forces irrcvent the degra¬ 
dation of their social and economic status. The craft gilds were no 
less concerned with securing to every one of their members oppor¬ 
tunities for a fair and just remuneration of their labour. Both bodies 
rest in principle upon the conviction that combined action can alone 
ensure adeciuate intiintenancc for the workers; to this degree the trade 
c.nions carry on the tradition of the older gild system. Here, however, 
the resemblance ends. 

I. The craft gilds comprised only skilled artisans, but outside 
their ranks lay an ever-growing body of unskilled workmen, devoid 
of organization, in receipt of inferior wages, and altogether on a lou'er 
])lane tlian their more favoured fellows. The craft gilds were, in 
fact, select bodies whose members were the competent men of the 
trade, and at no time apparently did they contain within their ranks 
tire whole body of workers within the town. It is this aspect of the 
gild as an exclusive organization, restricted as a general rule to skilled 
workmen, that constitutes one of its most essential characteristics. 
The class of “uncovenanted” labour, or “working class,” grew as 
the gild began artificially to limit its membership. It must also be 
borne in mind that membership of a craft gild was confined to those 
who enjoyed citizen rights. In practice, however, this limitation was 
unimportant, since admission to the gild enabled the stranger to 
attain burgess-ship as a matter of course. 

' Adapted by permission from E. Lipson, The Economic History 0] England: 
The MiddleAges, pp. 343-46, 363-64. (A. & C. Black, Ltd., 1913.) 
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2. Again, the aaft gild was distinctly an urban institution, 
an industrial group consisting of the men of a particular locality. 
Normally its membership extended only to those who dwelt within 
the walls of one and tire same town; this was in accordance with the 
characteristics of an age in which economic life was organized on 
the basis of the borough and the manor. We must avoid, however, 
the temptation to lay down hard and fast rules. There are grounds 
for believing tliat the craft gild sometimes included country workmen. 
However this may be, the members of a trade union are drawn from 
a wider area, which may even cover the whole kingdom. This 
difference measures the whole extent of progress from one stage of 
social evolution to another, from the city state to the country 
state. 

3. Further, membership of the mediaeval gild was not voluntary 
but compulsory, and the authorities of the gild were empowered to 
force every skilled artisan to become a member. The modern trade 
union is a voluntary association of workers, based upon community 
of interests and the sense of solidarity. 

4. But the vital difference between the two institutions is that 
the craft gild did pot consist, like the trade union, of one grade of 
producers only, the hired worker, but of all grades: the manual 
worker, the middleman, and the entrepreneur. The modern trade 
union is a combination of manual workers, while the gild embraced 
also the masters. 

5. Apart from differences in the constitution of the two bodies, 
there is a striking difference in their functions. The trade union is 
concerned with the interests of the workers and not with those of the 
public as such. It has been defined by the historians of trade union¬ 
ism as “a continuous association of wage-earners for the purpose of 
maintaining or improving the conditions of their employment.” 
Trade unions are thus at present primarily fighting organizations, 
though in some cases they are beginning to display a growing sense 
of responsibility for the work done by their members. The craft gild, 
on the other hand, showed care, not only for the manufacturer, but 
for the customer, reconciling so far as possible the interests of producer 
and consumer, and insisting on sound workmanship, good quality, 
and a just price, reasonable alike to buyer and seller. In order to 
ensure an adequate standard of materials and technical skill, the 
wardens of the gild enforced apprenticeship, attested the compe¬ 
tence of strangers, and carried out a rigorous system of search. 
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Of the other functions served by the craft gilds—religious, educa¬ 
tional, and the like—we have already spoken. 

6 , Lastly, the craft gilds were semi-public bodies, subordinate 
but integral parts of municipal administration. At Uie same time 
they were in theory and largely in practice under the control of town 
authorities, and their efforts to emancipate themselves from this 
control were severely checked. Occasionally also the gilds were 
cmjdoyed as agents of national suitervision. 

II. The journeyman this point we may intjuire how far 

the journeymen gilds can be compared with trade unions. It is clear 
that there is a very striking similarity. Unlike the craft gilds, the 
journeymen gilds comprised only the class of wage-earners banded 
together in defiance of their employers, and their efforts to secure an 
improvement of their economic position make the parallel to trade 
unionism still more evident. The vital difference lies in the fact that 
the journcx nicn failed to establish a stable and permanent organiza¬ 
tion. To some e.xtent their failure is accounted for by the repressive 
policy adopted towards them both by the municipality and the state. 
But a more important re? son is that, while it was becoming increas¬ 
ingly difficult for the hired workers as a body to achieve independence 
and nla5l'■i■^hil), yet the way was always open to the more enterprising 
among them to do so. So long as it was possible for a certain number 
of journeymen to become masters, a permanent and efficient asso¬ 
ciation was out of the (]uestion. The leaders of the journeymen, with 
greater intelligence and capacity titan their fellows, would constantly 
be absorbed into the higher grades of the fellowship. When, more¬ 
over, a transformation took place in the character and constitution 
of tlie yeomen gild, when it came to consist mainly of small masters— 
or even men of substance serving their period of [irobation before 
admission into the livery—and when, above all, it came to be con¬ 
trolled from above by the livery, then all resemblance to trade unions 
entirely ceased. Throughout the eighteenth century occasional 
combinations were formed among artisans, but it was not till the 
Industrial Revolution decided the final victory of industrial capitalism, 
taking away from the worker his economic independence, divorcing 
him from the soil, and depriving him of other sources of livelihood 
in times of industrial distress, that trade unionism at length attained 
coherence and assumed a permanent and stable form of organization. 
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39. AN INDENTURE OF APPRENTICESHIP, 1459* 

This indenture made between John Gibbs of Penzance, in the 
county of Cornwall, of the one part, and John Golle, Spaniard, of the 
other part, witnesses that the aforesaid John Gofle has put himself to 
the aforesaid John Gibbs to learn the craft of fishing, and to stay with 
him as apprentice and to serve from the feast of Philip and James next 
to come after the date of these presents until the end of eight years 
then next ensuing and fully complete; throughout which term the 
aforesaid John Goffe shall well and faithfully serve the aforesaid 
John Gibbs and Agnes his wife as his masters and lords, shall keep 
their secrets, shall everyw'here willingly do their lawful and honour¬ 
able commands, shall do his masters no injury nor see inj’ury done 
to them by others, but prevent the same as far as he can, shall not 
waste his master’s goods nor lend them to any man without his special 
command. And the aforesaid John Gibbs and Agnes his wife shall 
teach, train, and inform or cause the aforesaid John Goffe, tlicir 
apprentice, to be informed in the craft of fishing in the best way 
they know, chastising him duly and finding for tlie same John, their 
apprentice, food, clothing, linen and woolen, and shoes, sufficiently, 
as befits such an apprentice to be found, during the term aforesaid. 
And at the end of die term aforesaid John Goffe shall have of tlie 
aforesaid John Gibbs and Agnes his wife 2or. sterling without any 
fraud. Li witness whereof the parties aforesaid have interchangeably 
set their seals to the parts of this indenture. 

40. HOUSEHOLD, TOWN, AND NATIOxNAL ECONOMY 
COMPARED* 

It will contribute to a better understanding if, by a comparison of 
some of the leading phenomena, we concisely review the fundamental 
features of the three stages. 

The most prominent of these features is that in the course of 
history mankind sets before itself ever higher economic aims and 
finds the means of attaining these in a division of the burden of labour 
which constantly extends until finally it embraces the whole people 
and requires tlie services of all for all. This co-operation is based, 
in the case of household economy, upon blood-relationship, of town 

* Taken by permisbion from A. E. Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Select Documents, p. 147. (G. Bell & Sons, Ltd., 1914-) 

‘Adapted by permission from Carl BUcher, Industrial Evolution, pp. 141-46. 
(Henry Holt & Co., 1901.) 
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economy upon contiguity, and of national economy upon nationality. 
It is the road traversed by mankind in passing from clanship to society, 
which, as far as we can see, ends in an ever-tightening social organi- 
/.ation. On this road the means for satisfying the wants of the indi¬ 
vidual continuall)’ grow in fulness and variety, and at tlie same time 
in dependence and complexity. The life and labour of every indi¬ 
vidual becomes more and more entwined witli tlie life and labour of 
many others. 

At the stage of houshold economy every commodity is consumed 
in the place of its origin; at the stage of town economy it passes imnie- 
iliatcly from the producer to tlie consumer; at die stage of national 
economy, both in its production and tlicreafler, it passes through 
various hands-it circulates. In the course of tlie whole evolution 
tiie distance between production and consumption increases. At the 
first stage all commodities are consumption goods; at the second, 
part of diem become articles of exchange; at the third, most of them 
are wares. 

The individual household at the first stage is a producing and con¬ 
suming community in one; at the stage of town economy diis stage 
of things continues in so far as the journeyman,craftsman and the 
peasant workman make part of die household of the person employ¬ 
ing them; in nadonal economy community in production and com¬ 
munity in consumption become distinct. The former is a business 
undertaking from whose returns, as a rule, several independent house¬ 
holds are supported. 

When outside labour is necessary, it is at the first stage in a perma¬ 
nent relation of subjection to the producer (as slaves and serfs), at the 
second in one of .service, and at the third the relationship is con¬ 
tractual. Under the independent household system the consumer 
is either himself a labourer or the owner of the labourer; in town 
economy he makes a direct purchase of the workman’s labour (wage 
work), or of die product of his labour (handicraft); in national econ¬ 
omy he ceases to stand in any relation to the labourer, and purchases 
his goods from the entrepreneur or merchant, by whom the labourer 
is paid. 

As for money, it is in independent domestic economy either entirely 
absent or an article of direct use and a means for storing up wealth; 
in town economy it is es.ientially a medium of exchange; in national 
economy it becomes a medium of circulation and of profit-making as 
well. The three categories, payment in kind, money payment, and 
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payment based upon credit, correspond with die various r 61 es played 
liy money, thousli they do not exhaust them. 

Capital scarcely exists at the first stage; we meet only with con¬ 
sumption goods. At the second stage implements of labour may be 
classed under the usual heads of business capital, but this is by no 
means generally true of the raw materials. Acquisitive capital proper 
exists only in the form of trade capital. At tlie third acf)uisili\’e 
capital represents the means whereby goods are raised from one stage 
or division of labour to the next and impelled Uirough the whole 
process of circulation. Here everything becomes capital. From 
this point of view we might describe the independent household 
economy as lacking capital, town economy as hostile to capital, and 
national economy as capitalistic. 

At the stage of household economy tlie division of labour is con¬ 
fined to the household establishment; at the stage of town economy 
it consists eitlier in die formation of, and division into, trades widiin 
the town, or in a partition of production between town and country; 
while the prominent features of the stage of national economy are 
increasing division of production, subdivision of work within the 
various establishments, and displacement of labour from one business 
to another. 

Industry as an independent occupation is not found at the first 
stage, the whole transformation of raw material being merely house¬ 
work. In the town economy we indeed find labourers pursuing some 
special industrial occupation, but entrepreneurs are lacking; industry 
is eidier w.agc-work or handicraft, and he who wishes to ply it must 
first master it. In national economy industry carried on in factories 
and under the commission system is preponderant; and tliis presup¬ 
poses extensive capital and an entrepreneur with mercantile skill. 
Technical mastery of the process of production by tlie entrepreneur 
is not indispensable. 

In similar fashion a change occurs in the forms under which 
trade is pursued. Corresponding to tlie household system is itin¬ 
erant trade, to town economy market trade, and to national econ¬ 
omy trade with permanent establishment. If at the first two 
stages trade is merely supplementary to an otherwise autonomous 
system of production, it becomes in national economy a necessary 
link between production and consumption. It draws away from 
transportation, which now attains an independent position and 
organization. 



MEDIAEVAL INDUSTRIAL SOCIETY 


97 


Commercial services were, to be sure, not lacking in tlie ancient 
slave and tlie mediaeval manorial systems; tliey devolved upon 
special slaves or serfs. In the Middle Ages we find town messeiigers 
who were origiiiall)' in tlie c.xclusive sere ice of tlic municipal author¬ 
ities, but later added the carriage of |)rivatc correspondence. At 
the tlireshold of modern times stands the ])ostal service, at first 
restricted to state purposes, by and by extended to tlie public. In 
our century follow tlie railway, tclegra|)h, teleiihone, and steamship 
lines—with which tlie state interferes in the interest of economy— 
and along with them tlie most varied private undertakings for 
facilitating communication. At all stages, however, certain com¬ 
mercial .services have been organized by tlie soxercign administra¬ 
tion, in the inititil instance alwaxs for its oxvn sjiccial requirements. 

Crtdit ii at the tiiNt stage purely consunqition ciedit, and can be 
obtained only by the ])erson [ilcdging himself and all his ])roi)erly. 
.\t the second stage, in the mailer of personal credit, servitude for 
debt is softened to ini|)risonmcnt for debt. Along witli consumption 
credit appears a t>!>e of credit on the return from immovables which 
is met in garb of a purchase, and must be considered as the normal 
form of credit under town economy. Business^r productive credit, 
the di.tinctive form of credit in modern times, is first dcvelo[)cd in 
trade, wlience it spreads to every sphere of industrial life. State 
credit aiijiears in the St.ites of antiquity naturally as a forced loan; 
in the mediaexal towns as the sale of annuities and redeemable 
claims; in the modern States as the disposing of per[)etual rents or 
of redeemable intercst-liearing boiid.s. 

In tlie domain of public services similar stages may also be pointed 
out. Leg.il piotcs lion is at lirst a matter for the clan, later for tlie 
feudal lord; in tlie .Middle .^ges the towns form districts of separate 
jurisdiction; at prc'-eiit the enforcement of law and police jirotcction 
are functions of the .Stale. The same is the case with education. 
At tlie first stage cducalion devolves upon the family, as it still does 
toda}- in Iceland. The Roman paedogogus is a slave. In tlie Middle 
Ages it is autonomous household establishments, namely, tlie monas¬ 
teries, tliat organize the educational system; later arise the municipal 
and catliedral schools; peculiar to modern times are the concen¬ 
tration and supervision of instruction in State institutions. This 
devc lojiment is cx en more ap]iarent in tlie arrangements for defence. 
Among many peoples still at the stage of economic isolation each 
separate house is fortified (for c.xtimple, the palisades of the Malays 
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and Polynesians), and in early mediaeval times the manor is protected 
by wall and moat. At the second economic stage each city is a 
fortress; at the third a few fortifications along the borders secure 
the whole State. It is sufficiently significant that Louvois, the 
creator of the first system of border fortification, was a contemporary 
of Colbert, the founder of modern French national economy. 

D. Trade and Commerce 

41. THE MERCHANT OF THE EARLY MIDDLE AGES- 

\Ve know even less of the person of the merchant, in this period 
(about 1000 A.D.), than of the wares that he carried. It is certain at 
any rate that the merchant was not the specialist that he afterwards 
became, but was a Jack-of-all-trades, He might be wholesaler and 
retailer, transporter and peddler, and often an artisan too. Notliing 
like the country store of the present day existed, and trade outside 
the few centers where markets had been established was carried on 
by petidlers, who carried their wares on the back or on a pack animal. 
Every merchant was sure to be something of a soldier, as he was 
thrown largely on^his own resources for self-defence, and he often 
assumed the garb of a missionary or pilgrim to get the help of the 
church in carrying on his trade. The pilgrim was exempt from 
many burdens laid on the ordinary traveler or merchant, and though 
this exemption had later to be abolished because it was so frequently 
abused, it seems to have been of great use in helping commerce 
through its early stages. _ 

See also 76. The Rise of Functional Middlemen. 

42. TRAVEL* 

Travelling at that time was very different from what it is now, 
and we who have only to sit in a railway train and let it carry us to 
our destination can hardly conceive the difficulties of a journey then. 
The condition of the roads in busy thriving towns was far worse 
than anything which could be seen in the tiniest village today. 

One of the reasons for this lamentable state of things was the 
difficulty of forcing those responsible for the upkeep of the roads 

• Taken by permission from Clive Day, A History of Commerce, pp. 38-39. 
(Longmans, Green, 81 Co., 1912.) 

’ Adapted by permission from A. Abram, English Life and Manners in the Later 
Middle Ages, pp. 248-59. (George Routledge & Sons, Ltd., 1913.) 
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and bridges to fulfil their obligations; it was one of the duties of 
Feudal landowners, but they often neglected it, and as the Feudal 
System decayed there were fewer of them to irciform it. Sometimes 
the authorities did not even know who was to blame. In the 
thirteenth year of Henry IV’s reign both tlie to\vn of Beverley and 
the Chapter of the Minster were presented at tJie Sheriff's Tourn 
for not repairing a certain street in Beverley, but it was found tliat 
neither of them were liable for it. Money was often given or 
bequerUhed by pious persons for the maintenance of roads and 
bridges; it was regarded as a s])ccics of almsgiving and considered 
quite as praiseworthy as feeding the hungry or clothing the naked, 
but contributions of this kind were by their nature spasmodic and 
uncertain. 

Even more to be dreaded than the risk of injury from accidents 
were the attacks of robbers. 

The majority of [leople trac'cllcd on horseback, probably because 
it was the method best suited to the roads. In the fiftccntli century 
women rode cither side-saddle or astride, and sometimes “be-hynde 
a man”; they (and men too) had big saddles with high pommels 
and, in pictures, look as if they were sitting in i^hairs on the horses’ 
backs, and perhaps the pommels kept them in their scats when 
tlieir steeds stumbled. Low two-wheeled carts, drawn by two, 
three, or even four horses were much used, and from an illustration 
in Lc'dgate’s Falte of Prynces it appears that wooden erections with 
open sides and covered tops were sometimes placed inside them, 
but as we have not seen any otlier carts of this kind in other manu¬ 
scripts they may have been due to the imagination of the illuminator. 
A few rich people, like the Duchess of Buckingham and the Earl of 
Derby, had carriages. In 1485 Henry VII entered London in a 
closed “chariot” chawn by several horses; slate carriages were 
expensive luxuries, one made for Eleanor, sister of Edward III, 
cost £1,000. Such carriages were very elaborately decorated both 
inside and out, as may be seen in a picture of a coach in the LuUerell 
Psalter, hut they were very heavy and cumbersome and must have 
jolted horribly over those badly made roads. Horse-litters were 
also used by grandees. Merchants who had purchased wares, and 
nobles who were moving from their country seats to their town 
houses, had a great deal of luggage; it was packed in chests or mails 
and was carried either by baggage-horses or in carts. The “ridinge 
housholde” of the Duke of Clarence, brother of Edward IV, 
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consisted of one hundred and eighty-eight persons, and amongst his 
horses were included eight “coursers for his saddle,” two ambling 
palfreys, “a maile horse and a botcll horse . . . four sompters, 
. . . seven charlotte horses,’’ and two for the litter. 

The rate of travelling was as a rule somewhat slow. The Cantcr- 
bury pilgrims took from three to four days to go from London to 
Canterbury, a distance of fifty-four and a half miles. 

Roads were not the only means of communication betvyecn 
different places; waterways were very much used. It would not 
occur to the Londoners of today to take a boat if they wanted to go 
on business from the Strand to Westminster, or to Lambeth or to 
other districts lying near the banks of the Thames, though they 
might take an occasional pleasure trip to Hampton Court when 
time was no object to them, but in the Middle Ages people did it 
continually. When there was no river available people i)ut out to 
sea and sailed along the coast from one port to another. 

Persons too ])oor to keep horses or too ill to sit upon them must 
have found the boats that went up and down the rivers a great 
convenience, for the cost of travelling by them was smaller, and the 
motion far less fatiguing, and it was perhaps easier for men in a boat 
than for men on land to defend themselves against attack. But even 
on the rivers travellers were not always safe; a complaint was made 
in the reign of Henry VI that V\'elshmcn and other persons dwelling 
near the Severn had seized boats on that river, had “hewed” them in 
pieces, “and with force and arms” had beaten the people in them. 

Travelling by sea had many drawbacks; little sailing vessels 
such as they had could easily be driven out of their course by the wind, 
and so often did this happen tliat the Magnus Intercursus, Henry 
VII’s great commercial treaty with Flanders, contained a clause 
stipulating that English fisherman who took shelter in Flemish 
ports on account of storms or for any other reason should be allowed 
to depart freely. There was also, of course, the graver danger of 
shipwreck, which was greater than it is today because their ships 
were so much more fragile than ours, and there were many minor 
discomforts; our big steamers remain comparatively steady even in 
a fairly heavy sea, and everything that science can suggest is done 
to prevent tliem from rolling, but their light craft must have been 
tossed like cockle shells when there was any swell. 

Pirates were always on the lookout for plunder; there were 
numbers of them, and the English, French, and Italians were par- 
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ticularly active. The Bretons on one side of the Channel and tlie 
English on Uie other made “tlie narrow sea” a terror to sailors. 
Many of our south coast towns were nests of pirates. No one was 
safe from them, and they were not content with stealing men’s 
goods, but sometimes seized their persons also and imprisoned them 
until ransoms were paid, and occasionally they murdered tlicir 
victims. 

43 - FAIRS AND MARKETS' 


In the Middle Ages the greater part of the internal trade of the 
country was carried on at fairs and markets, and the history of their 
organization and growth occupies an important chapter in the develop¬ 
ment of mediaeval commerce. For many centuries they were the 
chief centres of traffic and the main channels of commercial inter¬ 
course. But the period during which their activity was at its height 
was that of the twelfth, thirteenth, and fourteenth centuries, when 
England beiamc covered with a network of markets and fairs, of 
w'hich some rivaled in fame even the great French fairs of Champagne 
and Lyons. Their iiiii^rtance indeed can scarcely be overestimated, 
for at a lime when the stream of commerce was fitful and scanty 
they furnished what was commonly the sole opportunity for the 
I'urchase and sate of distant jnoducts. They represent, in fact, a 
phase of commerce which can best be described as periodic; where 
distribution and exchange take place at periodical gatherings and 
not ill permanent centres. In the most primitive stages of commercial 
activity, when human needs were less intense, the scope of production 
and distribution alike was restricted to the satisfaction of the most 
pressing wants. In later stages commercial dealing gradually 
became part and panel of the everyday life of the community. 
Between the earliest and the ultimate stages lay an intermediate 
stage in which the growing desires of society were met by increasing 
skill in production and an ever-widening circle of distribution. But 
opportunities of distribution were still confined to fixed periods, for 
'hile the exchange of commodities had become a recognized practice, 
>0101 disorders and the difficulties of transport impeded their rapid 
nd unceasing circulation. 


In tlieir first beginnings fairs and markets appear as a religious 
rather than as a commercial institution. They originated in the 
reigious assemblies of pious worshippers who congregated round 
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famous shrines on the feast days of saints. Indeed, between the 
festival and the fair there is a close, almost inseparable, relation. 
“There is no great festival without a fair, no fair without a festival.” 
The concourse of strangers from distant parts afforded opportunities 
for the exchange of products, and the pilgrim was often also a trader. 
These periodical gatherings became the natural centres for commercial 
dealings, and merchants were always assured of the presence of 
buyers in an age when population was scattered and seldom concen¬ 
trated in large groups. Moreover, the ostensible purpose for which 
the assemblies were held threw over the trader the cloak of religion 
and ensured a degree of security which induced him the more willingly 
to brave the risks inseparable from his calling. The influence of the 
Church was undoubtedly a powerful factor in fostering the temporary 
peace to which the fair usually owed its rise. 

The development of markets and fairs was enormously facilitated 
by the protection which the Church and the monarchy extended to 
those who frequented them, and tire market-cross became the emblem 
of the peace of commercial intercourse. They constituted the cases 
of commercialism in “a wilderness of militancy.” The importance 
of the peace of the fair finds expression in the numerous charters in 
which it was accorded special prominence. 

Other factors contributed greatly to the formation of markets 
and fairs, and among these was the importance attached in Anglo- 
Saxon law to the presence of witnesses at all purchases and sales, in 
order to avoid traffic in stolen goods. From the earliest times we 
find legislative enactments reiterating the prohibition against secret 
transactions. 

These injunctions served to consolidate tlie market system by 
gathering the people together on fixed days in the week or year for 
purposes of buying and selling. The effort to concentrate trade in 
recognized centres rendered the market a natural medium for all 
commercial dealings. The exigencies of the royal exchequer tended 
in the same direction and acted as a powerful lever in forcing the 
internal trade of the country into artificial channels, in order to 
facilitate the collection of tolls. 

The exclusive monopoly of trade which towns in the Middle 
Ages so jealously asserted affords a further explanation of the rapid 
development of mediaeval markets and fairs. The townsmen care¬ 
fully guarded their commercial privileges and were reluctant to 
extend them to the stranger in their midst. At fairs and markets. 
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on the other hand, full freedom of traffic was accorded indifferently 
to alien and native, to burgess and stranger; and it was tliis policy 
of free trade and the open door which attracted traders and afforded 
scope for the unrestricted play of commercial forces. Moreover, 
the stringent provisions cont.iincd in borough custumals against 
trading outside the walls of the town were commonly relaxed in 
favour of the great marts, and this concession enabled burgesses to 
carry their wares to diilant centres. 

* The classical doctrine as enunciated in the pages of Coke and 
lilackstone lays down that markets and fairs can only be set up in 
\ irtue of a roval grant or by long and immemorial usiage and pre¬ 
scription which presupposes such a grant. This doctrine also held 
good in the Middle .'\ges, and it was among the duties of justices of 
the eyre to inejuire “if any new market had been set up without the 
license of our lord the king.” 'J'hc grant of a market or fair was 
essentially a rcjyal ])rerogalive and was usually embodied in a formal 
charter or letters patent. In a feudal orgaui/.alion of society the 
sovereign was easily induced to alienate the renal rights of the Crown, 
and no privilege perhaps was more kuishly toucedecl than the grant 
of fairs and maikets. These grants were conferred upon towns and 
churches and individuals. Many towns set up’tlieir own fairs and 
markets, but then |)ri\ilege rested U|)on the royal license. The 
gre.'.t stimulus to their c reation was the recognition that they were a 
Itii rativc source of income to their owners It is exceptional to find 
a free fair where neither toll, custom, nor stallage was taken from 
traders. 

Questions affecting the duration of the mart were of vital moment 
to the lord and to the trader. On this account they merit some 
attention, for from the apparently dry and insignificant details 
gleaned from records and charters, civil pleadings and inquisitions, 
is built up the living story of the growth of Knglish commerce. The 
market, held once a week and oci asionally more often, lasted a 
single day; the fair was an annual institution, though several 
fairs were sometimes held in the same place during the course 
of the year. Nottingham had two fails; Eton College two; Bristol 
and Cardiff had three, and Wells four, wdiich belonged to the 
bishop. The duration of the fair varied considerably in different 
parts of the country; sometimes it was limited to two, three, and four 
days, but more commonly it was spretid over a week. Frequently 
the period of the original grant was lengthened by royal favour. 
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famous shrines on the feast days of saints. Indeed, between the 
festival and the fair there is a close, almost inseparable, relation. 
“There is no great festival without a fair, no fair without a festival.” 
The concourse of strangers from distant parts afforded opportunities 
for the exchange of products, and the pilgrim was often also a trader. 
These periodical gatherings became the natural centres for commercial 
dealings, and merchants were always assured of the presence of 
buyers in an age when population was scattered and seldom concen¬ 
trated in large groups. Moreover, the ostensible purpose for which 
the assemblies were held threw over the trader the cloak of religion 
and ensured a degree of security which induced him the more willingly 
to brave the risks inseparable from his calling. The influence of the 
Church was undoubtedly a powerful factor in fostering the temporary 
peace to which the fair usually owed its rise. 

The development of markets and fairs was enormously facilitated 
by the protection which the Church and the monarchy extended to 
those who frequented them, and tire market-cross became the emblem 
of the peace of commercial intercourse. They constituted the cases 
of commercialism in “a wilderness of militancy.” The importance 
of the peace of the fair finds expression in the numerous charters in 
which it was accorded special prominence. 

Other factors contributed greatly to the formation of markets 
and fairs, and among these was the importance attached in Anglo- 
Saxon law to the presence of witnesses at all purchases and sales, in 
order to avoid traffic in stolen goods. From the earliest times we 
find legislative enactments reiterating the prohibition against secret 
transactions. 

These injunctions served to consolidate tlie market system by 
gathering the people together on fixed days in the week or year for 
purposes of buying and selling. The effort to concentrate trade in 
recognized centres rendered the market a natural medium for all 
commercial dealings. The exigencies of the royal exchequer tended 
in the same direction and acted as a powerful lever in forcing the 
internal trade of the country into artificial channels, in order to 
facilitate the collection of tolls. 

The exclusive monopoly of trade which towns in the Middle 
Ages so jealously asserted affords a further explanation of the rapid 
development of mediaeval markets and fairs. The townsmen care¬ 
fully guarded their commercial privileges and were reluctant to 
extend them to the stranger in their midst. At fairs and markets. 
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and at Leicester the members of the merchant gild were excused 
from attendance on the same ground. But the significance of the 
fair lies deeper. It was a cosmopolitan gathering, and association 
with men from distant parts must have enormously broadened the 
horizon and widened the outlook of those who frequented it. As 
the common hearth of the nation it must have fostered mental 
progress and stimulated a keen and active interest in tlie world 
that lay beyond. 

44. GRANT OF A FAIR AT ST. IVES, i202‘ 

John, by the grace of God, King of England, etc., greeting. Know 
ye that we, for our salvation and for the souls of our ancestors and 
successors, have granted and by our present charter have confirmed 
to God and the church of St. Mary and St. Benedict of Ramsey, and 
to the abbot and monks there serving God, a fair at St. Ives, to 
begin on the fourth day before the feast of St. Lawrence and to 
endure for eight days; to have and to hold forever, so nevertheless 
that it be not to the nuisance of neighboring fairs. 

45 GRANT OF A MARKET AT ST. IVES, iv)i' 

Edward, by the grace of God, King of Engknd, lord of Ireland 
and Duke of Aquitaine, to archbishops, bishops, abbots, piiors, 
earls, barons, justices, shcrilTs, reeves, ministers, and all his bailills 
and faithful, greeting. Know ye that wc have granted and by this 
our charter confirmed to our beloved in Christ, the abbot and 
convent of Ramsey, that lliey and their successors forever have a 
market every week on Monday at their manor of St. Ives in the 
county of Huntingdon, unless that market be to the nuisance of 
neighboring markets. 

46. THE MARKETS OF LONDON) 

Not till long after London had become a chief resort of merchants 
do they seem to have made it a permanent residence for purposes of 
trade, and even then their dealings were carried on in public markets 
long before we hear of shops and warehouses. The London of the 

' Adapted by permission from A. E. Bland, P. A. Brown, and R. H. Tawncy, 
English Economic History: Select Documents, pp. 158-59. (G. Bell & Sons, Ltd , 
1914.) 

‘ibid. 

’Adapted by permission from H. R. Fox Bomne, English Merchants, pp. 17-19. 
(Chatto & Windus, 1886J 
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Plantagenets—all included, of course, within the city walls, and then 
with plenty of vacant space in it—was full of markets. There were 
the Chepe, or West Chepe, now Chcapside, where bread, cheese, 
poultry, fruit, hides, onions, garlic, and like articles were sold by 
dealers at little wooden stalls, not more than two and a half feet 
wide, arranged along the roadside; and the Corn Hill, where grains 
and all articles manufactured of wood and iron were harboured at 
similar stalls; while Soper’s Lane, now Queen Street, Chcapside, 
was the chief resort of the pepperers or grocers; and the Poultry, on 
the other side, was assigned to poulterers, who were freemen of the 
city, Leaden Hall being the special market for dealers in fowls and 
game, who were not citizens. The Pavement at Grace Church and 
the Pavement before the Convent of the Minorite Friars at New 
Gate were for miscellaneous dealings, and thither merchants of all 
sorts were allowed to come and take up their temporary stations. 
The market of Saint Nicholas Flesh Shambles, the precursor of our 
modern Newgate and headquarters of tire butchers, and the Stocks- 
market on the site of the present Mansion House, both of them 
furnished with permanent stalls, were appropriated to butchers on 
flesh days and to fishmongers on fish days. Near to the Stocks- 
market was the yet more important mart of Wool-Church-ffaw, 
close to Saint Mary Woolchurch, the great meeting-place of wool 
and cloth merchants, while in any part of the city, with the exception 
of Corn Hill, carts might stand loaded with firewood, timber, and 
charcoal. Dealers of all sorts, of course, might halt or loiter as they 
chose in the uninhabited suburbs of the city, in Moor-Fields, or on 
the banks of the Old-Bourne, by Fleet-Ditch or round the Holy- 
Well, midway in the dismal unfrequented Strand; and far away to 
the west, in the independent city of Westminster, was a nest of 
separate markets, the principal being at the gates of old Westminstcr- 
Hall. As London grew and there was need of places for retail pur¬ 
chase nearer to the more out-of-the-way houses than were the central 
markets it became the fashion for tradesmen to throw open the 
lower front rooms of their dwelling-houses and stock them with 
articles for sale. In this way shops came into fashion. And in 
like manner, to make space for the storage of goods, many upper 
rooms came to be enlarged by pent-houses, or projections, reaching 
nearly into the middle of the streets, but with their floors nine feet 
above the ground, “so as to allow of people riding beneath.” Much 
larger than these were the selds or shields, great sheds erected by the 
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more important dealers for their single use, or by several merrhants 
in company, for the sake of separate commodities. One in Friday 
Street, for instance, was, in Edward the 'Third’s reign, api)ropriatcd 
to traffic in hides, while another, known as the Winchester Seld, 
adjoining the Wool-Church -1 law market, seems to have iieen the 
chief place of resort for the merchants of Winchester, Andover, and 
other towns, and to have been used by them for the stowage tuid 
sale of all sorts of goods. Towards the end of the thirteenth cenlur\' 
its keeper was one William de Wool-Church -1 law. “This William,” 
we are told, “although bound by oath to al)stain from all mal¬ 
practices, was in the habit, immediately upon the arrieal of a new¬ 
comer with wares for sale, of shutting the doors of the seld, opening 
out the goods, and himself, or by his underlings, making his bargain 
with the vendor. The price duly arrangeil, the goods were cx[iosed 
for sale to the public by the mer( hant-strangers as though their own 
and not already sold—of whii h the consequence was that the goods 
were sold at a higher price than they ought to be, the public having 
to pay two profits, one to the merchant-stranger, another to William 
de Wool-Church-lfaw. It was an even greater crime, no doubt, in 
the eyes of the King’s officers that, in defiance of the royal preroga¬ 
tive, this William had had the audacity to set up a Iron of his own 
for the weighing of wool and had taken tronage, or toll, for the same.” 

As the numbers of markets, shops, and sclds im reased, the 
varieties of trades and callings, of course, became likewise more 
numerous. But the separation between whole.salc and retail dealers, 
merchants, and tradesmen was much less clearly marked then than 
it now is; and those who bought goods in large quantities, either 
from foreign merchants for sale at home or from the English pro¬ 
ducers for exportation, for the most part dealt promiscuously in 
articles of all sorts. The dixisions of commerce, however, were 
gradually becoming more distinct; and even now there was, at any 
rate, the one broad separation of trades in articles of food from trades 
in articles of clothing and the like. 

47. MEDI.\EVAL SHOPS' 

Mediaeval shops would appear to us rather primitive, but their 
evolution is very interesting and alTords an index of the growth of 
trade. According to Mr. Addy, they were originally below thesurface 

‘Taken by permission from A .Abram, Knghsk Life and Manners in the Later 
Middle Ages, pp. 92- 93. (George Routledge & Sons, Ltd., 1913.) 
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of the street, like cellars. In London, Stow tells us, speaking of the 
fishmongers and the Imtchers, they had at first only movable boards 
or stalls which they set out on market days to show their goods, but 
they procured license to set up sheds which “grew to shops.” A 
movable stall, “situate beneath the gate of Ludgate,” was let on 
lease in 1375 for ten years at a rent of forty shillings a year, but 
rents were much higher in London than elsewhere. A lease of a 
plot of ground nine feet by five was granted to a butcher of Colchester 
to make a stall thereon, and he paid a rent of two shillings a year. 
When it became necessary to have permanent shops, stalls were 
often fixed onto the front of the lower part of the house and provided 
with hinges so that they could be let down when they were not in 
use. An ordinance of the City of London, in the reign of Edward 
11, decreed that they should not be more than two and a half feet 
wide. They must have been something like the adjustable flaps we 
have on gateleg tables. Sometimes a sloping wooden roof protected 
them, and sometimes the projecting upper stories of the house served 
the same purpose. As business increased the room to which the 
stall was attached was used as a shop, as well as the stall itself; 
and sometimes there was a cellar or a storeroom under the shop. 
The shops in Butchers’ Row, Shrewsbury, which Mr. Parker says 
were built in the fifteenth century, consist of good-sized rooms, 
divided into three jrarts by stanchions; one opens into the street, 
and the upper portions of the other two form tlie shop window. 
Each shop had its sign hanging outside it to indicate the trade of 
its owner. A survival of the custom may be seen today in the 
pawnbroker’s three balls. Men of the same trade congregated 
together in the same street, and some of the streets of London and 
other towns still owe their names to the occupations of their former 
inhabitants. The makers of the rosaries which were called Pater¬ 
nosters lived in Paternoster Row, and Lombard Street was the abode 
of the Lombard brokers. 

48. PEDLARS, MERCHANTS, AND CHAPMEN' 

Wayfarers there were in whom both characteristics were united, 
the slowness of pace of the merchant and the lightness of heart of 
the messenger. These were the pedlars, a very numerous race in the 
Middle Ages, one of the few sorts of wanderers that have not 

' Adapted by permission from J. J. Jusserand, English Wayfaring Life in the 
Middle Ages, pp. 131-44. (T. Fisher Unwin, 1892. Author’s copyright.) 
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yet disappeared. A jovial race they seem to have been; they arc 
so now, most of them, for their way to success is through fair 
speech and enticing words, and how could they he enticing if they 
did not show good humour and entrain? 

They swarmed along the roads in the Middle Ages. There were 
not then as now large shops in every village with all the necessaries 
of life ready provided for the inhabitants. The shop itself was 
itinerant, being nothing else than the pack of travelling chapmen. 
In the same way as the literature minstrels would propagate, as news, 
tales, letters, pardons from Rome, and many other things, so house¬ 
hold wares were carried about the country by indefatigable wayfarers. 
A host of small useful things were concealed in their unfathomable 
boxes. The contents of them are pretty well shown by a series of 
illuminations in a fourteenth-century manuscript, where a pedlar is 
represented asleep at the foot of a ti'ee, while monkeys have got hold 
of his box and help themselves to the contents. They I'md in it 
vests, caps, gloves, musical instruments, purses, girdles, hats, cut¬ 
lasses, pewter pots, and a number of other arth les. As to the means 
by which jredlars came by their goods, several were familiar to them, 
and purchase seems to have been only one among many. 

The regular merih.ants whom Langland and Chaucer describe, 
with business enough to be in debt, adorned with Flaundrisch hats 
and forked beards, were a very different sort of people; but though 
no mere wanderers, they, too, were great wayfarers. Many of 
them had had to visit the Continent to find a market for their goods 
and for tb.eir purchases. 

The importance of this intercourse with the continent, which 
fortunately the variations in the law of the land were unable to check, 
gave prominence to the English merchant in the community. He 
was already in the fourteenth century, and has been ever since, one of 
the main supports of the State. While the numerous applications 
of Edward III to Lombard bankers for ready money are well known, 
it is sometimes overlooked how often he had recourse to English 
merchants, who supplied him with tliat without which his archers’ 
bows would have remained unstrung. The advice and good-will of 
the whole class of merchants could not be safely ignored, therefore 
their attendance was constantly requested at Westminster to discuss 
money and other State matters. Some families among them rose 
into eminence, such as the De la Poles of Hull, who became earls of 
Suffolk with descendants to be killed at Azincourt, to be checked 
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by Joan of Arc at Orleans, to be made dukes, and to be impeached 
for high treason. It was, too, the time of “thrice Lord Mayor of 
London” Dick, afterwards Sir Richard Whittington. Another man 
of the same sort a little later was the famous William Canynge, of 
Bristol, who made there a large fortune in trading with foreign 
countries. One of the boats of this Canynge was called die Mary 
RedcUJJe, a name as well as his own since associated with the memory 
of the Bristol boy-poet, Thomas Chatterton. 

Below men in such exalted situation the bulk of the merchant 
community throve as best they could. One of the necessities of 
their avocation was constant travelling. They were to be met 
about the roads almost as much as their ])oorcr brothers, the pedlars. 
They also made great use of the watercourses and carried their 
goods by boat whenever there was any possibility. Hence the 
constant interference of the Commons with the erection of new 
mills, weirs, and other hindrances on rivers by lords of the adjoining 
lands. The reasons that merchants preferred such a conveyance 
were that the cost of carriage was less; except for the occasional 
meeting of uncepected locks and weirs, they were more certain than 
on ordinary roads to find before them a clear course; and they were 
better able to protect themselves against robbers. They could not, 
however, go everywhere by water and, willingly or not, they had to 
betake themselves to the roads and incur all the mischances that 
might turn up on the way or at the inn. 

Between the “male” of these chapmen and the mere pack of 
the pedlar the difference is not very considerable; it is not very 
great eitlier if compared to the “male” of the merchant we have 
met before, who travels slowly on account of it, and who is repre¬ 
sented by the poet as the emblem of “men that ben ryche.” So 
that these three links kept pretty close together the chain of the 
itinerant trading community. They all had to go about and to 
experience tiic gaieties or dangers of tlie road, the latter being of 
course better known to the richer sort than to the poor Bob Jakin 
of the day. The reasons for this constant travelling were numerous; 
the same remark applies to merchants of the fourteenth century as 
to almost all other classes; there was much less journeying than 
today for mere pleasure’s sake, but very much more, comparatively, 
out of necessity. We cannot underrate the causes of personal 
journeys which the post and telegraph, with the money facilities 
they have introduced, have suppressed. But besides this considera- 
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tion, in the fourteenth century the staple and fairs were among the 
causes impelling merchants to move about. 

4P. THE SIGNIITCANCE OF ENGLAND’S FOREIGN TRADE' 

In turning now to consider the beginnings of England’s foreign 
trade, we must steadily bear in mind that, though the interest of 
the subject is great, both for the light it ra^ts on the conditions of 
the time and also because of the dominant part which foreign trade 
was destined ultimately to play in English development, its bulk 
was relatively very small lliioiighout the Middle Ages, in comparison 
with the total economic activity of the nation. England remained 
on the whole a self-siifhcing country. Export carried away only 
such surplus raw produce as the land itself did not rcciuire, es])c( iaily 
wool; and import brought chiclly luxuries, siuh as silks, furs, line 
and dyed woollen cloth, and French wines, purcha.sed by a \erv 
limited upircr class, together with the .spices, which rendered more 
palatable the food and drink of the well-to-do. Probably the only 
imported article in general use among the ma.sses of the people was 
the Norwegian tar which was cmi>loycd as dressing for sheep in 
cases of scab; this seems to have been introduced at the end of the- 
thirteenth century. Down to the close of the hliddle Ages, England 
was far inferior to certain other parts of Europe—to the Rhineland 
and to the great cities of North and South Germany on the one side, 
to the Italian republics, such as Genoa and Venice on the other—in 
manufacturing skill, in accumulated capital, in commercial cnterpri.se, 
in knowledge of tlie arts of navigation and of accounting, and in the 
possession of shipping. It evas really only in the seventeenth century 
that England began to compete with the other nations of Western 
Europe on anything like cc|ual terms, and only in the eighteenth 
century that it took the place of Holland and became the great 
carrying and entrepot nation of the world. 

50. THE STAPLERS' 

The staplers were merchants who had the monopoly of exporting 
the principal raw commodities of the realm, especially wool, woolfels, 
leather, tin, and lead, wool figuring most prominently among these 

■Taken by permission from VV. J. Ashley, The Economic Organizolion of 
England, pp. 68-69. (Longmans, Green, & Co., 1914.) 

'Adapted by permission from Charles Gross, The Gild Merchant, I, 14047. 
(The Clarendon Press, 1890.) 
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“staple” wares. The merchants of the staple used to claim that 
their privileges dated from the time of Henry III, but existing records 
do not refer to the staple before the time of Edward I. Previous to 
this reign the export trade was mainly in the hands of the German 
Hanse merchants. 

The staples were the towns to which the above-mentioned wares 
had to be brought for sale or exportation. Sometimes there was 
only one such mart, and this was situated abroad, generally at Bruges 
or Calais, occasionally at Antwerp, St. Omer, or Middleburgh. 
From the reign of Richard II until 1558 the foreign staple was at 
Calais. The list of home staples was also frequently changed. 

The many changes in the location of the staples—especially the 
foreign staples, during the fourteenth century—were often due to 
political rather than to economic considerations, the removal of the 
staple mart being employed by the English king as a weapon of 
coercion or reprisal against foreign princes. 

It is evident that the staple was primarily a fiscal organ of the 
crown, facilitating the collection of the royal customs. It also 
ensured the quality of the goods exported by providing a machinery 
for viewing and marking them; it stimulated commerce by providing 
alien merchants with- a special tribunal and protecting them in other 
ways, “to give courage to merchant strangers to come with their 
wares and merchandises into the realm.” 

It is likewise evident, from the ordinance of 27 Edward III and 
from other records, that the mayor and constables of the home 
staples were public functionaries of the king, originally distinct 
from the municipal authorities, although in course of time it became 
customary in some towns for the mayor of the borough to act ex officio 
as mayor of the staple. 

We are particularly concerned with the organization of the 
staplers as a company or gild. There can be no doubt that they 
constituted one general fraternity or fellowship, although few modern 
writers allude to this fact, and some expressly deny it. Indeed, the 
Company of the Staple of England is still in existence, although it is 
now shorn of all its ancient trade functions, its members assembling 
only to feast together. 

The home staples of England and Wales individually do not 
seem to have constituted separate fraternities, though they often 
acted jointly, as, for example, in electing their mayors and constables. 
In Ireland, on the other hand, during the fifteenth and sixteenth 
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centuries, the staplers of a town were generally incorporated as a 
company or a fraternity. The charter granted by the king to such 
a fellowship generally allowed its members annually to elect a mayor 
and two constables, to make by-laws, to have charge of the king’s 
beam for the weighing of wares, and to take recognizances of the 
staple. It was the custom in some Irish boroughs to appoint the 
retiring mayor of the town major of the staple and the retiring 
bailiffs of the town constables of the staple. 

• The increase of home manufactures and the corresponding 
diminution in the e.xport of wool sapped the foundations of the 
staple system. The prohibition of the e.xport of wool in t66o must 
have given a finishing blow to the staple as an active organism. 
But tliere were still some survivals of the home staples in the first 
half of the present century, and, as I have already pointed out, the 
Company of the Staple of England is still in existence. 

51. THE MERCI 1 .\NT ADVENTURERS' 

It is often assumed that F.nglish foreign commerce was almost 
completely, if not altogether, in the hands of aliens, at any rate 
until the fourteentli century was far advanced. But there are 
grounds for believing that the extent to which* Engli.sh mercliants 
carried on foreign trade and competed with aliens in earlier times 
has been greatly underestimated. They were by no means excluded 
from the export trade, and they had a greater share in the beginnings 
of English commerce than is usually recognized. As early as Stephen’s 
reign the men of Newcastle had tlicir own ships, and one rich burgess 
engaged in trading ventures with his own merchant vessels. 

Among the different groups of English merchants who carried 
native wares to foreign countries the most prominent were the 
Merchant Adventurers, who rose to great commercial importance. 

The Merchant Adventurers were trading capitalists; they were 
engaged in foreign trade and left the internal trade of the country 
in the hands of the livery companies. “ No person of this fellowship,” 
ran an ordinance, shall “sell .... by retail .... nor shall keep 
open shop.” The government of the society appears to have been 
located, not in London, but on the continent. It has been stated 
that the Mercers of London formed the nucleus of the company, 
but in any case the members were drawn from many towns. “The 

‘Adapted by permission from E. Lipson, The Economic History of England: 
The Middle Ages, pp. 486-93. (A. & C. Black, Ltd., 1915-) 



INDUSTRIAL SOCIETY 


114 

Company of the Merchant Adventurers consisteth of a great number 
of wealthy and well-experimented merchants dwelling in divers 
great cities, maritime towns, and other parts of the realm, to wit, 
London, York, Norwich, Exeter, Ipswich, Newcastle, Hull, etc. These 
men of old time linked and bound tliemselves together in company 
for the exercise of merchandise and sea-fare, trading in cloth, kersey, 
and all other .... commodities vendible abroad.” At the end of 
the sixteenth century the Merchant Adventurers were said to number 
three thousand five hundred persons, “inhabiting London and sundfy 
cities and parts of the realm.” The Merchant Adventurers of 
other towns were to all appearance distinct but affiliated bodies. 

The Merchant Adventurers constituted a regulated company, that 
is, membership was open to all who were willing to pay its admission 
fees and acquiesce in its authority. Within its sphere of influence 
the company had a complete monopoly of trade, and no outsider or 
“interloper” w'as tolerated. This monopoly was backed by the 
audiority of the English state. It was intended to develop “a 
well-ordered and ruled trade” in which production was limitcrl, 
prices were high and stable, and commodities W'ere well-wrought. 
This was tire idc.il of mediaeval commerce. The Merchant Staplers, 
for example, prided* themselves on the fact that they had “ kept 
and maintained the prices of tJie said commodity (wool) in utterance 
thereof to the strangers as much as in them hath lain.” Again, the 
Merchant Adventurers claimed credit on the ground that they did 
“keep up the price of our commodities abroad by avoiding an over¬ 
glut of our commodities whereto they trade, .... whereas con¬ 
trariwise when trade is free, many sellers will make ware cheap and 
of less estimation.” The system of chartered companies had certain 
definite advantages. It gave to merchants in the pursuit of their 
trade a recognized status as tlie members of a wealthy and powerful 
company, able to maintain its privileges and to resist oppression. 
It prevented excessive competition among traders, which flooded 
the market with commodities and lowered prices to the benefit of 
foreign buyers. Merchants abroad were forbidden to sell or buy 
secretly; and their transactions were conducted in tlie presence of 
brokers, who were to make a report to the governor and so prevent 
strife or disputes arising among them. It was also the duty of the 
governor to demand evidence from traders that they had paid custom 
duty on English exports. At tlie same time the regulated company 
afforded the government an instrument by which it could direct 
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trade into the proper channels and advance the interests of the 
state as tliey were tlicn understood. Its Rreat drawback was that 
it retarded the expansion of trade; it curtailed competition and 
checked enterprise. It is commonly said in its defence tliat the 
market was limited, and the demand for conmitxlitics fairly stable. 
In so far as this was the case the evil was not perhaps unduly Rreal. 
but it is difficult to determine how far opportunities for individutil 
enterprise and initiative were restricted to the real detriment of the 
oversea trade. The enemies of the chartered company were the 
interlopers who were outside their fellowship, but “intermeddled ' 
with their trade. They appetilcd to the traditional “Knplishman''. 
liberty” and defied tlie Adventurers’ monopoly. Their activitie- 
were most marked in the seventeenth century, but they w'ere alrcaib 
in e.xistence in the si.xteenth. 

52. MEDIAEVAL AND EARLY MODERN BUSINF.SS 
ASSOCf.ATIONS' 

The need of association was felt especially in the Middle A(;( s 
because it was ncccss.'iry that a merchant or his representative should 
accompany his wares on the road. It was often difificult for a met 
chant to look after a commercial venture in petsoii; he could not 
trust it to a hireling; and the slight development of the carrying and 
commission profession made it impossible for him to leave it to a 
class of persons who nowadays make it their business to attend to sm h 
matters. The merchant would choose by itrcference a mendter of his 
family, and f.amily partncrshi])s were the prevailing form of association 
at first. With the growth of commerce, however, greater freedom of 
association was demanded, and the group ceased to be limited by 
considerations of relationship. 

By joining together, two or more men could follow dilTerent lines, 
one would stay at home while another could accom|)any the wares, 
and perhaps still another could attend to sales in a distant city. Ihe 
advantages of this are apparent, and of not less imporbincc are the 
benefits arising from the better utili/ation of capital. A person who 
had accumulated wealth, but who, on account of advanced age, 
physical disability, or other circumstance, could not himself employ 
it in commerce, would join with him a man who contributed to the 
enterprise the necessary business activity. 

'Adapted by permission from Clive Day. A llisloryof Commerce, pp 115-17, 
143-48. (Longmans, Green, & Co., 1912.) 
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Capitalists gained also in another way, for they were enabled by 
association to share the risks of an enterprise. A man who put all 
his money into one ship or cargo ran the risk of being ruined; the 
dangers in the path of commerce were by no means slight. By 
distributing his capital in a number of enterprises, however, as could 
easily be done if he entered into association with others, he could hope 
to make up for any probable loss by the profits of his successful 
ventures, and can be regarded as insuring himself. We find, in fact, 
that the shipping business was for the most jiart carried onjn this wAy. 

Commercial association took ordinarily the form of a “com- 
menda” (Latin commendare, entrust). The “commendator” ecu- 
tributed capital in the form of money, wares, or a ship, while the other 
party, called the “ tractator, ” contributed only his personal services to 
the enterprise, of the profits one fourth went to the tractator and 
the remainder to the commendator. The tractator who saved his 
earnings could in time also contribute ca|)ital, and was given a greater 
share of the profits and more freedom in conducting the business. 

The commenda, corresponding to a “silent partnership,” was 
older and of more importance in commercial undertakings than the 
ordinary partnership of the present day, but the latter form of 
association grew up' also at this time, and was used in commerce as 
well as in industry. The joint-stock corporation belongs in its 
important applications to a later period. 

The different forms of partnership developed especially in Italy 
in the last few centuries of the Middle Ages, when the growth of 
commerce was most rapid, and they became e.xtraordinarily extensi\ e 
and important. From Italy the practice of association spread to the 
North of Euroiie, and it became practically universal in commercial 
undertakings. 

We have now to study the rise of great companies which form a 
connecting link with the corporations and trusts of the present day. 

Among the reasons for the rise of great commercial companies the 
following are to be noted: (i) Distant commerce was exposed con¬ 
stantly to armed attack. It was essentially military in character, and 
required for successful prosecution greater military force than a small 
group of men could afford. (2) Partly because of dangers suggested 
above, partly because of the natural perils of the sea under the con¬ 
ditions of navigation at the time, partly because of tlie very novelty 
of the trade, distant commerce was very hazardous. If five men sent 
out a ship they might make a great fortune, but they might lose 
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everythmg. If they associated themselves with ninety-five others 
and together sent out twenty ships they were pretty sure to lose some 
of these, but they were pretty sure to make from the other ships 
enough to return large profits. 

It was natural, under the circumstances, that associations of men 
should spring up for carrying on commerce in distant jiarls. We must 
note further, however, that these associations were required by Euro¬ 
pean governments, that a certain field was assigned to each company 
in which it was given a monopoly, and that in this field trtide by 
individuals and by other associations was prohibited. The reasons 
for this course were, in brief, as follows; 

1. The peoples of distant countries did not distinguish between 
individual merchants. As all Chinamen look alike to us, so all 
Englishmen or even all Europeans were alike to them. An unscru¬ 
pulous trader who cheated, robbed, or killed a native, csra[)ed the 
consequences of his crime and left them to be borne by his countrymen 
who sought later to carry on the trade. The home government could 
not punish such offences, and it could not afford to let them continue. 
It secured, therefore, that a man proposing to trade to a distant 
country should have an interest in the permanent welfare of the trade, 
by making him contribute money to the associfltion and subscribe 
to its rules. 

2. The government could diminish the risks of distant commerce 
by assuring merchants who sjtent money in building up a trade that 
they should not be deprived of the fruits of their laljoiirs by newcomers 
who had made no sacrifices. It seemed as proper to encourage in 
this way the investment of capital in commerce as to encourage 
investment in manufactures by granting patents. 

3. Finally, governments were led naturally to apply the prevalent 
ideas of gild regulation to distant commerce, and found some [jractical 
advantages in doing this; it was easier to ta,x and to regulate an 
association of men than a number of individuals. 

Many of the objects enumerated above could be obtained by 
union in what was called a “regulated company.” The regulated 
company had a monopoly of a certain field of trade, and established 
regulations which were binding on the members trading in that field. 
Everyone, however, who secured admission by paying the entrance fee 
and promising obedience to the rules, traded thenceforth with his own 
capital, and kept his profits for himself; there was no pooling of capi¬ 
tal or profits. The character of such a company may be suggested 
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to readers by the organization of the modem stock exchange. No 
one who is not a member can trade on the exchange, and every 
member is bound to follow certain rules in his dealings, but every 
member keeps his capital and profits distinct from those of the others. 

The regulated company was at best a loose association. Individ¬ 
ual traders had no greater interest in it than the amount of their 
entrance fees, and regarded their momentary individual interests as 
more important than the permanent interests of the group. This 
weakened the control of the company over the associates, and rendered 
difficult the prevention of abuses. A strong and active policy was 
hardly possililc, moreover, when associates kept the bulk of their 
capital in their own hands, and could withdraw in periods of adversity, 
so that the resources available to push the interests of the association 
diminished when most needed. 

The problem set before Europe in this condition of affairs was as 
important as it was difficult. Tlie future of European commerce, 
even of European civilization, depended on some solution which 
would make from the individual impulse to gain, the instinctive 
selfishness of every man, a collective force which would enable a 
number of men to work for gain together. 'I'lie partnership had 
united tlie intcrests'of a very few men, simplifying the problem by 
starting with members of the same family, who were naturally bound 
together. The relation of merchant and factor was another move in 
the right direction, as it united in loyal support of each other two men 
separated by considerable distance, and with no other common interest 
than that of their business. The principle of association must, 
however, be c.xtcnded far beyond the bounds of factorship, or partner- 
shi[), or of the regulated company, if Europe was to rise to the opportu¬ 
nity presented by trade with distant countries. 

The problem, reviewed briefly, was to get: (a) a permanent stock 
of capital, (A) so large that it must be contributed by a very consider¬ 
able number of people, (c) under the management of a few people 
who would employ it efficiently and for the advantage of all the 
contributors. Tlie solution was the joint-stock company. Early 
e.xamples of'this form of association arc to be found in Italy, but it 
developed north of the Alps only after the founding of the Dutch and 
English East India companies about 1600. 

Let us see how the stock company meets the demands for an 
improved form of association which were imperative at this time 
(i) It insures permanence of operation. Individual stockholders 
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or managers may die, but the company does not die witli them; 
their places are fdicd, and the com])any continues with its original 
capital. (2) The contributor does not, like a partner, need to be a 
business man; docs not, like a silent partner, need to ha\e csiwcial 
trust in the person of the managers. The contributor may be a 
foreigner, a child, or a woman, ami the sources from which capital 
may be drawn are thus iininensely CKtended. (3) Capitalists of every 
class arc willing to contribute to the undertaking becau.se of the 
pechliar safeguards which this form of association offers to them. 
In the first place, though the investment is permanent, from the 
standpoint of the company, and so enables the management to carry 
out far-sighted plans, yet it endures, from the standpoint of the 
individual subscriber, only .so long as he pleases. The system of 
transferable shares enables a stoekholder to sell out his interest at 
any time, and so change his investment. In the second place, the 
stockholders have a voice in the m.inagement of the company pio 
portionatc to their interest in it. They choose the jiersons to whom 
they will intrust the active direction of affairs, recinire peiiodical 
reports on the course of buMiiess from the managing directors, aial 
have the iiower to change the clirectors if the conduct of affairs is not 
satisfactory. ’ 

The reader would err if he assumed that all the advantages 
suggested above were secured immedialely on the founding of the 
first stock companies. E.xperiments of various kinds were tried at 
the start, and only gradually did the com[)anies take the form which 
they have assumed in modern law. The English East India Company, 
for instance, which was founded in 1600 as a regulated company, 
was made over into a joint-stoc. k com]iany by degrees, and could not 
be regarded as permanently established on this basis for over fifty 
years. Generations of bitter experience were required to teach 
people the possible dangers as well as the possible benefits of this form 
of association. 

Incompetence and corruption were prevalent in the management 
of affairs. The worst abuses of our modern corporations give one 
but a faint idea of the enormities that were peqtctrated in the early 
period of joint-stock history. In spite of all, the joint-stock companies 
accomplished the purpose for which they were created; they attracted 
capital at home, stimulated the prosecution of a definite policy 
abroad, and e.xtcndcd commercial interests as individuals or other 
forms of a.ssociation would have been unable to do. The American 
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reader may remember that Virginia was founded and Massachusetts 
was developed by joint-stock companies. Other forms of association, 
especially partnership, were more suitable for many purposes, and 
increased constantly in number; but alongside them several hundred 
stock companies grew up in Europe of which perhaps a hundred were 
founded to develop great commercial and colonial undertakings. 

53. MEDIAEVAL CURRENCY- 

One of the serious obstacles to the development of commerce 
was the character of the currency in the various countries of Europe. 
Assuming that the reader appreciates the importance of money as 
facilitating the operations of exchange and knows the qualities of 
good money, we may confine ourselves to pointing out some of the 
characteristic faults of mediaeval currency. 

1. Merchants could not rely upon the government to maintain 
the standard of value. In many countries the kings debased the 
coinage again and again to secure the means of carrying on war or 
paying public expenses of other kinds. Every debasement, as it 
left the coins with less pure metal, lowered their purchasing power 
and raised prices; many innocent people suffered, and everybody 
grew reluctant to make bargains and contracts. 

2. In many countries, especially those on the Continent, the 
privileges of the great feudal lords included the right to keep a mint 
and to issue coins. The central government restricted this right as 
it grew stronger, but in general the currency of mediaeval Europe 
was made up of a vast variety of coins of standards even less reliable 
than that of the king’s coinage. There was danger that a coin, 
even if it was of good weight, could not be passed at its full value 
outside the locality where it was minted. 

3. Even in countries like England, where feudal coinage was 
put down and where debasement by the government was excep¬ 
tional, counterfeits were not rare, and the clipping of coin was 
very common. 

These characteristics of mediaeval currency made the money¬ 
changer a necessary figure in the commercial world; he was to be 
found everywhere, even in the small towns, buying and selling the 
various coins in circulation. 

* Adapted by permission from Clive Day, A History of Commerce, pp. iiS-ai. 
(Longmans, Green, & Co., 1912.) 
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In Italy, also, the money-changers developed other forms of 
banking. As they were dealers in money, business men in want of 
capital for their operations naturally sought it of them. The money¬ 
changers might lend it from their own stock or act as brokers and 
secure the money from some man who had a surplus. The short 
step from this to the common form of modern banking was made 
when merchants deposited their surplus cash with the money-changer, 
and lie had thus a considerable stock which he could lend so long as 
he kept sufficient reserve to meet the demands of depositors. It 
soon became unnecessary for money to pass at all in large transactions. 
A man could get a loan from a bank simply by having a deposit 
ascribed to him on the books and could assign this loan to others 
as lie chose to pay it out. The characteristic danger of banking, 
the attempt to make a great deal of credit out of a Little capital, 
appears early in Italy, with its results of failures and crises. The 
advantages of the banking system, how'cver, the economizing of 
time and money, and the facilitating of business operations ivere so 
clear that lianking kept its place and spread, toward tlie close of the 
Middle Ages, from Italy to other countries. 

54. THE LAW MERCHANP 

The law by which the commercial life of the mediaeval trader 
was governed was not tlie common law of tlie land but the law mer¬ 
chant, aptly termed by Maitland “the private international law of 
the Middle Ages,” and identified by a fifteenth-century chancellor 
with the law of nature. 'This was a special body of legal usages and 
doctrines binding on merchants throughout Europe in their mer¬ 
cantile relations. While at the outset a uniform system of law was 
only gradually develojjed out of the conflicting practices of the 
different localities, there ultimately grew up a definite body of law 
distinct from common law and of international bearing. It had 
several well-defined features, and foremost among these tlie author 
of a treatise on the Lex Mercatoria places the summary nature of 
its procedure. Again, it was unwritten, customary law, created by 
the merchant “out of his own needs and his own views,” though to 
some e.xtent it may have come under the influence of statute law. 
In certain respects it openly diverged from the common law of the 
land and in some degree anticipated modern commercial practices. 

' Adapted by permission from E. Lipson, The Economic History of England; 
The Middle Ages, pp. 224-32. (A. & C. Black, Ltd., 1915.) 
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Especially characteristic was the payment of a God’s penny to bind a 
purchase; once the parties to a contract had paid “earnest"orassur¬ 
ance money, neither could withdraw from it. Its principle appears 
to be that of the Jcsluca, or symbol of posses.sion, which tlie seller of 
land handed to the purchaser in token of the change of ownership. 

Another mercantile in.stltution was that of pronilssor)’ notes, an 
institution of extreme importance in the development of trade and 
finance. The procedure of mercantile law was still often formal and 
m.afked by the retention of antiquated survivals. Thus in 1287 the 
party to a suit at the fair of St. Ives lost his case becau.se one of the com¬ 
purgators in taking the oath made a slip in the name, sa\ ing Robert 
for Henry. None the less, in certain directions there was a departure 
from establi.shcd usage. Notably was this the ca^e in the production 
of proof by tally, or by evidence based on the e.xamination of u it nesses 
in the open court, while professional pleadcis were afforded sco[)c for 
their activities. For these various reasons the |)iepowdcr court, and 
the law which it administered, merit the most considerable attention. 
Throughout the Middle Ages and beyond England was covered 
with a network of courts, which in number and energy were scarcely 
inferior to the rural courts of the townships. At the same time they 
must have contributed enormously to the consolulation of a body of 
mercantile law, which in its turn has been an important source of 
modern jurisprudence. 

The holding of a piepowder court was not the jirerogative of 
the fairs alone. They were often set up in boroughs to provide 
e.xpeditious justice “for merchants and foreigners passing through’’ 
in matters affecting “covenants, contracts, trespasses, and debts.” 
The promise of speedy justice was one of the concessions extended 
to aliens in the Carla Mercaloria (1303). Cambridge held a court 
“between merchants and merchants concerning their merchandises” 
from day to day and from hour to hour, according to the exigencies 
of the complaint. London also took measures to facilitate speedy 
judgment in order that foreign merchants might not be delayed by 
a long series of jilcadings. 

The president of the court was the mayor or bailiff of the borough, 
or the steward where the franchise was not under municipal control. 
With the president, who executed the judgment of the court, was 
associated a varying number of assessors who helped to administer 
justice, and in cases affecting alien merchants half of them were 
drawn from aliens present at the fair. These assessors were 
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themselves merchants, and in accordance with mediaeval procedure 
they were the suitors who gave the verdict and, whenever difficulties 
arose, declared the law. There was commonly, though not invariably, 
an appeal from their judgment to the supreme courts. The com¬ 
petence of the court covered a great variety of pleas arising from 
debts, contracts, trespasses, breaches of the assizes of bread and ale; 
sometimes it also extended to pleas of land, but pleas of the Crown 
were excepted. Besides commercial litigation, it dealt with the 
collection of tolls and the maintenance of jieace and order. OtTencIers 
were presented for assault, for opprobrious epithets, and for undue 
encroachment, for example, “annoying the beast market with carts.” 

55. EVILS RESULTING FROM A LACK OK COMMERCE' 

It will be well to consider the results of a system which was 
based on the lack of commerce. With regard to the maii\ product, 
food staples, the result was an alternation of waste and want. A 
good year brought a surplus for w'liich there was no market outside 
the village, and which could not be worked up inside for lack of 
manufacturing skill and implements. A bad harvest, on the other 
'land, meant serious suffering, because there was no opportunity to 
buy food supplies outside the manor and bring them to it. Nearly 
every year was marked by a famine in one part or another of a 
country, and famine was often followed by irestilence. Diseases 
now almost unknown in the civilized world, like leprosy and ergotism 
or St. Anthony’s lire, w'ere not infrequent. The food at best was 
coarse and monotonous; the houses were mere hovels of boughs 
and mud; the clothes were a few garments of rude stuff. Nothing 
better could be procured so long as everything had to be produced 
on the spot and made ready for use by the people themselves. Finally, 
these people were coarse and ignorant, with little regard for personal 
cleanliness, and with practically no interests outside the narrow 
bounds of the little village in which they lived. 

56. MEDIAEVAL VS. MODERN TRADE AND INDU.STRV 

In comparing the conditions of trade and industry inside the 
towns with diose of the present day, very wide differences appear. 
Commonplaces of this century, such as capital, labour, employer, 

' Adapted by permission (rom Clive Day, A History of Commerce, p. 36. 
(Longmans, Green, & Co., 1912.) 

'Taken by permission from G. T. Warner, Lamlmarks in English Industrial 
History, pp. 60-62. (Blackie & Son, Ltd , 1912.) 



MEDIAEVAL INDUSTRIAL SOCIETY 


IJ3 

Especially characteristic was the payment of a God’s penny to bind a 
purchase; once the parties to a contract had paid “earnest"orassur¬ 
ance money, neither could withdraw from it. Its principle appears 
to be that of the Jcsluca, or symbol of posses.sion, which tlie seller of 
land handed to the purchaser in token of the change of ownership. 

Another mercantile in.stltution was that of pronilssor)’ notes, an 
institution of extreme importance in the development of trade and 
finance. The procedure of mercantile law was still often formal and 
m.afked by the retention of antiquated survivals. Thus in 1287 the 
party to a suit at the fair of St. Ives lost his case becau.se one of the com¬ 
purgators in taking the oath made a slip in the name, sa\ ing Robert 
for Henry. None the less, in certain directions there was a departure 
from establi.shcd usage. Notably was this the ca^e in the production 
of proof by tally, or by evidence based on the e.xamination of u it nesses 
in the open court, while professional pleadcis were afforded sco[)c for 
their activities. For these various reasons the |)iepowdcr court, and 
the law which it administered, merit the most considerable attention. 
Throughout the Middle Ages and beyond England was covered 
with a network of courts, which in number and energy were scarcely 
inferior to the rural courts of the townships. At the same time they 
must have contributed enormously to the consolulation of a body of 
mercantile law, which in its turn has been an important source of 
modern jurisprudence. 

The holding of a piepowder court was not the jirerogative of 
the fairs alone. They were often set up in boroughs to provide 
e.xpeditious justice “for merchants and foreigners passing through’’ 
in matters affecting “covenants, contracts, trespasses, and debts.” 
The promise of speedy justice was one of the concessions extended 
to aliens in the Carla Mercaloria (1303). Cambridge held a court 
“between merchants and merchants concerning their merchandises” 
from day to day and from hour to hour, according to the exigencies 
of the complaint. London also took measures to facilitate speedy 
judgment in order that foreign merchants might not be delayed by 
a long series of jilcadings. 

The president of the court was the mayor or bailiff of the borough, 
or the steward where the franchise was not under municipal control. 
With the president, who executed the judgment of the court, was 
associated a varying number of assessors who helped to administer 
justice, and in cases affecting alien merchants half of them were 
drawn from aliens present at the fair. These assessors were 



126 


INDUSTRIAL SOCIETY 


E. Social Control of Industrial Activity 

See also 378, Conscious and Unconscious Social Control. 

57. THE POWER OF THE CHURCH AS AN AGENCY OF 
CONTROL- 

We must now consider the mediaeval Church as a completed 
institution at the hci^lit of its power in the twelfth and thirteentli 
centuries. 

The mediaeval Church was very different from modern churches, 
whether Catholic or Protestant. 

1. In the first place, every one was required to belong to it, just 
as we all must belong to the state today. One was not bom into the 
Church, it is true, but he was ordinarily baptized into it before he had 
any ojunion in the matter. All western Europe formed a single 
religious association, from which it was a crime to revolt. To refuse 
allegiance to the Church or to question its authority or teachings was 
reputed treason against God and was punishable with death. 

2. The mediaeval Church did not rely for its support, as churches 
usually must today, upon the voluntary contributions of its members. 
It enjoyed, in addition to the revenue from its vast tracts of lands and 
a great variety of fees, the income from a regular ta.x, the tithe. Those 
upon whom this fell were forced to pay it, just as all must now pay 
taxes im])Osed by the government. 

3. It is obvious, moreover, that the mediaeval Church was not 
merely a religious body, as churches are today. Of course, it main¬ 
tained places of worship, conducted devotional e.xercises, and culti¬ 
vated the spiritual life; but it did far more. It was, in a way, a state, 
for it had an elaborate system of law and its own courts, in which it 
tried many cases which arc now settled in our ordinary tribunals. It 
had also its prisons, to which it might sentence offenders to lifelong 
detention. 

4. The Church not only performed the functions of a state; it 
had the organization of a state. Unlike the Protestant ministers of 
today, all churchmen and religious associations of mediaeval Europe 
were under one supreme head, who made laws for all and controlled 
every church officer, wlierever he might be, whether in Italy or Ger¬ 
many, Spain or Ireland. The whole Church had one official language, 

' Adapted by permission from J. H. Robinson, An Introduction to the History 
oj Western Europe, pp. 201-2. (Ginn k Co., 1903.) 
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Latin, in which all communications were dispatched and in which its 
services were everywhere conducted. 

58. THE CHURCH AND BUSINESS ACTIVITY' 

Tlie teaching of the Gospel as to worldly goods had been uninis- 
lakable. It had repeatedly warned men against the |)ursuit of we.ill h, 
which would alienate them from the service of God and choke I lie 
good seed. It had in one striking instance associiited spiritual per¬ 
fection with the selling of all that a man had that he might give it to 
the poor. It had declared the poor and hungry blessed, and had 
prophesied woes to the rich. Instead of :in\ious thought for the food 
and raiment of the morrow, it had taught trust in God; instead of 
selfish ajipropriation of whatever a mtin could obliiin, a charity winch 
gave freely to all who asked. And iji the members of the e.irliest 
Christian Church it presented an example of men who gave up theii 
individual possessions and had all things in common. 

We cannot wonder that, with .such lessons before them, a .salutary 
reaction from the self-seeking of the pagan world sh(nd<l have led the 
early Christian Fathers to totally condemn the i)ursuit of gain. It 
took them further—to the denial to the individual of the right to do 
what he liked with his own, even to enjoy in lu.xury the wealth he 
posse.ssed. The highest moral and legal philosophy of the ancient 
world strengthened this purely religious feeling by bringing to its 
aid the doctrine of a “ law of nature.” 

If, however, to seek to enrich one’s self was sinful, was trade 
itself justifiable? This was a ciucstion which troubled many con¬ 
sciences during the Middle Ages. On the one hand, the benefits 
which trade conferred on society could not be altogether overlooked, 
nor the fact that with many traders the object was only to obtain 
what sufficed for their own maintenance. On the other hand, they 
saw that trade was usually carried on by men who had enough already, 
and whose chief object was their own gain. ‘‘If covctousne.ss is 
removed,” argues Tertullian, ‘‘there is no reason for gain, and, if 
there is no reason for gain, there is no need of trade.” Moreover, as 
the trader did not seem himself to add to the value of his wares, if 
he gained more for them than he had paid, his gain, said S. Jerome, 
must be another’s loss; and, in any case, trade was dangerous to the 

'Adapted by permission from VV. J. Ashley, An Introduction to En^hsh 
Economic History and Theory: The Middle Ales, pp. 126-32, i 5 S-* 3 - (Longmans, 
Green, & Co., 1892.) 
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E. Social Control of Industrial Activity 

See also 378, Conscious and Unconscious Social Control. 

57. THE POWER OF THE CHURCH AS AN AGENCY OF 
CONTROL- 

We must now consider the mediaeval Church as a completed 
institution at the hci^lit of its power in the twelfth and thirteentli 
centuries. 

The mediaeval Church was very different from modern churches, 
whether Catholic or Protestant. 

1. In the first place, every one was required to belong to it, just 
as we all must belong to the state today. One was not bom into the 
Church, it is true, but he was ordinarily baptized into it before he had 
any ojunion in the matter. All western Europe formed a single 
religious association, from which it was a crime to revolt. To refuse 
allegiance to the Church or to question its authority or teachings was 
reputed treason against God and was punishable with death. 

2. The mediaeval Church did not rely for its support, as churches 
usually must today, upon the voluntary contributions of its members. 
It enjoyed, in addition to the revenue from its vast tracts of lands and 
a great variety of fees, the income from a regular ta.x, the tithe. Those 
upon whom this fell were forced to pay it, just as all must now pay 
taxes im])Osed by the government. 

3. It is obvious, moreover, that the mediaeval Church was not 
merely a religious body, as churches are today. Of course, it main¬ 
tained places of worship, conducted devotional e.xercises, and culti¬ 
vated the spiritual life; but it did far more. It was, in a way, a state, 
for it had an elaborate system of law and its own courts, in which it 
tried many cases which arc now settled in our ordinary tribunals. It 
had also its prisons, to which it might sentence offenders to lifelong 
detention. 

4. The Church not only performed the functions of a state; it 
had the organization of a state. Unlike the Protestant ministers of 
today, all churchmen and religious associations of mediaeval Europe 
were under one supreme head, who made laws for all and controlled 
every church officer, wlierever he might be, whether in Italy or Ger¬ 
many, Spain or Ireland. The whole Church had one official language, 

' Adapted by permission from J. H. Robinson, An Introduction to the History 
oj Western Europe, pp. 201-2. (Ginn k Co., 1903.) 
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doctrines especially did they insist—that wares should be sold at a 
just price, and that the taking of interest was sinful. They enforced 
them from the pulpit, in the confessional, in the ecclesiastical courts; 
and we shall find that by the time that the period begins of legislative 
activity on the part of the secular power, these two rules had been so 
impressed on the consciences of men that Parliament, municipality, 
and gild endeavored of their own motion to secure obcilience to them. 

Now, speaking generally, it may be said that during the period 
troifl the eleventh to the fourteenth century there was but a very small 
field for the investment of capital. In the trading centres there were, 
indeed, during the later part of the period, occasional oiiportunitics 
for a man to take part in a commercial venture, and no obstacle was 
put by the Church or public opinion to a man’s investing his money 
in this way when no definite interest was stipulated for, but he became 
a bona fide partner in the risk as well as the gaiji. But such oppor¬ 
tunities were very rare. We must not forget that Kngland was, 
almost entirely, an agricultural country and that its agriculture was 
carried on under a customary system which gave little opportunity 
for the investment of capital. Even in the rising manufactures of 
the time there was little room for “enterprise” or “e.vtcnsion of busi¬ 
ness”; the demand was too small, the available'workmen too few, 
for any such rapid increase in production as we are nowadays familiar 
with. Under such circumstances, when money was borrowed, it 
was usually to meet some sudden stress of misfortune or for “unpro¬ 
ductive” expenditure, e.g., by a knight to go on crusade or by a 
monastery to build a church. 

In some cases like these it seemed unjust that a person possessing 
money which he could put to no productive use himself should make 
gain out of the necessities or piety of another. Ami)le security was 
usually given for the return of the money lent; and as the alternative 
to lending was that the money remained idle in the hands of its posses¬ 
sor, he was in just the same position when his money came back to 
him as if he had never parted with it. Surely, under these circum¬ 
stances, we cannot blame the moralists who thought that the evils 
of usury were so great that they did well to prohibit the payment of 
interest altogether. And such an opinion was likely to be strength¬ 
ened by the grievous results before their eyes of such usury as was 
permitted—that exercised by the Jews. The Jews of history were 
not cringing cowards, but too often merciless bullies, confident of the 
royal protection. We can hardly blame them. They were shut out 
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by law or prejudice in almost every country from engaging in agri¬ 
culture, industry, or commerce, and were thus almost driven to trade 
in money. 

It is scarcely denied by competent modern critics that, at some 
period at any rate, during the Middle Ages there was such an absence 
of opportunities for productive investment as relatively to justify 
this strong prejudice against interest; the only difference of opinion 
is as to how late that period reaches. One writer is of opinion that 
even before the twelfth century the economic condition of things was 
such that the papal decrees could not possibly meet with obedience: 
he can only regard llie ellort of the Church as a vain struggle against 
irresistible tendencies. To another the prohibition seems justifiable 
far into the fifteenth century. On the one hand, it is clear that the 
growth of cotnmerce from the thirteenth century onward must, by 
widening the field for profitable investment, have lessened the injus¬ 
tice of taking interest. 

We must, however, notice the application of the prohibition to 
cases other than money loans. 'I'he repayment of a loan together 
with interest in money had, of course, been the first subject of prohi¬ 
bition, but even the Fathers of the fourth and fifth centuries had 
rebuked those wdio pretended that usury consisted only in taking 
money interest. If )'ou lend money to a man, e.xpecting to receive 
from him more than you have given, whether it is in money or in corn, 
w'ine, oil, or anything else, you are a usurer, says S. Augustine. 

The transition was easy from usury, strictly so called, to usurious 
practices in ordinary trade. Thus all payment of money in return 
for the itivin!; of craiil all bargains in which goods were sold at a 
price higher than their real value in consideration of the seller’s having 
to wait some time before he was paid -were deemed usurious. For 
it was the same as if the seller were to charge interest for lending the 
goods themselves, or the a iioiint of money which was the just piice 
of the goods, to the buyer for the period during which the seller 
waited for payment. 

It is ea.sy to see how the theory of usury, when it had once been 
developed to tliis [loint, would come to be interwoven with the theory 
of just price, until the one could in many doubtful cases be brought 
to strengUien the other. It will be worth while to conclude this section 
with two quotations which show' how the teaching was presented in a 
popular form. The following is taken from the Ayenbite of Inwyt, a 
sort of manual for confessors, of w'ide use in the later Middle Ages, 
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itself a translation made in 1340 by a certain Dan Michel, a monk 
of Kent, from a French treatise written in the previous century: 
“The eighth bough of Avarice is chaffering, wlierein men sin in many 
ways, for worldly gain, and especially in seven wa>’s. The first is to 
sell things as dear as one can, and buy things as chcair as one can 
The next is lying, swearing, and foreswearing, the higher to sell iheii 
wares. The third is bv weights and measures, and that may be in 
three ways: the first when a man has (livers weights or divers meas¬ 
ured, and buys by the greater weights or measures and sells by the 
lesser; the second when a man has light weights and measures but 
makes an untrue use of them, as when taverners till a measure with 
scum; the third wlien in weighing a thing it is made to appear heaviei 
than it is. The fourth manner of sin in chatfering is to sell to lime 
[referring doubtless to such salc^ on credit as luu e just been cxplainedl 
The fifth manner is to sell otherwise than one halh showed before, as 
the scriveners do who begin with words fairly wiiUeii. The si.xlh 
is to hide the Irulh about the thing one sells, as to horsede.ders. And 
the seventh is to conlrixe that the thing sold should a|)pear belter 
than it is; as when cloth-dealers sell their cloth in a dim light.” 
Usury is also divided into seven kinds. “ 1 he tiist when a loan is 
made in money, and the lender receives profits in hioney, or in liorses, 
or corn, or wine, or fruits of the land which he takes 111 pledge, over and 
above the cajiital .sum, and without reckoning them as part payment 
What is worse, a creditor will soiiietinics demand payment seveial 
limes in a year, to raise the rate of usury, even when at each term he 
receives a gift; and he will often turn the interest into the |)riiicipal 
debt These are usuries evil and foul. The courteous lender is he 

that Icndelh without making bargains for [iiolit.The ne,\t 

manner of usury is that of those who do not lend themselves, but 
retain what their fathers, or those whose wealth they have inherited, 
have received through usury. I he third way is that of those who are 
ashamed to lend with their own hand, but lend through llieir servants 
or somebody else. They are thus master money-lenders; and of such 
sin those great ones are not free who supiiort Jews and other usurers, 
that destroy the country, receiving from them the random money of the 
goods of the poor. The iie.xt way is that of those who Ijorrow at a low 
rate of interest themselves and lend at a greater -the little usurers. 
The fifth manner is when a man sells a thing for more than it is worth 
at the time; or, w'hat is worse, when he sells at a lime when his wares 
are greatly needed for twice or thrice as much as they are worth. 
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Such trade is ruinous to the knights who follow tournaments; they 
get from them their estates in pledge and never release them. Others 
buy articles, such as corn or wine, for half as much as they are worth, 
and sell them for more than twice as much as they are worth; or 
buy them in harvest time, or when they are especially cheap, with 
intent to sell them again when tliey are dear, wishing for a time of 
scarcity; while others, again, buy corn in Uie blade, and vines in the 
flower. The sixth manner of usury is to lend money to merchants 
on condition that they shall share in gains but not in losses. . : . . 
.And finally the seventh manner is that of those who lend a little to 
their poor neighbours when they arc in need, on condition that they 
shall work for them, and get out of them three pennyworth of work 
for every penny they have lent.” 

59. I’AIR DEALING AND FAIR PRICE- 

bo far as the affairs of individual workers or dealers came bcfoi e 
the courts they, of course, tried to do what was fair between man and 
man; and in their customs we find the record of their practical wisdom 
and experience. They had not necessarily a very high ideal of Chris¬ 
tian duty, and their gild merchants do not appear to have had the 
religious side of li'ic very markedly developed; but they felt that 
‘‘honourable thing was convenable” for the men of the town, and 
they tried to enforce what was fair as to a day’s work and a day’s 
pay and to secure that transactions should be conducted on reasonable 
terms—that the buyer should pay a reasonable sum for an article 
on which the seller made a reasonable profit. But we must again re¬ 
member that, though the courts and their customs embodied this view, 
it was not necessarily the line taken by each individual tradesman. 
'I'he mediaeval craftsiiian would scamp his work, and the mediaeval 
merchant try to pass off inferior articles at high prices, but we only 
hear of him when he was found out. The ordinances of gilds and 
regulations of towns set a standard to which the honest citizen would 
wish to conform, so that he might hold an honourable place in the 
town; the rules would thus affect personal morality favourably. 
But if all men had lived up to a high ideal and done their work in the 
best way from mere love of it, there would have been no need of either 
craft gilds or ordinances to keep them up to the mark. 

* Adapted by permission from W. Cunningham, The Growth of Englhh In¬ 
dustry and Commerce: Early and Middle Ages, pp. 228-35. (The Cambridge Uni¬ 
versity Press, 1890.) 
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In the attempt to do the fair thing between man and man many 
regulations were framed on matters which we now allow to take their 
own course. At the same time there is an obvious advantage in 
thinking out the fair price and settling it where this can be done. 
There is a distinct advantage in having an authoritative tariff as 
to the reasonable cab fare, and the maintenance of regulations in 
regard to those vehicles does not, in all probability, interfere with the 
prosperity of the trade; so long as the regulations arc wise, they 
subserve the comfort of the public and the good of tlie trade. In the 
circumstances of mediaeval commerce, when there were comparatively 
slight fluctuations in the conditions for the sui)ply of manufactured 
goods, and labour was such a very important element in the cost of 
production, it was almost as easy to frame similar regulations for 
reasonable transaction in trades of all sorts as it is to fix rates for 
cab hire in the [ircsent day. 

There were of course varieties of season, and the food suiipl)- was 
necessarily drawn from a comiiaratively limited area, so that a loi al 
scarcity would affect prices more than it does in the present day. 
The price of corn was necessarily left to be settled by competition, 
and all that could be done was to try and ensure that this competition 
should be public, and that there should be no attempts to make a 
profit by speculative transactions or by creating an artificial scarcity; 
prohibitions of engrossing and retailing had this objeit in view. 
Common folk had a strong suspicion that the man who was able to 
secure a monopoly by engrossing or by buying up the available supply 
of any article would retail on terms that were to his own profit, but 
not to the advantage of the community. But when the price of corn 
had adjusted itself by “the higgling of the market,” a sliding si ale 
could be used to adjust the price of bread, so that the baker might 
recoup his expenses and get a fair profit, while the public would be 
supplied at rates which were not excessive. This sliding scale was 
known as the Assize of Bread; it was certainly framed in the time 
of Henry II, but this need not have been the first attempt at formu¬ 
lating it. 

When the price of food was thus known it was possible and 
“reasonable” to assign rates of wages; in the time of Henry II wages 
were apparently intended to vary along with the price of bread, and 
in and after the time of Elizabeth this scheme was carried out with 
more or less success by the justices of the peace; at other times the 
authorities were content with fixing a maximum rate. 

« 
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Some attempt was also made at enforcing a standard of quality 
in the goods exposed for sale; we read of an assize of cloth in the time 
of Richard 1 . This might have been devised with a view to the pro¬ 
tection of the purchasers of imported cloth, but it would also serve 
as a standard for the weavers, as the manufacture was gradually 
developed in England and Wales. 

The municipal courts enforced what was fair as a matter of policy, 
but there was another authority which dealt with what was right and 
wrong as a matter of Christian duty. The discipline of penance, and 
the canons which were enforced in the ecclesiastical courts were 
framed, not with reference to burghal prosperity, but in the hope of 
detecting and suppressing the greed of gain. In earlier times there 
had been very sweeping condemnations which would have included 
almost every kind of trading, but it was obviously impossible to 
enforce such prohibitions. Even though it might be admitted that 
the merchant’s life was one of many temptations, since there were so 
many opportunities of fraud, it by no means followed that he always 
yielded to them. The difficulty became more pressing in the twelfth 
and thirteenth centuries when trade was generally extending; and if 
the evils were really to be met, it could only be done by finding the 
inner grounds of the prohibition and applying it equitably according 
to the different circumstances of different cases. 

Modern theory assumes that in buying and selling each man will 
do what is most to his own private advantage, and thus explains how 
the prices of different classes of goods tend to be determined on this 
assumption: it merely attempts to give an explanation of actual 
practice. But the mediaeval doctrine of price was not a theory 
intended to explain the phenomena of society, but it was laid down 
as the basis of rules which should control the conduct of society and 
of individuals. At the same time current opinion seems to have been 
so fully formed in accordance with it that a brief examination of the 
doctrine of a just price will serve to set the practice of the day in 
clearer light. 

In regard to other matters it is difficult to determine how far 
public opinion was swayed by practical experience and how far it was 
really moulded by Christian teaching. This is the case in regard to 
usury. But diere can be little doubt about the doctrine of price; 
the whole conception of a just price appears to be purely Christian; 
it is unknown to the Civil Law and had as little place in Jewish habits 
as it has in modern society; but it really underlies a great deal of 
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commercial and gild regulation and it is constantly implied in early 
legislation on mercantile affairs. 

S. Thomas Aquinas, whose treatment of the subject is classical, 
assumed that everything has a just price, that there is some amount 
of money for which it is right that tire owner of the ware should 
exchange it. He does not discuss the conditions on which this 
depends, as it is of more practical importance that we should under¬ 
stand how the just price of anything is to be known. The just jrrice 
is riot an arbitrary demand, as an c.xtortionate dealer may obtain an 
absurd price when he sees that he can drive a hard bargain, or a man 
in need may be willing to part with some heirloom for a mere trifle, 
for in the one case there is unfair gain, in the other a real sacrifice. 
The just price is known by the common estimation of what the thing 
is worth; it is known by public oirinion as to what is right to give for 
that article under ordinary circumstances. 

So far we have a parallel with modern doctrine; Ihc medi.ieval 
“just price” was an abstract conception of what is right under ordi¬ 
nary circumstances; it was admittedly vague, but it was interpreted 
by common estimation. Alodern doctrine starts with a “normal” 
value which is “natural” in a regime of free competition; this too 
is a purely abstract conception, and in order to ail])ly it we must look 
at common estimation as it is shown in the prices ai tually paid over a 
period when there was no disturbing cause. 

Common estimation is thus the exponent of the natural or normal 
or just price, according to either the mediaeval or the modern view; 
but whereas we rely on the “higgling of the market” as the means of 
bringing out what is the common estimate of any object, mediaeval 
economists believed that it was possible to bring common estimation 
into operation beforehand, and by the consultation of experts to 
calculate out what was the right price. If “common estimation” 
was thus organised, either by the town authorities or gilds or parlia¬ 
ment, it was possible to determine beforehand what the price should 
be and to lay down a rule to this effect; in modern times we can only 
look back on the competitive prices and say by reflection what the 
common estimation had been. 

It was of course felt that this mode of detecting the just price was 
not very precise, and, indeed, that it was not possible to determine 
the just price of any article absolutely. The obvious fact tliat the 
seasons varied made it clear that the price of food could not be fixed 
once for all. They did think it was desirable, then, to settle them as 
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much as possible, so as to leave less room for arbitrary demands and 
unreasonable rates. 

Prices assigned by common estimation would sometimes be high 
and sometimes low, according as an article was plentiful or not; the 
just price varied from time to time for such commodities. Nor was 
it unjust for a man to sell an article for more than he had paid for it 
as its just price, if there had been a change of circumstances—such 
a change of time or place that he deserved remuneration for some 
trouble in connexion with transport or for other service rendered. 
But it was unjust to try to get an arldtrary price, that is, to try to 
form a ring, or to speculate on the possibilities of the future in such 
a way as to l)e able to demand an extortionate price. If we allowed 
ourselves to be guilty of the anatlironism of trying to summarise 
mediaeval doctrine in modern terms, we should say that they thought 
it unjust to sell without conscious refcrenic to what is now called the 
cost of production. It was impossible for them to give a ])ositi\e 
justilication for the |)rofit of the man who bought to sell again, all 
that moralists could say was that under ceitain circumstances it was 
not wrong to do so, and practical men kept a suspicious eye on the 
dealings of middlemen. 

See also 348. Comiietition and Fair Price. 


60. CONTROL BY PUBLIC AUTIIORirtliS 
A' 

The public authorities were not content with having provided 
society with the mere instruments of exchange; with the growing 
trade of the thirteenth century they felt themselves bound to regulate 
every sort of economic transaction in which individual self-interest 
seemed to lead to injustice. This regulation was guided by the general 
principle thatyn.?/ or reasonable price only should be jcaid, and only 
such articles sold as were of good quality and correct measure. Most 
of the enactments and rules were aimed at preventing some particular 
form of fraud, usually in some particular article, and no hard and fast 
line can be drawn betw'ccn the action of the central authority and that 
of local authorities of town or gild. Still, some of the regulations w'ere 

‘Adapted by permission from W. J. Ashley, An Inlroduclwn la English 
Economic History and Theory: The Middle Ages, pp. 181-204. (Longmans, 
Green, & Co., iSgr.) 
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of the nature of general rules of trade, and some commodities were 
felt to be of such general importance as to make it necessary for the 
Government to give special attention to them. It will 1)C convenient 
to follow tliis di\ision in describing the measures in (lucslion. 

'I'lic rules of most far-reaching consequence were those [irohibiling 
the allied practices of forcstuUing, ciigioss!}ig, and regrating - terms 
which came later to ha\ c a separate meaning, but in the thirteenth and 
fourteenth centuries seem to have been used as s\ nonymous for any 
action which prevented goods from being brought by the prodticei 
or bona fulc merchant to open aiarket the forestaller or engrosser 
buying them wholesale, either outside tlie town or in the market 
itself, and then securing by means of monopoly a higher jtrice than 
would otherwise have been paid. 

Among other methods of forestalling, ordinances of the same 
period especially mention those who buy wares in a town before the 
hour fixed for the oiicning of the market, and those in ports who go 
out to ships laden with merchandise as they enter and “do buy the 
merchandise in gross ami then <lo sell them at greater and dearer prices 
than the first merchants would do, to the grievance of the common 
people.” In the later years of Mdward III the prohibition of fore¬ 
stalling was again and again renewed by statute. 

The prohibition, it is clear from the wording of the statutes, had 
primary reference to those who endeavoured to secure local and 
temporary monopolies of the suiiply of food, especially of corn, 
though it was wide enough to cover all similar attempts with other 
wares. V\T <!o not iiiteiferc with such speculation now, not from any 
belief in the usefulness of such speculation, but only because we do 
not believe it can, to anv large e.xtent, succeed. But the very attempt 
is still regarded with general disapprobation, and there are signs that 
“corners” would not be uninterfered with by the State if they were 
successful with any commodity of great social importance. During 
the Middle -Ages it may be said that economic conditions were such 
that individuals could, if unrestrained, control or get into their power 
the supply of commodities. It must be remembered that the suitply, 
in the case of corn and other food stuffs, was necessarily a local one. 
Then came centuries during which supply was furnished from so 
many directions that individuals could not control it. At the present 
time, with the increasing centralization of business and facility of 
communication, it seems to be again becoming possible for indi¬ 
viduals to control the supply, not, as in the fourteenth century, of a 
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town only, but of the civilized world. And if such attempts succeed, 
we may come to look upon mediaeval legislation with somewhat more 
sympathy. 

Of all articles bread is that in the price of which the community 
is most interested. Ilcncc, it was the very first to be directly dealt 
with by the Government. It did not seem possible to fix an unalter¬ 
able price for corn. The men of the time might perhaps have argued 
that if the agriculturist gave each year the same amount of labour 
to his land he ought to receive much the same reward, and this could 
not be unless he got a higher price when the harvest was deficient. 
All that the legislation we have just noticed attemi)ted to do was to 
prevent any speculation in corn and any unnecessary interference of 
middlemen. 

And accordingly, in limiting the price of bread, it was not at¬ 
tempted to establish an invariable standard, but only a sliding scale, 
according to which the weight of the farthing loaf should vary with 
the price of the quarter of wheat. Such an Assize of Bread was first 
proclaimed in 1202, coming in natural sequence after Henry II’s 
reformation of the coinage and Richard I’s assize of measures. 

From bread the legislator naturally turned his attention to the 
other necessary of mediaeval life, ale. 

In curious contrast with its anxiety about the price of bread the 
central Government left the regulation of the price of meal entirely 
to the loc.al authorities, contenting itself with the enactment that 
butchers selling unwholesome meat should be severely punished. 
In London the butchers were under the supervision of wardens, whose 
duty it was to bring unwholesome meat before the mayor and alder¬ 
men. The .accused had the right of demanding “inquisition” by a 
jury into the character of the meat; and if it was condemned, he was 
punished by being put into the pillory and having the meat burnt 
before his face. The municipal authorities also, at least as early as 
the later years of Edward I, fixed maximum prices for the carcasses of 
oxen, cows, sheep, and pigs. 

The town magistrates, indeed, were not less anxious than were 
Parliament and the ministers to keep the trade in articles of food under 
due control. Besides carrying out the assizes of bread, ale, and wine, 
they issued ordinances regulating the prices of poultry and fish, 
appointing the markets at which each sort of food was to be sold, and 
providing for their supervision. Accounts of punishments Inflicted 
on persons selling unwholesome food form a very considerable part 
of the town records. 
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Among craftsmen, some were more than others subject to regula¬ 
tion by the town magistrates. They were such as had no fixed shops, 
but moved about from place to place to perform particular pieces of 
work, “carpenters, masons, plasterers, daubers, tilers, and the 
servants of such,” 

There were, however, but few other cases in which the municipal 
authorities attempted to regulate wages or prices before the middle 
of the fourteenth century. It will be well, for the present, to confine 
ourselves to the period preceding the Black Death and to leave the 
question as to what effect that calamity h.ad upon industrial policy 
to a later section. No doubt the town magistrates claimed the right 
to regulate wages when they thought i)ropcr, and this right they 
occasionally exercised, e.g., in London, to regulate blacksmiths’ 
charges for shoeing horses. This was a matter in which a traveller 
in a hurry' might be at the mercy of a blacksmith. So also the charges 
to be made by curriers and leather-dressers were limited. But, as a 
rule, the price of manufactured goods seems to have been left to be 
determined by the rules of the gilds, the limitation in London of the 
price of spurs by civic ordinance is an almost solitary example to the 
contrary. Unfortunately, we have too little evidence to be able to 
speak with confidence as to how the gilds regulated prices. In many 
crafts the artisan did not purchase the material himself, but received 
it from a customer to be made up, and received a payment for his 
service: these payments in each craft were doubtless fixed by custom 
and common consent, and overcharges seem to have been punished. 
The amount of remuneration when the artisan only did the work and 
did not provide the material would doubtle.ss help to determine the 
price to be paid for an article when it was bought ready made. The 
weak point in the system was that when once the gilds became firmly 
established they tended to limit their numbers and to raise prices. 

The direct action of the Government influenced the economic 
life of society in many other respects, both in the way of facilitating 
trade, and also by limiting it in certain directions. Of these limita¬ 
tions the most important was the prohibition of usury. 

Lastly, mention must be made of the great service which the 
Government rendered to commerce and trade by the establishment 
of a simple procedure to enforce the payment of ordinary mercantile 
debts. This was by the Statute of Merchants or of Acton Burnell 
in 1283. 
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The first strictly economic duty undertaken by the Central 
Government was the provision of currency and regulation of weights 
and measures. At the time of the Conquest and from that date until 
the thirteenth century the only coins struck were silver pence. Early 
in the thirteenth century round halfpence and farthings were issued, 
divisionary currency having previously been made by the people 
for themselves by halving and quartering round pence. The issue 
of gold coins by Henry III was premature. Their value was too great 
for them to be convenient. It was not until the reign of Edward III 
that the currency problem was complicated by the double standard. 

Four conditions need to be fulfilled if a country is to secure a 
satisfactory current coin, where the problem is complicated by inter¬ 
national trade. First, the right of coinage must be monopolised by 
some central authority; second, that authority must abstain from 
falsifying the currency; third, the technique of coining must be ade¬ 
quate to prevent either the circulation of false money or the deliberate 
debasing of true money; fourth, machinery must be provided for 
withdrawing automatically from circulation those coins which are 
lightened by wearj In the period under consideration the two first 
of these conditions w'ere fulfilled, the two last were not. 

Next in importance to the issue of a national currency comes 
regulation of weights and measures. As early as the reign of Edgar 
we find it enacted that weights and measures should everywhere be 
the same as at London and Winchester; but little was done, appar¬ 
ently, to enforce uniformity before the reign of Richard I. 

No less important was the part played by the Crown in providing 
the necessary legal status for domestic and foreign trade. Apart 
from the enforcing of law and order two points require consideration: 
first, the part played by the Crown in the maintenance of trade routes; 
second, in the growth of interlocal exchange. 

I. During these centuries the most important trade routes were 
old Roman and pre-Roman roads and navigable rivers. Coasting 
trade generally, and in particular the carriage of coal from Newcastle 
to London and to the ports on the South coast, was only slightly 
developed at the beginning of the reign of Edward I. For the main¬ 
tenance of roads little was done at this or any other time before the 
eighteenth century. 

■ Adapted by permission from H. O. Meredith, OuUines of the Economic 
History oj England, pp. 6 j-68 . (Sir Isaac Pitman & Sons, Ltd., 1908.) 
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2. As a mediator between divergent interests the Crown claimed 
the right to prevent exploitation in all its forms. One of the difficulties 
of development by privilege was the treatment of outsiders by a 
privileged body. Thus the traders of one town might e,\act exor¬ 
bitant tolls from merchants who visited them. It is true that the 
interest of the municipality in attracting merchants limited this 
tendency to e.xploit the foreigner. But it is evident that the ports 
and the towns astride of great trade routes were in a position, if left 
to ’their own devices, to injure considerably places less fortuiuitely 
situated. Here privilege, whether springing from immemorial 
custom or royal charter, opposed privilege. 

If tlie Crown had important functions as mediator between Eng¬ 
lish interests, its share in determining the relations lictween English 
and foreign traders was still greater. In foreign, as in domestic, trade 
the political rights, which are a necessary basis of exchange, were 
secured to the individual merchant as a member of a municijiality, 
and not as belonging to a certain nalion.ility. 'I'hc menhant of a 
foreign town who landed in England was dependent on the terms which 
that town had obtained and could seldom tall back on rights obtained 
by treaty between a national sovereign and the Ivnglish King. But, 
although on the side of the foreigner the city an 3 not the nation was 
the negotiating unit, England early presented at least some sugges¬ 
tion of a national front. Eor foreign trade interested both king and 
aristocracy; it was a valuable source of taxation; it brought desirable 
luxuries. Hence, a constant sale of jjrivilcgcs to the merchants of 
foreign towns, which limited more or less the action of English muni¬ 
cipalities. _ 

See also 30. Ordinances of the Gild Merchant of Southampton. 

34. Ordinances of the White Tawyers of I^ondon. 

35. Gild Merchant Regulations vs. Craft Gild Regula¬ 
tions. 

37. Merits and Defects of the Craft Gild. 

54. 'I'he Law Merchant. 
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6j. assize of measures, 1197 ' 

It is established that all measures of the whole of England be of 
the same amount, as well of corn as of vegetables and of like things, 
to wit, one good horse load; and that this measure be level as well in 
cities and in boroughs as without. Also the measure of wine and ale 
and of all liquids shall be of the same amount, according to the diversity 
of liquids. Weights and measures also, great and small, shall be of 
the same amount in the whole realm, according to the diversity of 
wares. Measures also of corn and liquids, wine and ale, shall have 
marks put thereon, lest by guile they can be falsified. 

It is established that woollen cloths, wherever they be made, be 
made of the same width, to wit, of two ells within the lists and of the 
same good quality in the middle and at the sides. Also the ell shall 
be the same in the whole realm and of the same length, and the ell 
shall be of iron. 

It is forbidden to all merchants throughout the whole of the realm 
that any merchant set in front of his shop red or black cloths or shields 
or any other thing, whereby the buyers’ eyes are often deceived in 
the choice of good cloth. 

It is also forbidc^en that any dye for sale, save black only, be made 
anywhere in the realm, except in cities or chief boroughs. 

It is also established that in every city or borough four or six 
lawful men of the same town, according to the size of the town, 
together with the sheriff, or with the reeves of the city or borough, 
if the same be not in the hand of the sheriff, be assigned to keep the 
assize in this form. 

62. INDIVIDUAL ENTERPRISE UNDER FEUDALISM' 

We may fully believe that feudalism was the best social system 
possible in England in the eleventh century, but the very fact that 
it was so marks the extraordinary difference between that age and 
this. Nowadays the tree play of individual self-interest is assumed in 
commercial arrangements, and this force has given the greatest 
possible incentive to the development of industry by inventions and 

' Adapted by permission from A. E. Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Select Documents, pp. 154-55. (G. Bell & Sons, Ltd., 
1914.) 

’ Taken by permission from'W. Cunningham, The Growth of English Industry 
and Commerce: Early and Middle Ages, p. 132. (The Cambridge University Press, 
1S90.) 
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of commerce by enterprise; the main principle of much commercial 
legislation in this country has been that of giving free scope to this 
individual, self-interested activity. But for tliis the social system 
during the Norman reigns gave no scope wliatevcr; there could be 
but little desire of accumulation when the cver-recurring tallages, aids, 
and fines were sure to empty the hoards that had been lilled during 
several preceding years. There could be no enterprise in seeking 
out a new line of life, for each villain was bound to the land, and no 
lo'rd would willingly part with his services; there could be no high 
farming while the custom of the manor and the collective ownership 
of the teams forced all to adopt the same system. Even in trade there 
was little opportunity of raising oneself, for the prices of articles of 
native production for which there would be much comjietition were 
regulated by authority, and merchants too were subject to special 
risks or to special fines for protection, as well as to heavy trading 
dues. If the royal authority was a keystone for the whole social 
fabric, it is not less true that the condition of industry and commerce 
was directly affected by the royal decisions; the initiative in progress, 
where progress was made, lay far less with individual traders than 
with the king himself. 



CHAPTER III 


THE COMING IN OF CAPri ALlSM 

A. Problems at Issue 

'I'lie story of tlie transition from mediaeval to modern industrial 
society is the story of the coming in of cajiilalism. \o complete 
account of this transition will he atlempicd. Long and laborious 
historical research must he undertaken before the comiiletc account 
becomes available. Even if the details of the story were available, 
telling them would not serve our present jiurpose well. We arc 
not primarily concerned with securing a scholar's knowledge of how 
capitalism came in. We wish to sec merely suliiiient elements of its 
emergence to enable tis to realize how the ga]) between mediaeval and 
modern industrial society must have been bridged. Modern indus¬ 
trial society constitutes the subject-matter of our main study. 

Mediaeval society was, of course, relatively static. There were, 
nevertheless, many quiet forces steadily making for change—making 
for the hreakdown of custom and the introduction of a com|ietitive, 
capitalistic rc'gime. The events connected with the opening of the 
modern era gave these forces great imjietus. From the opening of 
the modern era to 1750 was a period of readjustment and preparation. 
As someone has said, it was the [leriod during which the powder was 
.accumulated which was set olT by the coming in of machine industry. 
The resulting e.xplosion h.as greatly changed the topography of our 
society. 

It is commonly said that the Industrial Revolution hasted from 
1750 to 1830, hut such a statement lacks historical [rerspective. In a 
very real sense it is true that the revolution began in the early Middle 
.Ages. It is equally true that it has not yet completed its course. 
It is merely in its second phase. How many more stages there will 
be, who can say ? 

The period from 1750 to 1880 or thereabouts (the exact time 
varying from industry to industry and from nation to nation) is 
that of the first phase of the revolution. It may be characterized as 
the period when market was outrunning [troduction. Many factors 
contributed to this situation. Machine industry was, of course, 
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tremendously productive, but machine industry, in the guise of the 
railroad, the telegraph, and the telephone, was as steadily engaged in 
extending the market as it was in extending productive capacities. 
Furthermore, although the period of colonization had gone hy, this 
is the time when great reaches of the world, notably in the Americas, 
•Australia, and .Africa, were opened up to a truly economic life. Then, 
too, at this time a more rapid increase of po]iulation occurred than has 
occurred at any other period concerning which we have .accurate 
infhrmation, and the rapidly widening mental horizon meant an even 
greater increase in w.ants. 

(,'ertain very striking con.sequenres ensued from the pressure 
of the market upon production. This is the period of the development 
of schools of technology as one manifestation of man’s ellorts to meet 
the demands upon i)roduclion. Again, it is the period of the develo])- 
ment of the “orthodox” system of marketing goods. 'I'hc manu¬ 
facturer could safely turn his goods over to the jobber with but little 
thought of the ultimate consumer. If one jobber failcil him, another 
stood ready to step into the bre.ach, and in any event overheail costs 
had not reached tlie stage of de\clopment which made it an exceed¬ 
ingly -.erious matter for a manufacturer to shift from one industry 
to .another. It is not without interest, also, to nAte that the increas¬ 
ing scale of luoduction in this peiiod cast emphasis uicon matters 
connec ted with the technique of business tidministration. It became 
profitable to start business colleges which would care for training in 
the simpler elements of such lechnii|ue. Finally, in this ])criod, 
governmental pol'cies were sha])ecl in the interests of the [troducer. 

The second phase of the revolution dates from 1.S80 and is still 
in progress. It is the ixaiod when, except for occasional llurrics, 
production is outrunning market, 'litis has liecn clue to some small 
extent to a check in the rate of increase of jiopulation, hut mainly, it 
has been due to the fact that by 1880 the attention given to pro¬ 
duction in the earlier period began to bear tremendous results and 
the markets of the world had been reasonably well e.x])loitecl. The 
consequences of this situation were .also very striking. 'I'he pro¬ 
ducer beg.an to seek customers in an active way, and the orthodox 
system of distribution has yieldc'd to many strange newcomers such 
as national advertising, direct selling, and the mail-order house. In 
the educational world the college of commerce has emerged with its 
attention given primarily to the distributing side of business. So 
also, arising out of competition which ensued from the tightening 
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markets, came our great trust problems and that rivalry of nations 
which culminated in the disaster of 1914. On the administrative 
side of business attention is still given to technique, but in addition 
systems or philosophies of management are coming to the front. 

These are some of the matters connected with the transition 
from the mediaeval period to the present day—with the coming in of 
capitalism. And what docs capitalism mean? Not the same thing 
at different times; with different nations; or under dilTcrcnt cir¬ 
cumstances. All civilized .societies of the nineteenth and twentieth 
centuries might be called “capitalistic,” but clearly the term would 
not have |)rcciscly the same content as applied to all these countries. 
Capitalism is, then, an ever-changing concept. Whatever capitalism 
means, when did it come into being ? No one can say. Some of its 
elements emerged very early and existed in germ even earlier. Some 
came on the stage much later. Very likely new ones will be added in 
the future. While we shall gain nothing by trying to define capitalism 
in a precise way or in trying to determine the exact date of its emer¬ 
gence, we shall gain by attempting to enumerate some of the out¬ 
standing features of present-day caiiilalism. flow inailequatc such 
enumeration must be at this time may be realized when we remind 
ourselves that the resV of this book deals with only some of the jihascs 
of the subject. 

1. Modern capitalism is organized on the basis of the money 
economy. A barter regime could not have produced capitalism of the 
kind we know. 

2. It is organized primarily on an individualistic basis, and its 
outstanding motivating force is the gain spirit. That is to .say, pro¬ 
duction for profit-making rather than for the direct subsistence of 
the producer is an outstanding feature. This does not deny, of course, 
that in earlier forms of society men were greedy to accumulate money. 
It merely calls attention to a certain method of accumulation. 

3. Production for gain means production for a market. Capital¬ 
ism could not, accordingly, come into its own until large accessible 
markets were available. Markets may be made up of space areas or 
of time areas or of both. Good transportation and communication 
enlarge the space areas; storage facilities and financial devices, such 
as credit, which reach out into the future, enlarge the time area. 

4. The word itself, “capitalistic,” is significant. Obviously, 
capitalistic |)roduction is so called on account of the important part 
played in it by capital. This involves: 
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0) “A production of wcaltli not required to satisfy the current 
wants of its owners, and therefore saved," or turned liack into 
profit-making production, fajiital is (re.iled througii saving, 
and the saving process is dependent U|X)n,and greatly facilitated 
by, the money economy and the linaiuial structure of society. 

h) f’rogress in teclinology im hiding the invention of machines. 
It is by the use of surplus wealth in the pioduction of "capital 
goods,” such as tools and matbinei y, that this sur|dus ‘‘turned 
bai k into prolit-making prodmlion " aihieves its signillrance. 

.) Control of these goods through private piopcrty rights, by 
‘‘ia|)italists.” A full discussion of this point involves the 
discussion of privale pioperly as a liasic assuinplion of the 
present order. 

5. Caiiitalism of today means certain things with res|)C(.t to the 
vv inker: 

(i) The worker secures his livelihood under a wage system. 'I'lial 
is, he sells his scrviies to another, who converts these services 
into, say, a commodity, and this (omniodity belongs to tlie 
person who has liircd the kaborer. In other words, the worker 
has been ‘‘divorced from the product.” 

h) The worker has also been ‘‘divorced frohi his tools.” The 
tools --capital goods belong to another, to his employer. 
Closely connected with this is the fiiitber fact that-- 

I I 'I'he worker has been ‘‘divorced from control of the condilioim 
of work.” ‘‘Conditions” is here a broad term, including 
methods of jirocessing, supervision of techid<|ue, houis, sani¬ 
tary conditions, etc. 'i'o be sure, the worker has something 
to say concerning certain ]ihascs of the conditions of work, 
but the initiative manifestly rests with his enqiloycr. 

' 1 ) 'I'y|)ically, labor today is group labor. It is performed under 
the conditions of the fac lory system. This is dependent upon 
the progress in technology already mentioned. It prcsu|)i)oses 
“such a development of the industiial arts (including organi¬ 
zation and management) as enables indirect mclhods of pro¬ 
duction to afford prolitable einiiloyment to grouji labor using 
tools or machinery.” Clearly, also, it is dependent ujion the 
development of large markets. 

The material presented in this chapter is the result of a more 
01 less arbitrary selection. Many topics would have served as 
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illustrations of the coming in of capitalism and only a few have been 
utilized. Notable omissions are such matters as the history of com¬ 
merce, the relation of the state to industry, governmental finance, 
changes in philosophical outlook, and the relation of capitalism to 
agriculture. The inclusions speak for themselves. 

QUESTIONS 

1. “There were forces undermining the manorial system as early as the 
thirteenth century. In particular there were (i) the substitution'of 
money for produce and labor rents, (2) the leasing of the manor by the 
bailifi, the tenants, or others, (3) exchange betwcecn manor and town, 
and (4) external relations (noUbly the Crustiiles).” Precisely how 
could each of these factors undermine the manorial system ? 

2. Make a list of the events usually described as those ushering in the 
moilcrn era. How did each of these alTcct the coming in of capitalism ? 

3. It is generally s,aid that capitalism came in, not as a ste.ady movement, 
but in a succession of waves. What arc the chief periods in the coming 
in of capitalism ? 

4. “Capitalism arose out of commerce and moved over the surface of the 
earth in the channels of commerce.” Support both [larts of thb quo¬ 
tation with details. 

5. Just why was it necessary to develop instruments and methods of cal¬ 
culation before capitalism could come into its own ? 1 lave these instru¬ 
ments and mcthorls been fully developed or is the development still 
going on ? Can you give instances of present-day developments ? 

6. How do you account for the fact that Italy was the “cradle of com¬ 
mercial arithmetic”? 

7. What has been the relation of the state to the coming in of capitalism ? 
Is capitalism related in any way to governmental functions today ? 

8. What is meant by the capitalistic spirit ? 

9. “It is difficult to realize how modern is the capitalistic spirit, the dis¬ 
position to employ accumulated wealth in furthering production for 
the sake of profit.” How modern is this spirit ? What factors delayed 
its development ? What factors finally caused it to emerge ? 

10. “A spirit of reckless adventure and one of careful and laborious calcula¬ 
tion are the parents of modern capitalism.” Can you clear up this 
panadox ? 

11. “The inherent tendency of the use of currency is to weaken custom. 
It suggests rational valuation in a way not suggested by the customary 
vending of commodities or labor.” Explain. 

12. “As compared with the Middle Ages, the modern period saw the 
development of improved facilities for investing money in business.” 
Make a list of these improved facilities. 
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13. How did the charging of interest come to be considered a moral pro¬ 
cedure? What would hapixm in industry today if no such thing as 
interest were possible ? 

14 What is meant by “the middle-class virtues" ? What is their relation¬ 
ship to capitalism ? 

15 What is meant by technology ? What is its relation to the development 
of capitalism ? 

16. Tabulate (i) the hindrances found in mcdiacv'^al society to the develop* 
.ment of capitalism; (2) the forces or factors whiih overcame these 

hindrance'. 

17. “An outstanding fact in the development of capitalism is this: d'hc 
captains of industry of one economic peritul are newcomers. They 
are not the descendants of the captains of the preceding period. 'I'licsc 
descendants have become conservatives." Wliy should you expect 
this to be true? 

18. It is generally believed that we are now in the midst of a great tran.si- 
tion in economic life. Does this mean opportunities for new captains 
of industry? If so, can these new captains of industry a( )pt the 
IX)Iicics and practices of their piedeccssors ? 

19 “In the history of the rise of cajnialism, there is a truly surprising 
regularity with which the phases of economic freedom and economic 
regulation have succeeded e.n h other." What d<A‘s this mean ? From 
this point of view, into what periods docs the coming in of capitalism 
divide Itself ? 

20. “Capita! moans tools, machines, durable goods which man uses in his 
struggle with n.iture. Capitalism, therefore, means sinijily the tool or 
mat lime i)ei iod of man’s struggle with nature.” Docs this seem to you 
an adcqu.itc <lermition of caiiltalism ? 

21. “The intervention of cajiital i veiitually brought about an entire recon¬ 
struction of the social sysiem of Western Europe." Fill in the details 

22. “As the woolen industry w.is (he first, on any considerable scale, to lake 
the gild form, it w-as the first to break away from it, and this for the 
same reason—the extent of the demand." Explain. In what periods 
did the two events occur? 

23. “In the fifteenth century, four vital changes take place in industrial 
organization (i) the weaving and allied branches of the manufacture 
are csialilishmg themselves in villages and hamlets and isolated cottages 
over the (.ount rysidc; (2) the gild association drops asunder in the 
woolen iiulusiry, (3) the industry concentrates in certain particular 
(listriLis, (4) a new class of entrepreneurs appears—the clothiers—who 
now control the whole process of production." Omitting No. 3, 
explain the why of each of these changes. Where did the capital come 
from ? Where did the country weavers come from? 
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24. The first inclosure movement meant, in large part, the removal of 
population from the vills. These people would not be welcomed by 
the gilds at this time. What became of them? Can you see any 
connection between this problem and the decay of the gilds ? between 
this problem and the development of the laissez-Jaire attitude toward 
manufactures in England ? between this problem and the rise of the 
clothiers ? 

25. “Enclosures contributed greatly to self-reliant individualism.” How ? 

26. Where did the capital and enterprise which are indicated by the advent 
of the clothier come from ? 

27. What, with respect to the coming of capitalism, docs the draper mean ? 
What does the clothier mean ? In each aise precisely what conditions 
called this personage into being ? 

28. Take the list of the essential elements of modern capitalism and trace 
the intervention of each m the woolen industry, with respect to time 
of entry and to causes of entry. 

21). “The commercial organization of the woolen industry assumed the 
sha|fe of capitalistic industry even earlier than did the manufacturing 
phase of that industry.” Furnish proof of this position 

30. To what extent had the domestic system permeated eighteenth-century 
industry in England? Give the proofs of your position. 

31. What elements of'modern capitalism came in with the domestic system ? 
Make a list of the factors which caused the emergence of the domestic 
system. 

32 It has been said that English industry had become dependent upon 
capitalistic enterprise in certain respects long before the Industrial 
Revolution. In what respects? What new rcs|)ects were added by 
the revolution ? 

33. Why was there rcl.itively little large-scale production in Isngland prior 
to 1750? W'herc large-scale production did exist, what factors brought 
it into being ? 

34. To what extent had capitalists brought considerable bodies of working¬ 
men together under one roof prior to the outbreak of the Industrial 
Revolution? Make a list of the pecuniary advantages and disadvan¬ 
tages of such a procedure. 

35. “The fluctuation of employment was likely to be even greater under 
the domestic system than under the factory system.” Why or why not ? 
What has overhead cost to do with the matter ? speculative industry ? 
wider markets ? 

36. “As compared with mediaeval times the modern laborer has lost 
stability of position.” Why or why not ? 

37. “The revolutionary element of the Middle Ages was the merchant.” 
Explain what this means. 
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What events, usually connected in our minds with the opening of the 
modern era, greatly stimulated tlie development of trade and com¬ 
merce? Should you say tliat commerce would not have expanded 
appreciai)ly if the spectacular historical accidents conncctc<l with the 
opening of the modern era had not occurred ? 

30- “From time immemorial foreign trade had been capitdistic in char¬ 
acter, but the circumstances of the sixteenth and seventeenth centuries 
gave great opportunities for opening uj> new markets, and for enlarged 
transactions in some of the old lines of commerce." Fill in all the 
details you can. 

40. “'I'he first essentials of commerce are personal freedom and the security 
of proi)erty.’’ Docs this seem to you a sound position? Were these 
elements picsent in Kngland in 1300? in 1700? 

41 What relationship, if any, exists between the development of trade and 
commerce ami each of the following: specialization, inlcidciK'ndciue. 
sjK'culalive industry, impersonal relations, development of individual¬ 
ism, mobility, de\eloi)ment of classes, comjielilivc industry, appeal 
to gain as a nuitive to activity? 

] What is me.int l>y icferring to banking, insurance, and transporta¬ 
tion as functions of specialized middlemen ? Is the operator on 
an organized exchange a middleman? By what time had banking, 
insurance, the organized exchange, and sjiccial Arriers emerged in 
England ? 

43. If you were asked to name a year or a period by wliich time one could 
confidently assert that speculative industry had arrived, what would 
be your answ'cr? 

44 Precisely what would improved means of communication and trans¬ 
portation mean to the coming in of uiiiitalisin ? At what time did 
significant improvements occur? 

43. It is generally siiid that machine industry, involving as it does large 
expenditures for plant, could not come in until financial institutions 
had paved the way. A.ssume this statement to be true. Was P'ngland 
ready for machine industry by 1700? 

46 Assume it to be true that machine industry could not come in until 
wide markets had guaranteed the carrying off of the product. Was 
England ready for machine industry by 1700? 

47. Assume it to be true that machine industry could not come in until a 
mobile laboring class was available. Was England ready for machine 
industry in 1700? 

a8. What is meant by saying that the Industrial Revolution began in the 
thirteenth and fourteenth centuries? 

49. “The age of geographical discovery had paved the w'ay for the age of 
invention." How and why? 
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50. “The Industrial Revolution was the work of a mere handful of men.’' 
“Had Watt and Arkwriglit lived under the conditions which were in 
vogue in preceding centuries, they would have secured little distinction.” 
With which of these quotations do you agree ? 

5[. “The capitalist in the strict economic sense was no new apparition. 
Nor was industry working on a capitalistic basis new. What is new is, 
first, the aipitalistic entrepreneur, primarily a manufacturer, not a 
moneyed man, engaged in commerce; secondly, the growth of a class of 
oipitalibt entrepreneurs; thirdly, the gradual domination of industr>' 
by that class, and fourthly, the t>'|)C of industrial organization that he 
creates and the scale on which he apj)lios it.” Docs this seem to you to 
be a collect generalization ? 

52. Ex'idain why the domestic manufacturers couhl not meet the competi¬ 
tion of the factory system. What became of them? Did they go 
into agriculture ? 

S.i. 'rhei)eriod wliich is generally adlcd the period of Industrial Revolution 
marks also the second inclosure movcmcnl. The first inclosure move¬ 
ment meant emphasis on grazing. The second inclosure movement 
meant emphasis upon tillage. W'hy this difference? 

5.p The second inclosiiic movement meant the removal of many rural 
workers from the vilK Where could they go ? Could they become 
craftsmen ? 

5v “The second enclosure movement was a consequence of the increase 
of scientific or at least quasi-scientific knowledge in the agricultural 
realm. It marks the coming in of caj)ilalisLic agriculture in terms of 
both cquii)mcnt and sifirit, whereas the earlier enclosure movement 
marked merely the intervention of the capitalistic spiiit.” Does this 
seem to you a correct statement ? 

56. “'The commercialization of English land facilitated the coming in of the 
factory system.” Just how? 

57. It is generally s<iid that the Industrial Revolution put in motion forces 
which upon the one hand ni.idc i)ossiblc and upon the other hand made 
economically wise llic development of large cities. Can you give 
evidence in support of these statements ? 

58. Why were the influences of the Industrial Revolution felt more quickly 
in the cotton than in the woolen industry? 

59. “The Industrial Revolution is an unfortunate name. The events of 
the period and the consequences of these events were much more 
than industrial, and the term revolution serves to distract attention 
from the evolutionaiy aspects of the problem.” Do you agree ? 

60. “The essence of the Industrial Revolution is the substitution of 
competition for the mediaeval regulations which had previously con¬ 
trolled the production and distribution of wealth.” What docs this 
mean ? 
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61. “The true character of the Industrial Revolution may be seen in the 
loss of industrial stability which occurred.” What tloes this mean ? 

62. What should you list as the causes of the Industrial Revolution ? What 
should you list as its achievements ? 

63. Draw up a list of the changes brought al>o\it by the Industrial Revolu¬ 
tion. (io through this lij>t, indicating wliat ones, if any, of the changes 
were mere acceleiations of existing forces and uhat ones, if any, may 
properly be consideied new. 

6| .“'I’he revolution may be cxplainc<i in (eims of three cssenti.il cliangcs: 
The productive process h.is been lengthened, the maiket lia.s been 
enlarged and industrial relations have beioine pe<uniaiy, instead of 
personal ” Is this description adcfju.itc? What problems are associ¬ 
ated \Mlh each of these changes? 

65. “ The Industrial Rev’olulion has alTected our whole world of thought, of 
action, and of institutions; it has modilied our economics, our politics, 
our ethics, and even our religion, it has ch.inged in naluie, numixT, and 
form our l)animg problems, it has written itself large in our cailture.” 
Support these general statenu nts with dct.iiis as far as you can. 

66 “d'hc Industrial Rcvohition lia-> been the nie.ins of convei ting mdivicluul 
production into social [)ro(lucinni.” \\ h.it docs this me.in ? 

67. “Idle mcc lianieal inventions weic not the cause of the Industrial Revo¬ 
lution, they were only an incident.” Docs this 'ieem to you a correct 
analysis. 

68 “The unit of commercial life was the town, not tlie nation.” When, if 
ever, was this statement true? Make a list of the implicalions of this 
statement. 

69 “d'hc rigniticant ])hase of the Industrial Revolution has been the taking 
from the liome to the factory many things formerly i>ro(iuccd in the 
home.” What has this meant for woman? 

70. Without attempting to w'ork out m.iny details, stale what is meant by 
“mere aniili.srn ”, bv lais:>cz fairc. Slate the i)criods at which each of 
these wub at its height in England. 

71. In terms of the extent to which they contained the essential elements of 
caintalism, draw up in parallel columns a comi)arison of (a) the handi¬ 
craft system, (h) the domestic system, (c) the factory system. 

72. “The object of modern industrial activity is profits.” What restric¬ 
tions are imposed upon capitalist, laborer, and manager by this 
fact ? 

73. How has the machine extended the market? What is its significance? 

74. “We are now in the I.iter iihases of the revolution. Upon the one hand 
has come a commercial revolution, upon the other hand has come the 
introduction of science into factory processes.” What does this 
mean ? 

75 What modern problems can you trace back to the Industrial Revolution ? 
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B. General Survey 

63. THE SOCIAL HISTORY OF CAPITALISM* 

The early centuries of the Middle Ages seem to have been com¬ 
pletely ignorant of the power of capital. They abound in wealthy 
landed proprietors, in rich monasteries, and we come upon hundreds 
of sanctuaries the treasure of which, supplied by the generosity of the 
nobles or the offerings of the faithful, crowds the altar with ornaments 
of gold or of solid silver, A considerable fortune is accumulated in 
the Church, but it is an idle fortune. The revenues which the land- 
owners collect from their serfs or from their tenants are directed 
toward no economic purpose. 

Landed property, indeed, did not contribute at all to that awaken¬ 
ing of commercial activity which, after the disasters of the Norman 
invasion in the North and the Saracen raids on the shores of the 
Mediterranean, began to manifest itself toward the end of the tenth 
century and the beginning of the eleventh. Its preliminary mani¬ 
festations are found at the two extremities of the Continent, Italy 
atid the Low Countries. The interior seas, between which Europe 
was restricted in, her advance toward the Atlantic, were its first 
centres of activity. Venice, then Genoa and Pisa, venture on the 
coasting trade along their shores, and then maintain, with their rich 
neighbors of Byzantium or of the Mohammedan countries, a traffic 
which henceforward constantly increases. Meanwhile Bruges, at 
the head of the estuary of the Zreyn, becomes the centre of a navigation 
radiating toward England, the shores of North Germany, and the 
Scandinavian regions. Thus, economic life, as in the beginning of 
Hellenic times, first becomes active along the coasts. But soon it 
penetrates into the interior of the country. Step by step it wins its 
way along the rivers and the natural routes. On this side and on 
that, it arouses the hinterland into which the harbors cut theii 
indentations. In this process of growth the two movements finally 
meet, and bring into communication the people of the North and 
the people of the South. By the beginning of the twelfth century 
it is an accomplished fact. In 1127 Lombard merchants, journeying 
by the long route which descends from the passes of the Alps 
toward Champagne and tire Low Countries, reach the fairs of 
Flanders. 

'Adapted by permission from Henri Pirenne, “The Stages in the Social 
History of Capitalism,” American Ilislorical Review, XIX (1913-14), 500-515. 
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When the increasing intensity of commerce begins to furnisli men 
with new means of existence, immedialcly one discovers an uninter¬ 
rupted movement of migration of pea'-ants from the country towards 
the places in which the handling of merchandise, the tow ing of boats, 
the service of merchants furnish regular occupations anil arouse the 
hope of gain. 

Whence came these pioneers of commerce, these immigrants 
seeking means of subsistence, and what resources did they bring with 
them into the rising towns? Doubtless only the strength of their 
arms, the force of their wills, the clearness of their intelligence. 
Agricultural life continued to be the normal bfe and tione of those 
who remained upon the soil could entertain the idea of abandoning his 
holding to go to the town and take his chances in a new existence. 
As for selling the holding to get ready money, like the men of a modern 
rural population, no one at that time could have imagined such a 
transaction, d he ancestors of the bourgeoisie must then be sought, 
spccilically, in the mass of those wandering beings who, having no 
land to cultivate, lloated across the surface of society, living from 
day to day upon the alms of the monasteries, hiring themselves to 
the cultivators of the soil in harvest time, cnlistyig in the armies in 
time of war, and shrinking from neither ])illage nor rapine if the 
occasion presented itself. It may without ilitTiculty be admitted 
that there may have been among them some rural artisans or some 
professional peddlers. But it is beyond c(Uestion that with very few 
exceptions it was poor men who floated to the towns and there built 
up the first fortunes in movable projierty that the Middle Ages knew. 

How can we see, in any of those who led this sort of life, anything 
else but capitalists? It is impossible to maintain that these men 
conducted business only to supply their daily wants, impossible not 
to see that their purpose is the constant accumulation of goods, 
impossible to deny that, barbarous as we may su|)])ose them, they 
none the less possessed the comprehension, or if one prefers, had the 
instinct for commerce on the large scale. Of the organization of 
this commerce the life of St. Godne of Finchale shows us already the 
principal features, and the de.scriiition which it gives us of them is 
the more deserving of confidence because it is corroborated in the 
most convincing fashion by many documents. It shows us, first of 
all, the merchant coming from the country to establish himself in 
the town. But the town is to him, so to speak, merely a basis of 
operations. He lives there but little, save in the winter. As soon 
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as the roads are practicable and the sea open to navigation, he sets 
out. His commerce is essentially a wandering commerce, and at the 
same time a collective one, for the insecurity of the roads and fhe 
powerlessncss of the solitary individual compel him to have recourse 
to association. Grouped in gilds, in hanses, in caritates, the associates 
take their merchandise in convoy from town to town, presenting a 
spectacle entirely like that which the caravans of the East still 
furnish in our day. They buy and sell in common, dividing the profits 
in the ratio of their respective investments in the expedition, and the 
trade they carry on in the foreign markets is wholesale trade, and can 
only be that, for retail trade, as the life of Godric shows it, is left to 
the rural peddlers. It is in gross that they export and import wine, 
grain, wool, or cloth. 

The fortunes acquired in the wandering commerce by the parvenus 
of the eleventh and twelfth centuries soon transformed them into 
landed proprietors of the town in which they reside. The contin¬ 
uous increase of the burghal population enriches them more and 
more, for as new inhabitants establish themselves in the towns, 
and as the number of the houses increases, the rent of the ground 
increases in propoHion. So, from the commencement of the thir¬ 
teenth century, the grandsons of the itriniitive merchants abandon 
commerce and content themselves with living comfortably upon 
the revenue of their lands. They bid farewell to the agitations 
and the chances of the wandering life. They live henceforward 
in their stone houses, whose battlements and towers rise above 
the thatched roofs of the wooden houses of their tenants. They 
assume control of the municipal administration; they and their 
families monopolize the seats in the ichevinage or the town council. 
Some even, by fortunate marriages, ally themselves with the lesser 
nobility and begin to model their manner of living upon that of the 
knights. 

But while these first generations of capitalists are retiring from 
commerce and rooting themselves in the soil, important changes are 
going on in the economic organization. In the first place, in propor¬ 
tion as the wealth of the towns increases, and with it their attractive 
power, they take on more and more an industrial character, the rural 
artisans flocking into them en masse and deserting the country. At 
the same time many of them, favored by the abundance of raw 
material furnished by the surrounding region, begin to devote them¬ 
selves to certain specialties of manufacture—cloth-making or metal- 
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lurgy. Finally, around the principal aggregations many secondary 
localities develop, so that all Western Europe, in the course of the 
thirteenth century, blossoms forth in an abundance of large and small 
towns. Some, and much the greater number of them, content them¬ 
selves with local commerce. Their production is determined by the 
needs of their population and that of the environs which extend two 
or three leagues around their walls, and, in exchange for the manu¬ 
factured articles which the city furnishes to them, attend to the food 
supply of the urban inhabitants. Other towns, on the contrary, less 
closely set together but also more powerful, develop chiefly by means 
of an export industry, producing, as did the cloth industry of great 
Flemish or Italian cities, not for their local market, but for the 
European market, constantly extensible. Others still, profiting by 
the advantages of nearness to the sea, give themselves up to navigation 
and to transportation, as did so many ports of Italy, of France, of 
England, and especially of North Germany. 

In the towns of the second category capitalism not only exists but 
develops toward perfection. Instruments of credit, such as the 
lettre de foire, make their appearance; a traffic in money takes its 
place alongside the traffic in merchandise and, de,spite the prohibition 
of loans at interest, makes constantly more rapiil progress. The 
coulumes of the fairs, especially those of the fairs of Champagne, in 
which the merchants of the regions most advanced in an economic 
sense, Italy and the Low Countries, meet each other, give rise to a 
veritable commercial law. The circulation of money expands and 
becomes regulated; the coinage of gold, abandoned since the Mero¬ 
vingian period, is resumed in the middle of the thirteenth century. 
The security of travellers increases on the great highways. The old 
Roman bridges are rebuilt and here and there canals arc built and 
dykes constructed. Finally, in the towns, the commercial buildings 
of the previous period, outgrown, are replaced by structures more vast 
and more luxurious, of which the Italics of Ypres, with their facade one 
hundred and thirty-three metres long, is doubtless the most imposing 
specimen. 

Extensive, however, as capitalistic commerce has been since the 
first half of the thirteenth century, it no longer enjoys the freedom of 
development which it had before. As we advance toward the end 
of the Middle Ages, indeed, we see it subjected to limitations con¬ 
stantly more numerous and more confining. Henceforth, in fact, it 
has to reckon with municipal legislation. Every town now shelters 
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itself behind the ramparts of protectionism. If the most powerful 
cities can no longer exclude the stranger, upon whom they live, they 
impose upon him a minute regulation, the purpose of which is to 
defend against him the position of their own citizens. They force him 
to have recourse in his purchases to the mediation of his “hosts” and 
his “courtiers”; they forbid him to bring in manufactured articles 
which may compete with those which the city produces; they exploit 
him by levying taxes of all sorts: duties upon weighing, upon egress, etc. 

In those cities especially in which has occurred the popular 
revolution transferring power from the hands of the patriciate into 
those of the craft-gilds, distrust of capital is carried as far as it can go 
without entirely destroying urban industry. 

But it is not solely the municipal authority which attacks the 
speculations born of the capitalistic spirit. The church steps forward, 
and under the name of usury forbids indiscriminately the lending of 
money at interest, sales on credit, monopolies, and in general all 
profits exceeding the juslum pretium. The pursuit of business on a 
large scale found itself much embarrassed. 

These limitations resting upon commerce have resulted in turning 
away from it the pat^'icians, who moreover have become, as has been 
said above, a class of landed proprietors. The place which they left 
vacant is filled by new men, among whom, as among their predecessors, 
intelligence is the essential instrument of fortune. The intellectual 
faculties which they first developed in wandering commerce are used 
by these later men to overcome the obstacles raised in their pathway 
by municipal regulations of commerce and ecclesiastical regulations 
in respect to money affairs. Many of them find a rich source of 
profit by devoting themselves to brokerage. Others in the industrial 
cities exploit shamelessly and in defiance of the statutes the artisans 
whom they employ. The richest or the boldest profit by the con¬ 
stantly increasing need of money on the part of territorial princes and 
kings, to become their bankers. 

In the course of the fifteenth century, this second class of capital¬ 
ists, courtiers, merchants, and financiers, successors to the capitalists 
of the hanses and the gilds, is in its turn drawn along toward the 
downward grade. The progress of navigation, the discoveries made 
by the Portuguese, then by the Spaniards, the formation of great 
monarchical states struggling for supremacy, begin to destroy the 
economic situation in the midst of which that class had grown to 
greatness, and to which it had adapted itself. The direction of the 
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currents of commerce is altered. In the north, the English and Dutch 
marine gradually take the place of the hanses. In the Mediterranean, 
commerce centres itself at Venice and at Genoa. On the shores of 
the Atlantic, Lisbon becomes the great market for spices, and Antwerp, 
supplanting Bruges, becomes the rendezvous of European commerce. 
The sixteenth century secs this movement grow more rapid. It is 
favored at once by moral, political, and economic c.auses; the intel¬ 
lectual progress of the Renaissance, the e\|)ansion of individualism, 
great wars exciting speculation, the disturbance of monetary circula¬ 
tion lausci! l)y the influx of precious metals from the New World. 
As the science of the Middle Ages disappears and the humanist takes 
the plaie of the scholastic, so a new economy rises in the pl.acc of the 
old urban economy. The state subjects the towns to its superior 
power. It restrains their political autonomy at the same time that 
it sets commerce and industry free from the guardianship wdiich the 
towns have hitherto imposed U[)on them. 'I’hc protectionism and the 
exclusiveness of the bourgeoisies are brought to an end. If the craft- 
gilds continue to exi^t, yet they no longer control the organization of 
labor. New industries a|)pear, which, to escaiic the meddling 
surveillance of the municipal authorities, eslablidi themselves in the 
country. Side by side with the old [rrivileged towns, which merely 
vegetate, younger manufacturing centres, full of strength and exu¬ 
berance, arise; in England, Sheffield and Birmingham, in Flanders, 
Hondschoote and Armentieres. 

The spirit which is now manifested in the world of business is 
that same spirit of freedom which animates the intellectual world. 
In a society in process of formation, the individual, enfranchised, 
gives the rein to his boldness. He despises tradition, gives himself up 
with unrestrained delight to his virtuosity. There are to be no more 
limits on speculation, no more fetters on commerce, no more meddling 
of authority in relations between employers and employed. The 
most skilful wins. Competition, up to this time held in check, runs 
riot. In a few years enormous fortunes are built up, others are 
swallowed up in resounding bankruptcies. The Antwerp exchange 
is a pandemonium where bankers, deep-sea sailors, stock-jobbers, 
dealers in futures, millionaire merchants, jostle each other—and 
sharpers and adventurers, to whom all means of money-getting, even 
assassination, are acceptable. 

This confused recasting of the economic world transfers the rble 
played by the capitalists of the late Middle Ages to a class of new men. 
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Few are the descendants of the business men of the fourteenth century 
among those of the fifteenth and sixteenth. Thrown out of their 
course by the current of events, tliey have not been willing to risk 
fortunes already acquired. Most of them are seen turning toward 
administrative careers, entering the service of the state as members 
of the councils of justice or finance and aspiring to the noblesse ilc 
robe, which, with the aid of fortunate marriages, will land their sons 
in the circle of the true nobility. As for the new rich of the period, 
they almost all appear to us like parvenus. 

The exuberance of capitalism which reai bed its height in the 
second half of the sixteenth century was not maintained. Even as 
the regulative spirit characteristic of the urban economy followed 
upon the freedom of the twelfth century, so mercantilism imposed 
itself upon commerce and industry in the seventeenth and eighteenth 
centuries. By protective duties and bounties on exportation, bv 
subsidies of all sorts to manufactures and national navigation, by 
the acquiring of transmarine colonies, by the creation of privileged 
commercial companies, by the inspection of manufacturing processes, 
by the perfecting of means of transportation and the suppression of 
interior custom-housps, every state strives to increase its means of 
production, to close its market to its competitors, ami to make the 
balance of trade incline in its favor. Doublle.ss the iilea that “liberty 
is the soul of commerce ” does not wholly disappear, but the endeavor 
is to regulate that liberty henceforward in conformity to the interest 
of the public weal. It is |)ut under the control of intendants, of 
consuls, of chambers of commerce. We are entering into the iieriod 
of national economy. 

This was destined to Iasi, as is familiar, until the moment when, 
in England at the end of the eighteenth century, on the Continent in 
the first years of the nineteenth, the invention of machinery and the 
application of steam to manufacturing completely disorganized the 
conditions of economic activity. The phenomena of the sixteenth 
century are reproduced, but with tenfold intensity. Merchants 
accustomed to the routine of mercantilism and to state protection arc 
pushed aside. We do not see them pushing forward into the career 
which opens itself before them, unless as lenders of money. In their 
turn, and as we have seen it at each great crisis of economic history, 
they retire from business and transform themselves into an aristocracy. 
Of the powerful houses which are established on all hands and which 
give the impetus to the modern industries of metallurgy, of the 
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spinning and weaving of wool, linen, and cotton, hanily one is con¬ 
nected with the cbtablishments existing before the end of the eight¬ 
eenth century. Once again, it is new men, enlerpribing spirits, and 
sturdy characters which profit by the circumstances. At most, the 
old capitalists, transformed into landed pro]irietors, play still an 
active r 61 e in the exploitation of the tnines, beianse of the necessarv 
dependence of that industry upon the possessors of the soil, but it 
can be safely afTirmed that those who have presided over the gigantic 
progress of international economy, of the exuberant activity which 
now alfcets the whole world, weie, as at the time of the Kenaissatice, 
parvenus, self-made men. As at the time of the Renaissance, agaiti, 
their belief is in individualism and liberalism alone, lireaking with 
tile traditions of the old regime, they take for their motto, "loisscz 
faire, /(ii'sscc fiaiscr." I'liey carry the conse(|nenccs of the [irinciple 
to an extreme. Unrestrained competition sets them to struggling 
with e.ich other and .soon arouses resistame in the form of socialism, 
among the proletaiiat which tlmy are exploiting. And at the same 
time that that rcsislanec ari.ses to confront capital, the latter, itself 
suffering from the abuses of that freedom which had enabled it to 
rise, compels itself to discipline its affairs. Cart^-ls, tiusts, symlicates 
of producers, are organi/.cd, while states, peiccning that it is impos¬ 
sible to leave employers and employees longer to contend in anarchy, 
elaborate asocial legislation, and international regulations, transcend¬ 
ing the frontiers of the various countries, begin to be ap|)lieil to 
working men. 

I am aware how incomplete is this rapid sketch of the evolution 
of capitaliiiu through a thousand years of history. 1 ]iresent it 
merely as an hypothesis resting on the very im|)erlect ktiowicdge 
which we yet possess of the dilTerent movements of economic 
development. 

Note. —hlr. Hobson in his /w'o/idfon oj Modern Capilali^ni 
presents the evolution of capitalism in somewhat different terms but 
to much the same general purpose. As Hobson sees the matter the 
conditions of the intervention of cai>italism may be summed up thus: 

I. The existence of considerable masses of accumulated wcallh. 
There was little opportunity in the Middle .Ages for the craftsman to 
make more than a living out of his work. The early accumulations of 
wealth must, therefore, have come from land rents or from treasure- 
trove acquired through pillage or the discovery of mines. This was 
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Few are the descendants of the business men of the fourteenth century 
among those of the fifteenth and sixteenth. Thrown out of their 
course by the current of events, tliey have not been willing to risk 
fortunes already acquired. Most of them are seen turning toward 
administrative careers, entering the service of the state as members 
of the councils of justice or finance and aspiring to the noblesse ilc 
robe, which, with the aid of fortunate marriages, will land their sons 
in the circle of the true nobility. As for the new rich of the period, 
they almost all appear to us like parvenus. 

The exuberance of capitalism which reai bed its height in the 
second half of the sixteenth century was not maintained. Even as 
the regulative spirit characteristic of the urban economy followed 
upon the freedom of the twelfth century, so mercantilism imposed 
itself upon commerce and industry in the seventeenth and eighteenth 
centuries. By protective duties and bounties on exportation, bv 
subsidies of all sorts to manufactures and national navigation, by 
the acquiring of transmarine colonies, by the creation of privileged 
commercial companies, by the inspection of manufacturing processes, 
by the perfecting of means of transportation and the suppression of 
interior custom-housps, every state strives to increase its means of 
production, to close its market to its competitors, ami to make the 
balance of trade incline in its favor. Doublle.ss the iilea that “liberty 
is the soul of commerce ” does not wholly disappear, but the endeavor 
is to regulate that liberty henceforward in conformity to the interest 
of the public weal. It is |)ut under the control of intendants, of 
consuls, of chambers of commerce. We are entering into the iieriod 
of national economy. 

This was destined to Iasi, as is familiar, until the moment when, 
in England at the end of the eighteenth century, on the Continent in 
the first years of the nineteenth, the invention of machinery and the 
application of steam to manufacturing completely disorganized the 
conditions of economic activity. The phenomena of the sixteenth 
century are reproduced, but with tenfold intensity. Merchants 
accustomed to the routine of mercantilism and to state protection arc 
pushed aside. We do not see them pushing forward into the career 
which opens itself before them, unless as lenders of money. In their 
turn, and as we have seen it at each great crisis of economic history, 
they retire from business and transform themselves into an aristocracy. 
Of the powerful houses which are established on all hands and which 
give the impetus to the modern industries of metallurgy, of the 
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64. HINDRANCES TO THE DEVELOPMENT OF CAPITALISM 


So far as town life is concerned, vie cannot go back to any period 
when money economy was not dominant, and wc find signs of capital 
ism and its influence in the cities from very early times. Merchant^ 
who carried on active trade apjtear to have been provided with read\ 
money for their transactions. Though a great part of tlie industrial 
population consisted of independent workmen organised in crafi 
gilds, the principal companies of many towns in the fourteenth 
century were comitosed of capitalists; both in Stra.ssburg and in 
Florence the manufacture of cloth was organised on capitalist line- 
by great captains of industry in the fourteenth century. Even in 
the most advanced towns, however, there were considerable him 
drances which interfered with the free play of capitalist enterprise, 
each merchant was restricted to one special trade, and was prevcnlei! 
from encroaching on the callings of his fellow-townsmen; there w.is 
little opportunity for the transference of capital from one employ¬ 
ment to another. Most of the industrial arts, too, were organised 
with regard to the requirements of the city market by small inde¬ 
pendent masters, who each hoped to get a fair share of existing trade 
rather than to extend it; the regulations of theif craft gilds were not 
favourable to the formation or application of capital. Similar 
obstacles existed in the rural districts, though they were gradually 
breaking down on all sides, so tliat there were steadily increasing 
opportunities for the investment of capital during the fourteenth 
and fifteenth centuries. 

Powerful as capital is, and great as are tlie advanLages which it 
has to offer, the conditions of life in the fourteenth and fifteenth 
centuries were so unfavourable to it as to delay its introduction and 
to check its operations. The whole social system stood in its way; 
for the organisation of much of the labour of the towns was so 
rigid as to admit of little modification, while in the rural districts 
the survival of villenage presented still greater obstacles to the 
enterprise of moneyed men. Astriction to one place is perfectly 
congruent with natural economy; the mediaeval landowner was 
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* Adapted by permission from W Cunningham, Western CiviHuttion, II, 
164-66. (The Cambridge University I’rcss, igiy.) 
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alchemy, not as a common eveiyday ailair, but as a species of divine 
service, over which hung a cloud of mystery. 

3. Acquisition by scheming and ini'cntion .—In a study of mine on 
the part played by technical knowledge in the early capitalist age 
I showed how Uie period of lire Renaissance abounded in inventive 
geniuses, how, in consequence, there was a shower of technical inven¬ 
tions in those days, to which all classes contributed. But the sphere 
of technical science was not the only one affected by the flights of 
human imagination; pretty well all activities were influenced, and 
in some cases reforms were suggested, notably in public finance. 
Here, however, these thiiigs do not specially concern us. What we 
have to note is the fact that, for centuries, there were .scores of people 
whose calling it was to live by their wits. .Scheming, as we may term 
it, became a business; Uie man with ide.is was ready to sell them to 
whomsoever chose to p.ay his price. The.sc professional gentry set 
about winning the interest of princes and nobles and the wealthy 
generally in their schemes and projects. 

What was the position of these schemers and [rrojeclors in the 
genesis of the capitalist spirit? It is not difficult to sec. Were they 
not the ancestors of men like haw, I’ercire, I^sso|)S, Strousberg, 
Saccard, and a host of lesser comi)an\ irromoters who arc so prominent 
in these d.iys? What the i)rojectors lacked was a definite si)liere of 
activity. They were not yet nnderlakers; they stood without; they 
were not in business. But theirs were the ideas that were to generate 
capitalism, a consummation which came about so soon as tlic ideas 
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4. Acquisition by money. —d'he mere possession of money placed 
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nor yet recourse to magic. With the aid'of money he could get more, 
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money-lending; and if he were hot-blooded and carele.ss, there were 
games of chance. In any event, he had no occasion to associate him¬ 
self with others for common action; he could sit at home in cloistered 
ease, the sole pilot of his fortune. 

The role of money-lending in moulding the capitalist spirit 
was a double one. In the first place, it produced in the minds 
of those who engaged in it professionally certain special tend¬ 
encies of great importance in the growth of the capitalist spirit; 
and, secondly, it was one of the starting-points of capitalist 

enterprise. 

7 
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supplanted the unwieldy method of calculating by tallies. Long 
before Tartaglia, the mathematical genius of the si.xteenth century, 
who perfected the art of commercial arithmetic, a new kind of “total” 
calculation in respect of goods had become po|)ular among Italian 
tradesmen. It w.as sitoken of .as the “ weKh ” (foreign) practice, and, 
indeed, its origin was in France and Germany, whence it had been 
brought to Italy at the beginning of the si.xteenth century. Its first 
German exponent was Heinrich Grammateus, who set it forth in his 
Arithmetic (1518). In the fifteenth century the decim.al fractions 
were “discovered,” and from 1585 they became more and more gen¬ 
erally used through tlte inlluence of .Simon Stevin. Furthermore, 
1615 is the birth-year of tlie reckoning machine. 

As books on arithmetic came to be incre.isingly printed, com¬ 
mercial arithmetic was gr.idually simplified. Then the arithmetic 
schools, which had been growing up since the fourteenth century, 
more e-.pecially in trading cities, helped to spre.id the knowledge ftir 
and wide. In the fourteenth century Florence (Florence again!) 
had six such schools, which, as Villani informs us, were regularly 
attended by 1,200 bo\s, who were t.uight “the abacus and the 
elements of commercial arithmetic.” Lubeck w^is the first town in 
Germany to have schools of this kind; in Hamburg the need for them 
arose about the year 1400. 

The beginnings of well-ordered bookkeeping stretch b.ack into 
the thirteenth century. The accounts of Pope Nicholas III, of the 
year 1279-80, and the expenditure book of the city of Florence, of the 
vear 1303, alike be.ar witness to the fact that simple bookkee])ing 
was iiractically perfected at that time. Nor was double entry of a 
much later date. It is doubtful whether it was being applied in the 
thirteenth century, but the researches of Cornelio Desimonis have 
proved that, anyhow in the year 1340, the government of the city 
of Genoa kept its tooks on a s\ctem of partita iloppia, the perfec¬ 
tion of which was so complete as to Icxad to the conclusion that it 
must have been pretty well established for a long time. Fvidcnce of 
its use in the fifteenth century, both for private and public accounts, 
we possess in plenty. The completest and most instructive instance 
is the extant ledgers of Soranzo Brothers, of Venice (1406). The 
first theoretic treatise on double entry was that of Fra Luca Patiuoli, 
in the ninth section of the first part of his Summa arithmetica, 

Italy was first in the field as the land where commercial arithmetic 
was in vogue. Its place was taken by Holland in the succeeding 
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As for England, behind ever so many undertakings in the sixteenth 
and seventeenth centuries we sec the monarch as the direct nioviiig 
force, for he was financially interested in them. The Drakes and the 
Raleighs were urged, in long interviews, to set out on new c\|ie(litions. 
The idea that Raleigh should sail to Guiana eni.ui.ited Iroin the 
impecunious James I, and in the reign of his successor we find the 
king’s agents up and down the country ni.iking profitable contiarts 
with industrial undertakers. 

Nor must we leave iinmenlioncd the system of |)ri\ ileges by which 
the mercantile state favored .such capitalist interest as alieady existed, 
nursed those that were about to t.ike root, and planted new ones 
The re.al meaning of these state privileges (using the word in its widest 
connotation) is best brought out in a letter of Henry If of Krance, 
dated June 13, 1558, in whicli he expresses the hope that his |>rivilcges 
and benevolence may act as a spur to honest and industrious liandi- 
craftsiiicn to undeitakc piolit.ible cnteipiises. In every case the 
underlying idea was the same to stir up the spirit of enterprise by 
the inducement of material or other advanUges. The ])rivileges 
took (litTerent forms. .Sometimes they were monopolies, negative 
privileges as it were, in that a nionojHily for pr^idiiciiig a particular 
article wars granted, or a monopoly of trade, or again a nionoplv in 
the means of communication. Sometimes they meted out speiial 
commerci.al advantages to their holders; sometimes, too, they were 
direct bounties. 

Similarly, by the break-up of the mercantile scstcni and the 
introduction of economic lilierty in the nineteenth century, the state 
also cultivated the spirit of enterprise to a limited extent, it is true, 
seeing that it alre.ady nourished at the time. More effective in the 
impetus it gave to the capitalist sjiirit was the stress laid on education 
in all its branches. We have already observed how the est.ibhsh- 
ment of educational institutions was to be regarded as a sign that the 
ca|)italist spirit in one form or another was in e.xistence, here it is our 
business to lay stress on their importance as a nursery of that spirit. 

Some branches of state activity influenced the growth of the 
capitalist spirit in a special degree. The first and foremost of these 
was the army. What was its significance ? Specialization had set in, 
and the demand was no longer for a complete man, struggling for his 
existence, no longer for a man who possessed both military and eco¬ 
nomic capacities, but only for half a man—that is to say, for one who 
devoted himself to military or to economic affairs. The result of 
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as a social or political category. This sort of heresy, quite apart from 
its particular tenets, must be looked u[)on as an abundant welkspring 
of capitalism. The reason is clear; it brought economic interests to 
the fore and gave commercial ability a speci.il chance. Is it not 
obvious that the dissenters, e.xcluded as they were from public life, 
could not but throw all their energies into economic .ictivities ? Only 
from this source could they hojie to derive the means for winning for 
themselves respected positions itt the bodv |)olitic. On the other 
hand, it followed from their peculiar position as dissetiters that their 
economic activities were hampered by all manner of difTiculties 
Hence there was a tendency for their economic capacities to he highly 
develo])ed. For they could hojie for commcrttal success only from 
the most scrupulotis conscientiousness, the most lareful calculations, 
and the utmost endeavors to meet the needs of their customers. 

68, CONSFQUFN'CF.S OF TIIF IN'IF.RVF.N TION OF CAPn'AI,' 

It would be hopeless to try to treat the intervention of capital as 
an event which hap]iencd at a ])articular epoch, or a stride which was 
taken within a given period. It is a tendency wlych has been spiead- 
ing with more or less rapidity for centuries, first in one trade .iiid then 
in another, in progressive countries. We cannot date such a trans¬ 
formation even in one land; for though we lind traces of capitalism so 
soon as natural economy was ceasing to be dominant in any depait- 
ment of Knglish life, its influence in reorganising the staple indiistiy 
of this country was still being strenuously opposed at the bc-ginning 
of the pre.sent century. 'Fhe revolution for this has been a retd 
revolution—which came about so gradually in our own island has 
run a dilTercnt course in other lands; there has been no regul.ir series 
of steps in the march of caititalistic progress. The intervention of 
capital eventually brought about an entire reconstruction of the social 
system of Western Furope. 

The military system in the early Middle Ages was organised on 
feudal lines. Kach political magnate maintained his own troops and 
was responsible for bringing them into the field properly cquiirjred 
and provisioned. The commissariat was irregular or non-existent, 
and it might be hardly possible to retain an army in the field, or to 
continue siege operations at the critical moment in a campaign. 

■Adapted by permission from W. Cunningham, Western Civilization, II, 
i6J-8a. (The Cambridge University Press, igrs.) 
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sums at short notice, and long before it would have been possible to 
collect the money. 

When the advantages of the new method of military' adminis¬ 
tration were once understood, no prince could afford to disregard 
them; all monarchs wore compelled to rely on money as the sineus of 
war, and had frequent occasion to l)orrow in order to meet the exi¬ 
gencies of a cimpaign. 

As the rulers of Europe ceased to be primarily de|)endent on 
landed estates for their revenue, some intrn^ling coii^liluliiinal 
changes JoUowcJ. As the income of the Crown was derived from the 
taxation of the agricultuial and industiial cl.isses, it was essential 
that the peo|)le as well as the jirince should be prosperous; hence the 
tendency of the French monarchy to the paternal regulation of indus¬ 
try with the view of rendering the country rich. In England the 
Crown’s necessities continued to be the people’s op])ortunities, and 
all attempts to exercise rule in disrcgaid of the popular will weie 
destined to failure. Not meielv did the [leople as taxpayers succeeil 
in enforcing their demands, Imt there is reason to believe that the 
intermediaries who negotiated loans were also able to exercise con¬ 
siderable influence from time to time. The greaf London linaiuieis 
and other royal creditors appear to ha\e aimed at directing the ei o 
nomic policy of the re.dni and to have been fairly successful in forcing 
their views u])on the Crown. 

The financi.d magnates of the fifteenth and si.xteenth centuries 
carried on business in a double caiiacity, as they not only engaged in 
lending money to the Crown, but were merchants as well. 'I'lieir 
practice in this rcsjieit was of great importance, for it rendered their 
money-lending legilnnate from the standpoint of the canonists. Men 
like Jacques Cocur or William Can\ nges or the Luggers and Welsers 
would not let their money lie idle, and it was perfectly true that in 
lending it to the king they were depriving themselves of the oiipor- 
tunity of making commercial gain. It therefore came to be recog¬ 
nised that a lender might legitimately charge for lucrum cesuins or 
damnum emergens; and no .serious effort could be made to prevent 
such ca[)italists from entering on transactions which were practically 
advancing money on interest. When it came to he generally assumed 
that a man would usually get some gain by investing his money, and 
was therefore entitled to be compensated for merely refraining from 
using it himself, the old prohibitions ceased to apjdy and the negotia¬ 
tion of loans came to be an everyday feature of commercial life. As 
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a result of these changes in opinion, the most powerful restrictions 
which had checked the fluidity of capital were broken down; in the 
fifteenth century it had become possible to obtain the means of 
developing any promising undertaking. 

During the latter part of the fiiteenth century many favourable 
openings at home and abroad were beginning to oiler themselves to 
enterprising men; the exclusive privileges of aliens had been curtailed, 
and the active trade of France and of Holland, of Scandinavia and 
Kngland, was attracting native energy. The profits on successful 
ventures were large, and every new prosjiect of profit constituted 
a demand for capital. And the supply was forthcoming; hitherto 
prudent persons had been content to hoard their wealth; so soon as 
they were persuaded to invest it in economical undertakings for the 
sake of gain they were treating it as capital. The best opportunities, 
of course, lay with those who had the good fortune to live on any of 
the lines of the world’s trade. 

As commercial intercourse revived and increased during the 
fourteenth and fifteenth centuries, it tended more and more to bring 
about a revolution in industrial life. Groups of small masters, each 
of whom was working on his own account, thougli they were asso¬ 
ciated together for mutual supervision, were neillier able nor willing 
to adapt themselves to new conditions; and they were gradually 
superseded in tlie more important callings by capitalists who employed 
large numbers of journeymen. One craft after another was affected by 
the opportunities which the expansion of trade afforded, and artisans 
began, under the direction of merchants, to manufacture, not merely 
with reference to the rcciuirenients of their neighliours and llie demand 
in the city market, but witli a view to the possibilities of sale in distant 
places. Capitalist merchants were required as intermediaries to 
purchase materials or to sell goods, and they easily slipped into the 
position of capitalist employers who directed their workmen and 
controlled the conditions and terms of labour. 


C. Capitalism and the Woolen Industry 

(Note. —These selections on some aspects of the coming in of 
capitalism in the woolen industry should be read with the purpose of 
watching the emergence of such “capitalistic” phenomena as (a) 
transfer away from the worker of control of his conditions of work, 
such as hours and place; (6) shift of ownership of tools from worker 
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to employer; (c) shift of ownership of raw material; (d) group labor 
taking the place of work performed by one or a few individuals; 
(e) transfer of ownership of product to ca[)ilalist and consequent loss 
of control by worker over marketing functions; (/) the assuntplion 
by the entrepreneur of the financial risks of ]iroduetion; (g) the 
gradual development of a wage system and a laboring class. 

6g. A DIAGRAM OF STAGES OF DEVELOPMENT 

A diagrammatic presentation of stages of dcveloirnient is certain 
to be misleading unless much caution is exercised in using it. In 
studxing the following diagram the stuilent should keep in mind: 

1. No accurate dates can be assigned for the emerging of any 
given “stage.” This “time of emergence” varied from country to 
country, from district to district, and from industry to industry. 
Furthermore, a given stage does not suddenly spring into being. It 
has been preceded by a long period of preparation. Who can say 
precisely when the period of |)rcparation is over? 

2 . It is seldom true that one stage is completely supplanted by 
another. The earlier stage tends to persist, in,certain localities or 
industries, through all the later stages. For exam|ile, we have tod.n 
survivals of household economy and of the handicraft regime. 


Toint of View 
Taken 

Tbe Stages of Development 

1 

System of pro¬ 
duction. 

Ilouseliol:] Handicraft Domestic Factory 

economy economy b>stcm system 

Extent of 
market 

Little or none I.ot.il Wide Very wide 

Method of ex¬ 
change . 

Barter Money Credit 

Relation of 
central gov¬ 
ernment to 
industry 

Little Meitanlihsm I.iiiuez faire Regulation 

Organization 
in the wool¬ 
en industry 

Household Gild Draper Clothier Factory 


See also ii. Four Stages in the History of Industry. 
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70. A SKETCH OF THE WOOLEN INDUSTRY* 

We have already seen the fundamental importance of the woollen 
industry for English economic development. It furnishes the c.xplana- 
tion of the far-reaching agricultural changes of tire fifteenth and si.x- 
teenth centuries: it provided the commodity with which England 
first entered actively into the world’s commerce. Its significance 
can hardly be overestimated. It was the first of the great manu¬ 
factures of England; it created a basis for English activity and 
wealth before iron and cotton; and in the seventeenth and early 
eighteenth centuries it accounted for more than two-thirds of our 
exports. 

1. The eslablislimenl of the gild system .—We are unable to trace 
the existence in England of a separate craft of weavers farther back 
than tlie early part of the twelfth century. 

In London at this date—and the same was proliably true in other 
large towns the woollen industry was divided into four or five 
branches, the weavers and burellers, each organized in a gild, the 
dyers and fullers united in the same gild, and the tailors or cissores. 
But they were very conscious that they had interests in common, 
and they were accustomed to act together in matters alTccting the 
whole industry. 

During the twelfth and thirteenth centuries there must have been 
a very rapid increase in the amount of cloth manufactured in England. 
This is shown among the evidence by the increased importation of 
woad, which was necessary for the purpose of d) eing blue or blue-black. 

[Non:.-- Details concerning the gild stage of development are 
omitted. The student sliould recall the characteristics of the gild 
economy in general and should regard those characteristics as appli¬ 
cable to the woolen industry.— Ed.] 

2. The first immigration .—With Edward III (1322-77) begins 
the policy of encouraging tlie settlement within tlie kingdom of 
foreign clothmakors, from whom English weavers and dvers could 
learn the arts in which they had previously been wanting. 

The increase of the cloth manufacture in England had two great 
results: (i) an increasing dillercntiation among those engaged in the 
industry, a splitting up into separate crafts, sanctioned and main- 

' Adapted by permission from W. J. Ashley, The Economic Organization oj 
England, p. 88 (Longmans, Green, & Co., 1914); and from W. J Ashley, “The 
Early History of the English Woollen Industry “ in Publications of the American 
Economic Association, Third Scries, II (1887), 308-80. 



THE COMING IN OF CAPITAUSM 


>77 


tained by the public authorities; and (2) the creation of a class of 
merchants and dealers in the finished article. 

3. The rise of a trailing class .—Any citizen could now trade in 
cloth if he wished. Still it was not until die second half of the four¬ 
teenth century that a special class of cloth dealers or drapers made 
its appearance. There had been so little manufacture for any save 
the immedi.ite market- the wants of the town and neighborhood 
Uiat if men dealt in cloth at all, they dealt in it toftether with half a 
dozen other commodities; they were merchants, and not dealers in 
one particular article. 

We are so accustomed nowsulat s to the appearance of a new branch 
of commerce, entered upon by men with the command of r.ipital, 
which they are ready to make use of in any profitable wa\ that pre¬ 
sents itself, that the rise of the cloth trade may not seem to necti 
cxiilanation. Hut in the fourteenth century there was but little of 
what may be termed free and disent;a;ted cajutal, ready to be turned 
in any profitable direction Hence the (|UCstion arises, in what way 
preciseK did this new tlivision of occupations arise ? It is antecedently 
probable that trade in cloth would be engaged in chiefly by men who 
were already in some way connected with the industry, and of these, 
there were two groups from either of which the new body might con¬ 
ceivably have arisen- the wool dealers and the cloth finishers. It 
does not appear that before this lime there was any very uniform 
system of relations among the various branches of the cloth itidiistry. 
I su[)[)ose that the weaver h;td usually been the most independent; 
that he had verv generally bought the yarn himself, and then, after 
weaving the cloth, had paid the fuller to full and the dyer to dye it, 
and had sold the cloth himself to the person who intended to use it. 
The user might employ it m its rough state, or, as was often the rase, 
would lake it to the cloth fmisher, the pareur, or, as he is called later, 
the tonsor or shearer^ who sheared off the nap at so much the piece. 
But the weaver did not always occupy this economically superior 
position, sometimes he received yarn from a customer or employer, 
and gave back cloth, receiving so much per piece as remuneration; 
sometimes again the fuller bought the cloth from the weaver, or paid 
the w’caver for working up yarn into cloth, and himself sold it to the 
public. Any of these branches, therefore, might have become the 
dominant one. But the two mentioned, the w'ool dealers and cloth 
finishers, had obvious advantages. On the one hand, the wool 
dealer, whether he merely bought the raw wool and sold it to those 
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' Adapted by permission from W. J. Ashley, The Economic Organization oj 
England, p. 88 (Longmans, Green, & Co., 1914); and from W. J Ashley, “The 
Early History of the English Woollen Industry “ in Publications of the American 
Economic Association, Third Scries, II (1887), 308-80. 
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and, both for tlie sale of their doth to the people of London, as well as 
for its easier export to foreittn countries, tlicse began to resort to the 
capital. They could not fail to come into collision with the monopoly 
of the London drapers, and it was necessary for the government and 
the municipal authorities to de\ i'C some way out of the (hfliculty 
The plan they hit ujion was the establishment of Hlackuell, or, as it 
was originally allied, Hakewoll Hall, which was destined to he of the 
utmost importance to the Ifiighsh woollen industry for four ceiituiies 
This was an old hall with a considerable piece of ground around it, in 
liasinghall .Street; it had oiiginally heloiiged to the Ifasings, had bee ii 
occupied by a ccrt.iin Thomas Bakewcll in the reign of lidwaiil III. 
and was now, in 1307, pun based by the ma>or and commonalti <il 
London and turned into a market for country diapers. 

4. The growth of the donieslic syiltin. Lor the history of indiistii 
during the hist sixty or seventy >ears of the lifleentli centurv, we ha\i 
singularly little exidence. Vet dining that peiiod a coni|)lete ih.inge 
was taking pi.ice in the whole i har.u ter and londitioiis of ni.uiul.ic tin e 
The gild system was d\ing, and the domestic system w.is 1,iking in 
place; a change which c.in only be compared in its far reaching con 
seriueiices to the overthrow, during the present lentury, of the 
domestic system itself by the strengtli of nitichincry and great 
capital. 

We m.iv conjecture that a twofold process went on in the fifteenth 
century: (i) that in the towns, the gilds or companies became small, 
close cor|)orations and lost control over the industiv, (2) that the 
industry s[tread from the towais into the country, and th.it there a 
new class of men called ilolhicrs or ilolliinakcr',, arose, commanding 
an amount of capital great rel.itively to |)revious conditions, and bring¬ 
ing into dependence upon themselves comparatively large numbers 
of work])eof)lc. 

Of the early history of the domestii industry wc have no informa¬ 
tion, when it is first notued in imbhc documents, it seimis to he 
alreadv widely spread over the country. The central figure to be 
studied in the new organization of labor is the clothier. He buys the 
wool, causes it to be spun, woven, fulled, and died, pays the artisans 
for each stage in the manufacture, and sells the finished commoditj to 
the drapers. 

Now there can he little doubt that the impulse towards this 
extension of a freer industry into the country was given primarily by 
the new mercantile capital whiih successful trade had created. But 
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when once the movement had begun it would be followed by all who 
saw their opportunity, by wool staplers, by drapers, by landed pro¬ 
prietors, by energetic artisans from the towns, 'I'he requisite labor 
would readily be found in the unemployed of the agricultural districts, 
and the necessary technical skill could be acquired from the journey¬ 
men whom the jealous restriction of gild privileges by the master 
artisans had driven from the towns. 

Limitations of space prevent the present sketch of the history of 
the woollen industry from being carried farther. Otherwise it would 
have been interesting to trace the regulations of the 'J'udors as to the 
(piality of cloth and as to apprenticeship, and to consider how far 
these were dictated l)y the jealous endeavors of the town craftsmen to 
hinder the growth of the industry in the country, and how far they 
were guided by a wise policy on the part of the government which 
aimed at maintaining a certain standard of work. The appearance 
towards the end of the seventeenth <eiiturv of a new class of factors 
and great merchants; the abandonment under mercantile pressure 
of the policy of preserving the quality of doth, the growth of credit, 
the struggle between the woollen and cotton interests—all these 
preparing the way for the actual factory and machine industry of 
today—are of the biost vital imjiortancc for the social history of 
England, lint for the present wc must be content with having traced 
the earlier stages of the long evolution. 

71. COMMIcRCTAL ORGANIZATION IN THE WOOLEN 
INDUSTRY- 

The operations of the various wool-buyers were so little differ¬ 
entiated, each one performing at different times the same business 
as the others, that a rigid classification is quite impossible. And it is 
to be understood in the following treatment that clear-cut distinctions 
did not e.xist among the various buyers of wool. 

Broggers .—The buyer who was most specialized was the brogger. 
The brogger was an agent or broker of a manufacturer or exporter 
or big wool-merchant or jobber. He made a farm-to-farm canvas, 
established regular customers from whom he bought from year to 
year, and picked up what wool he could outside this regular custom. 
He either packed it up himself or employed a specialized class of 

-Adapted by permission from R B. Westertieid, “Middlemen in English 
Business," Transactions of the Connecticut Academy of Arts and Sciences, XIX, 
365-79, 396-317. (Yale University Press, 1915.) 
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wool-winders or wool-packers, which arose in the wool-producing 
sections or the markets, as, for example, in London, where the wool- 
staplers, packers, winders and combers together made up the wool- 
men’s livery company. After it was wound and packed the hrogger 
arranged to have it fetched away. 

Jobber and merchant .—The wool-jobber and merchant was closely 
allied with the wool-brogger on the one hand and the wool-slapler 
on the other. All were buyers of wool, cither direct from the wool- 
grower or from the first buyer. 

Two facts gave occasion to this occu|)ation. In the first idacc, the 
wool harvest was quickly made: in less than a month the whole 
year’s clip was ready for sale. It at onre beramo dead capital in the 
grower’s hands, and to carry the stork was an economic loss, due to 
the interest charge against it, Hut, on the contrary, the needs of the 
manufacturers were nearly constant throughout the year; ami it was 
an economic loss to them to buy up in advame large provisions for 
their consuni]>tion during the year. They sought a seller who would 
sell them small lots as they needetl them, whereas the wool-growers 
sought a buyer who would take at once their whole clip. These two 
functions were condrined in the wool-jobber. 

lie was a capitalist. lie bought for cash lail;c volumes of wool 
sr'asonally; he owned warehouses for the storage of his purchases, 
he sold to clothiers and manufacturers on credit and in such |ian els 
as they needed. In performing these ca]jitalistic acts he inc idcnlally 
did others that promoted the wool trade. lie acted as collei tor and 
forwarder of the wool from the grower to the manufacturer. As a 
buyer of wool and a seller of wool he developed a c hentele of buyeis 
and sellers, both of whom he cared to [creserve by fair and honest 
dealings; and conscciuently reduccsl the frauds of the false winding 
graziers, so much complained of where manuhicturers bought directly 
from the grazier. lie conducted a wider correspondence and effected 
broader connections than would be possible or profitable to a grazier 
and in this way broadened the market of wool, more equally 
distributed it according to needs, and at a steadier price. By these 
labors, the manufacturer was enabled to specialize in making cloth 
and free himself from the tasks of buying wool from the scattered 
farms. 

Wool-stapler. —Staple, in connection with the textile materials, 
means the fiber of any material used for s[iinning and is expressive 
of the character of the material. A stapler was one who was employed 
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in assorting wool according to its staple. In connection with this 
assorting, the stapler performed all the functions attaching to the 
jobber and merchant. He had large warehouses and required a 
great capital. But his special and distinctive function consisted in 
breaking and assorting wool, making it up into sortments fit for the 
manufacturer. Without the sta])ler the clothier was under the 
necessity of buying his wool in the fleece, and unless he could work up 
all sorts of wool, a thing no clothier could do to any advantage, he 
sufTered a loss of those parts not used. 

Yarn merchant. —'I'he yarn merchants were a class of merchants 
who owed their existence to the localization of spinning and w'caving. 
This localization increased the interdependence of the different parts 
of the kingdom. The clothmaking districts were forced for want of 
spinners to draw part of their yarn from quarters near and remote 
The operations of getting the wool from the wool-buyers, and into 
the hands of the spinners in their localized districts, and of collecting 
again and selling the yarn to the clothiers were performed by this 
S[)ecialized class. .Sometimes they simply bought up the surplus yarn 
■spun by the country spinners and carried it and distributed it among 
the clothiers. They commonly combined the functions of the wool- 
stapler (viz., as.sorler, kember, washer, scourer, and trimmer) with 
that of the yarn merchant |)ro|)cr. 

Clothier .—The clothier was the central figure in the domestic 
system of manufacture which characterized increasingly the pro¬ 
ductions of cloth from the middle of the fifteenth century till the 
Industrial Revolution. His business was a composite of the middle¬ 
man’s business and the manufacturer’s business, but must be regarded 
in larger measure that of midillemcn. In a restricted sense, he was 
not a manufacturer since he had ceased to exercise the craft of cloth- 
worker; nor was he a |)urc middleman, for all the wares he handled 
underwent transformation while under his control and assumed a 
very different aspect from the time he purchased the raw cvool till 
he sold the finished product. He was an organizer of the manufacture, 
of the labor and of the distribution of the materials. His shop was 
a neighborhood, a village and its environs, Not until the closing 
decades of the period covered by this study did he assume the owner¬ 
ship of the tools of manufacture, and even then they were leased out 
to the artisans under his employ. Nevertheless, since he did not 
directly manufacture the materials which he bought and engaged 
himself exclusively (o) in the buying cf materials and of labor used 
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upon them and outside his supervision and (b) in the selling of the 
cloth, his middlemen characteristics arc very obvious. 

Having raised his wool, or bouglit it at tbe Cirencester or London 
or other markets, or having dispatched broggers into the country to 
buy, the clothier delivered it out weekly among the spinners who 
lived in the vicinity of these clothing towns, in the country and the 
hamlets. The s|)inners were paid for their work and the yarn was 
then carried to a weaver, who was likewise paid by the clothier. The 
yarn dealer sometimes intervened and relieved the clothier of these 
earlier i>arts of the business. And so successively through the 
remaining processes of the manufacture—milling, dyeing, .shearing, 
dressing, etc.—the clothier carried his ware and jiaid the artisans 
He thuscm|)loyed many distinct cl.isses of artisans and each performed 
only one ()|ieralion upon the wool or cloth. I'he excellence of this 
system consisted in the concentrated direc tion of all the |irocess by the 
clothier under a well-defined dicisioii of l.ibor, Its greatest defei t 
was the wastes cau.sed by repeated cairiage over considerable dis¬ 
tances between suicessive artisans, and tbe cause of this decentr.alisa- 
tion was fundamentally the fact that power maihinery needful to 
concentrated factory production had not yet been invented. Hut the 
clothier’s business at this early time re()uired considerable capitalists 
and men of broad correspondence who could undertake the risks 
involved. 

The clothier occupied a very responsible and prominent place in 
the local community. He was the moneyed man, the [laymaster 
and the emidoyer of the whole vicinity. 'I'he neighborhood's ai livity 
and pros|rcrity rested in his hands. 

Those clothiers who stand out with the greatest halo of tradition 
tried the concentration of these cm])loymcnts in large halls. Dcloiiey 
in 1632 in his Introduction to Thomas of Reading said in rctros|)ect 
that " Every one of these (nine clothiers of the West) kept a great 
Kumber of Servants at Worke, Spinners, Carders, Weavers, Fullers, 
Dyers, Sheeremen, and Rowers, to the great Admiration of all those 
that came into their Houses to behold them.” The same author in 
a poetical dis.sertation on John Winchcoinbe, the celebrated ‘‘Jack 
of Newbery,” gave the following statistics of his employees: at 200 
looms, 200 men and 200 boys, too women carding, 200 “m.aydens” 
spinning, 150 children picking wool, 50 “shearemen,” 80 rowers, 
40 men in the dyehousc, 20 men in the fulling mill, a butcher, brewer, 
baker, 5 cooks, 6 scullions, and children ‘‘to turne the broaches 
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every day.” This traditional clothier lived about 1500. Fuller 
says ‘‘he was the most considerable clothier, without fancy or fiction, 
England ever beheld.” Thomas Dolman succeeded Winchcombe as 
the leading clothier of Newbery. 

Lest there be undue emphasis given in the foregoing description to 
the capitalistic nature of the clothing business, it must be remembered 
that there existed alongside these capitalistic clothiers others of less 
means. In every region the small master seems to have continued 
despite the tendency to large scale production. In 1615 one cla.ss of 
clothier was described as ‘‘one that scldonie or never travcils into 
the woollc country to buy his woollc, but borrowos the most part of it 
att the markett, and setts many poore on worke, clothes it presently, 
and sells his cloath in some countries upon the bare thred—and then 
comes to the woolle markett and payes th’ old debte and borrowes 
more.” Another class was described as too poor to buy up stocks o( 
uool but able to buy parcels of yarn which they wove into unfinished 
cloth and sold weekly at the market. The poverty and limited scale 
of business done by these classes of clothiers favoied the business of 
cloth merchant on the one hand and wool-staplers on the other. 
Since the poor clothier sold the cloth in an unlinishcd state and others 
completed the prolesses of manufacture and distribution his control 
over the industry was very limited and he was the first to suffer in 
[leriods of dearth or of dull business. 

The clothiers of all England sold mostly through London. The 
great London market for cloth had been for many centuries at lilack- 
well Hall. The non-resident clothiers were constrained to bring their 
woollens for display and sale to this market, and an elaborate set of 
rules were adhered to in the business transacted. 

Factors at JHackwell Hall .—A specialized class established them- 
.selves in the business of Blackwell Hall about 1660. They were 
known as the factors and received public recognition in the regulations 
of the Hall laid by the Act of Common Council of 1678. 

The first factors were likely some clothiers or clothworkers with 
whom other clothiers had left their residue of cloths from one market 
till a later market. As stated above, the clothier sometimes author¬ 
ized the keeper to sell the cloths in the interim, specifying a certain 
price at which he might sell. This authorization was the wedge by 
which the factor entered the trade and seized upon his limited func¬ 
tion. In order to make sales the keeper would abate tlie price a few 
pence per yard below the price specified by the clothier. This 
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difference in price was sufficient motive for the preference which the 
buyer thereafter showed for buying them fronr the kce|>or. To secure 
sales the clothier was then forced to sell through the keepers, who set 
up as regular factors and thus “usurped the sole power of selling the 
clothier’s cloth, both for what price, and for what time, and to whom 
they pleased.” 

Several circumstances at once operated to strengthen and estab¬ 
lish the factor in this his so-called usurped place. The convenience 
realized by both clothier as seller and liy merchant or draper as buyer, 
through the instrumentality of this factor made them prone to a 
passive compliance, for tliey could then devote themselves to their 
more proper employments, liut this sc|)aration of clothier and 
merchant lessened the merchant’s judgment of cloth, a jhidgment 
which his daily [iractice of examining cloth in the Hall had heretofore 
trained and maintained, and consequently the merchant bei ante 
dependent upon the factor as a specialist in judging the (pialities of 
cloth. The factor used his profits sometimes to buy materials and 
employ woolworkers and became in part a clothier; this gave him an 
economic advantage by which he could undersell any clothier who 
persisted in selling his cloth himself and could force himself into the 
clothier’s employ. And further, the factor couht make or break a 
clothier by partiality in the time of sales and in the longer or shorten 
period during which they retained the proceeds; naturally they 
favored the richer and larger dealers, and the poorer became very 
suijservicnt to their factors. 

The i>rime service of a factor is to facilitate exchanges; buyers and 
.sellers are brought together through specialized re])rc.sentalives, 
wide correspondence and connections swell the numicer of buyers and 
.sellers; there is a broader, steadier market; an economy of time, tost 
and effort at sale is effected, the producer, in singleness of effort, is 
enabled to produce more and better; the agent becomes an intelli¬ 
gencer to the manufacturer; and so forth. 

Draper .—The woollen drapers seem to have differentiated their 
employment and separated their function from the genetal cloth 
manufacture and trade during the fourteenth century. 

It appears that the drapers were occasioned by the migration of 
industry from the towns to the country and the consequent establish¬ 
ment of the domestic system of cloth manufacture in the homes. The 
rise of the country clothier was primarily due to the arbitrary restric¬ 
tions laid down by the town craft gilds. Heretofore, each craftsman 
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miglit have retailed his own product. Hereafter, cloth that saw 
produced in the country was brought into towns to be sold there by 
the drapers. It was found in Leeds that the manufacture was 
suburban and the sale was urban; tire dwindling of town manufactur¬ 
ing was compensated for by the selling of cloth by the drapers. 
Middlemen became necessary thereafter to judge and guarantee the 
quality of cloth and to study the market demand so as to equalize the 
quantity produced and consumed. 

'lire draper, as has been shown, was in the early centuries both 
retailer and wholesaler of w'oolcn cloth. The retail function becanre 
less and less Iris and was given over to the mercers. By the middle 
of the eighteenth century he was a typical wholesaler. As such he 
had connections (a) with the clothiers or the factors, (b) with the 
merchant importers and exporters, (c) with the provincial whole¬ 
salers, and (d) with the retailers of London and other towns anil 
lilies. 

Manchester Men .—One class of buyers at the great Cloth Fair at 
Leeds was the travelling merchants. These were a class [reculiar to 
the northern manufacturing section and were often called the “Man¬ 
chester Men.” They were wholesale merchants (more properly, 
tradesmen). There was a demand all over England for the chea[)er 
cloths—kerseys, cottons, as well as the other manufactures, such as 
cutlery, hardware, clocks, almanacs, etc., which were made in the 
north, and the Manchester Men acted as distributors to the shop¬ 
keepers of the Island. In a pamphlet dating from about 1685 it was 
spoken of, as a thing accustomed, that “the Manchester Men, the 
.ShelTield men, and many others .... do Travel from one Market- 
Town to another; and there at some Inn do prefer their Wares to sell 
to the Shopkeepers of the Place.” They sold wholesale to shops, 
warehousekeepers, and to country chapmen at this date. 

Chapmen. —“Chapmen” (cheap man) was originally an inclusive 
name for all dealers; by the sixteenth century the term had become 
restricted to the small pedlar or retail dealer, 'fhe term “petty” was 
often prclixcd. In 1639 petty chapmen were described as those who 
“buy up commodities of those that sell by wholesale and sell them 
off dearer by retaile, and parcel them out.” Before the rise of country 
stores all retailing in the country was done from temporary booths 
at markets and fairs, or by itinerant dealers. From the latter fact 
the term “chapman” acquired the concept of our modern pedlar or 
hawker. This meaning was in vogue in 1745 when the chapmen were 
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defined as “ Such as carry gorxls from market to market, or from house 
to house, to sell.” They bought their goods from wholesale tradesmen 
of the cities or from the Manchester Men, and travelled on foot with 
packs on their shoulders, or with hor.se and panniers, or with horse and 
cart or wagon. 
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-, 2 . LOSS OF CONTROL HV 'I'llF. GILILS' 

Though there is much room for dilference of o]>inion as to the 
origin of craft gilds, there is ample evidence as to their character 
and powers. In England the craft gild ajipears to have been an 
institution which obtained powers from the town to regulate a certain 
industry for the common good. On its economic side it aimed at 
supplying a known market, by meeting the wants of the townsmen 
themselves and of others who visited it for the jiurpose of buying; 
it strove, besides, to maintain a high quality of wares, the good 
training of the workmen, and favourable eondiliuns for work, hut 
the w'holc institution was subordinated to the good of the town, and 
to the steady growth of a material prosperity in whieh all could 
share. 

The whole of this system served admirably for the regulation of 
industry under suitable conditions, but it made no allowance for 
growth, and in the fourteenth and liftcentii centuries there apiiears to 
have been a rapid growth, especially in connection with the manu¬ 
facture of cloth for distant markets. Those who, as dealers, had 
formed some capital and were accustomed to handle it, began to 
invest their cairital in industry and to compete with those who were 
craftsmen by training. The dealers might be dealers in raw material, 
or dealers in the finished ])rocluct; but in citlier case they did not 
count to make an income by their own work, but by the wealth they 

‘.Adapted by permission frora^W. Cunningham, T/ie Fregrevi of Capitalism 
in Entland, pp. 73-78. (The Cambridge University Press, igicS) 
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had invested in buying materials and tools and used for paying wages. 
The capitalist system in the cloth trade appears to be as old as the 
incursion of Flemish weavers umler Fdward 111 , and it certainly had 
reached a high stage of development in the sixteenth century, when 
men like Jack of Wint hcomb and Stump of Marlborough flourished. 
These men did not manufacture with reference to a market on the 
spot, but with reference to the requirements of a distant market, 
sometimes a market in foreign countries. They had an interest in 
manufacturing on as large a scale as possible, and turning over their 
capital rapidly so as to enable them to push their trade and get the 
command of a larger market. It is obvious that institutions which 
were built up by small craftsmen, each with his stock in trade, to meet 
a known market were unsuited to the industry as developed by large 
capitalists. T he regulalimis, which had been maiiilaincd in the old 
corporate towns, were proving inconvenient in the flfteenth century, 
and industries migrated from the towns to the rural districts. In 
other cases the burden of taxation appears to have been oppressive 
to the old communities, while it is likely enough that .some of them had 
never recovered from the ravages of the black Death. At any rate 
we sec that, in the middle of the sixteenth century, the institutions, 
which had scre ed to regulate the industry of the towns in the Middle 
.Ages, weie no longer elTectivc for their |)urposc. 

T'he towns thus lost their importanre as organised centres of 
csoMomic life and they also ceased to lie regarded as important units 
for political purjioses. There had been a time when the payments 
that they made, for the enjoyment of self-government, and occasion¬ 
ally to moot special demands, were of great importance to the Crown, 
and the maintenance of the prosperity of each town was a matter ol 
pulilie concern, tliis feeling prevailed as late as tlie time of Philip and 
Maiy; hut it a[)pcars that from that time onwards governmental 
mcasiires were rather directed to fostering the prosperity of the realm 
as a whole than to maintaining the economic activity of particular 
towns. But during the seventeenth century old iiaymcnts had, with 
the alteralion of the value of money, become almost nominal and 
had often been redeemed. The town privileges of self-government 
had ceased to give substantial advantages; the capitalists, who had 
settled in suburbs or in tlie country, were devclojiing a profitable 
business; the joint stock companies gave increased opportunity in 
the investment of capital on lines which lay outside municipal author¬ 
ity; by 1689 the towns were no longer seeking so much to preserve 
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an independent life of their own, but were more content to have their 
share in the general prosperity of the country. 

See also 37. Merits and Defects of the (haft Gild. 

73. SO.MM ACRK.'fLTUR.M, ('It W’C.bS IN RM,\'| l(i\ 

TO niK WOOLliN IN'Dt'SlRV 

A' 

With the close of the Wars of the Roses and the <Ia«n of the 
Tudor period an agricultural revolution began, which continueil in 
progress till the middle of the reign of Tli/.ibelh, and after nioie than 
two centuries of (|uiesccnce, recomnieiued in the eighteenth century 
This revolution was part of the gener.d movement which gradually 
transformed the country. It may be described as the introduction 
of the commercial spirit into national life. In agriculture the com¬ 
mercial spirit took the direction of eiulosuies the break-up, that 1 
of mediaeval agraii.in pailneishi])s, the appropiiation of commons 
by individual owners, the substitution of individual enterprise for the 
united venture of village farms. Toth in the si.xtcenlh and in the 
eighteenth centuries this was the direetion which the revolution 
as-umed. But in details the earlier and later movements wideK 
differed. Under the Tudors the agricultural revolution was accom¬ 
panied by the substitution of pasture for till.ige, of sheep for corn, of 
wool for beef and mutton. Under the Hanoveri.in sovereigns the 
British farmer no longer took his seat on the woolsack, but dcvoteil 
himself instead to the production of bread and beef for the teeming 
populations of manufacturing cities. 

The fijteenth-ccntury (lynctHlural changes .—The period which 
began with the close of the Wars of the Roses (1485) and ended wilh 
the defeat of the Spanish Armada (1588) w'as one of transition from 
the mediaeval to the modern form of landowiiershiii. Feudalism 
was dead or dying, and trade was usurping its throne. In the hands 
of lords of the manor the soil had been required to furnish, not money, 
but men-at-arms. Mediaeval barons valued their estates chiefly for 
the number of retainers which they sent to their banners. Tudor 
landlords estimated their worth by the amount of rent which they 
paid into their coffers. Mediaeval farmers extracted from the soil 

'Adapted by permission from II. D. Traill, Social Encland, III, ro-s?. 

(Cassell & Co., Ltd , iSof-t 
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only so much food as they required for the sustenance of themselves 
and their families. Modern tenants were not satisfied with this 
self-sufficing industry; they desired to raise from the land, not only 
food, but profit. As trade increased and towns grew, and English 
wool made its way into continental cities, or was woven into cloth by 
English weavers, new markets were created for agricultural produce. 
Eresh incentives were supplied to individual enterprise, and both 
landlords and tenants learned to regard their land from the commercial 
point of view. 

If money was to be made out of land, it was plain that only indi¬ 
vidual enterprise could make it. Under the old system it was open 
to the idleness of one man to cripple the energy of fifty others. To 
exchange, divide, enclose, and so consolidate the holdings became 
the object of the rural aristocracy. Sometimes the commons were 
equally divi<led; sometimes they enclosed them by force or by con¬ 
nivance with the principal commoners. Voluntary agreements 
between commoners and proprietors of land were not infrequent, and 
bargains were often struck on equitable terms, based on a valuation 
and commutation of commoners’ rights. But it was a rough age, 
in which might was right; and Sir Thomas More presents us with 
another side of the |)icture. He speaks of “husbandmen thrust 
out of their o\\ n, or else by covin and fraud, or by violent ojipression, 
put beside it, or by wrongs and injuries so wearied, that they be 
compelled to sell all.” 

The first result of the commercial spirit which was infused into 
farming was the increase of enclosures, and the consequent severance, 
whether directly or indirectly, of a considerable portion of the rural 
population from the soil. If this change had been accompanied by 
a large extensioti of arable farming, the market for agricultural labour 
might have been so enlarged as to relieve agrari.an distress. But the 
change which took place in farming served only to increase the 
scarcity of employment. The second result of the commercial revo¬ 
lution was to substitute the shepherd and his dog for the ploughmen 
and their teams, wool for corn, and pasture for tillage, and thus to 
diminish tlie demand for labour at tlie very moment when the supply 
was increased. Woollen manufactures grew so rapidly both at home 
and abroad that there was a ready sale for English wool both in Eng¬ 
land and on the Continent. The fineness of the English fleeces made 
them indispensable to foreign weavers; wool was easily transported, 
without risk of damage, and without liability to duty. The profits 
of sheep-farming was sure, and the outgoings in the cost of labour 
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small. Arable farming, on the other hand, was an uncertain specu¬ 
lation, and the necessary outlay was large. No efforts were spared to 
extend shcepwalks. Small tenants were evicted, l.al)oiirers' cottager 
were [)ulled down, the lords’ demesnes turned into pastures; wastes 
and commons were enclosed for the same puritose. This process, 
which began at the end of the fifteenth century, continued till the 
middle of the reign of Elizabeth. 

The twofold effect of the commercial revolution told disastrously 
on the condition of the agricultural labourer. His miseiies weie 
aggravated during the period under review by a rapid rise in the value 
of all agricultural produce. Every owmer of land benefited by the 
rise, and tenant-farmers, if they held their tenancies at reasonable 
rents, grew rich. But the labourer alone suffered. As a new supply 
of precious metal poured in from America, the [lurchasing [louer of 
money fell. The wages of labour were arbitrarily li.\ed by statute 
at the rates of the previous century, though, relatively to the prices 
of necessaries, they had dwindled by half. At the same time the 
dissolution of the monasteries had deprived the poor of charitable 
aid; and the principle of their compulsory supi>ort was still imper¬ 
fectly understood. The labour market was glutlgl, and the power 
of the trade gilds e.xcludcd the iieasant from employment in towns. 
Hundreds of poor Toms were whipped from “tything to tylhing, and 
stock’d, punished and imprisoned.” 

From low farms, 

Poor pelting villages, shccpcotcs, and mills, 

Sometime with lunatic bairns, sometime with prayer 
Enforce their charity. 

(Note. —Other scicctions hint something of the significance of 
this situation with respect to the drift to the towns, the extiusion of 
these rural workers from the gilds and the settlement of the workers 
and manufacturing industry in suburban and rural sites.] 

B 

By CoNVt.RS Read 

One of the most important contributions to the development of 
modern capitalism in England jirocceded from that many-sided change 
in the character of English agricultural life known as the Enclosure 
Movement. It is a generally accepted fact that the Enclosure Move¬ 
ment was fairly continuous in England from the end of the Middle 
Ages to the middle of the nineteenth century, yet it can hardly be 
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denied that it progressed most rapidly and its effects were most far- 
reaching in the period which coincides in point of time with the 
Industrial Revolution. It was provoked by a natural desire on the 
part of lanrllords to increase the net revenues from the land. In its 
earlier manifestations it usually took the form of the conversion of 
arable into pasture land for sheep-raising. In the later seventeenth 
and eighteenth and nineteenth centuries, however, it was more 
largely a])plicd for the purpose of improving methods of tillage, which 
for a variety of reasons had been very considerably retarded by the 
earlier system of common tillage in open fields. 

From the point of view of increased net yield from the soil, the 
Enclosure Movement clearly fulfilled its promise. But its effects 
were disastrous upon the social and economic condition of the English 
peasantry. At the beginning of the eighteenth century, in spite of 
the earlier Enclosure Movement, a large part of rural England was 
still in the hands of small yeomen who farmed their own land, of 
cottagers and crofters who rented small holdings and enjoyed common 
rights of pasture, woodland, and waste, and of agricultural laborers 
who worked for hire and cither “lived in” with their employers or 
else occupied a small cottage on his farm. Among the cottagers and 
crofters a con.sidcrable number were primarily engaged in weaving 
or some other form of domestic industry and worked their small bits 
of soil in their spare time. 

The effect of the Enclosure Movement in the eighteenth century 
was in a large number of cases to make the position of the agricul¬ 
tural worker untenable. Improved methods of tillage, involving the 
building of fences, the digging of drains, the application of manures, 
and the use of machinery, were beyond his resources and indeed 
beyond his intelligence. His hope of survival lay in the maintenance 
of the old system; but he lacked the organization, the enterprise, and 
the capital to make a successful fight for his old common rights before 
the courts. Enclosure came in spite of him and brought with it 
new and expensive methods and new marketing conditions to which 
he was not able to adapt himself. Inevitably then he was forced out 
of business by his richer and more progressive competitor. lienee 
it was that during the eighteenth century particularly a very consider¬ 
able element of the rural population of England was divorced from 
its old occupation and its old attachment to the soil. For the most 
part it found its alternative to starvation in the increasing demands 
of the new industries. As the gates of the farm swung to, the gates 
of the factory and the mine and the shop swung open. From the 
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deserted villages of rural feudal England came one of (he chief sources 
of labor supply for urban capitalistic England. 

Meanwhile in the towns themselves oilier sources of labor supply 
were forthcoming. The exclusive policy of the craft gilds had 
operated for centuries to prevent the piogrcssion of the jouincymen 
workers to the position of masters of the craft and to convert them 
into an industrial laboring class. Capitalistic forres among the 
masters themselves had depressed the poorer masters to a common 
level with the journe\men. In town and country alike the interests 
of the richer classes had superseded the interests of the rank and tile. 

capitalistic regime already dominated industrial oigani/ation both 
lural and urban even before the Industiial Revolution. It had 
already effectually destroyed the lommunity iileals of the manor and 
the gild. Out of the llolsam and jetsam of that wreikage it secured 
the proletariat for the new factory system wdiiih the lnduslii.il 
Revolution brought in its (rain. 

^ 74. EARLY LAROE-SCALE RRODUCTIO.N'' 

The capitalist movement, in its liist stages, was primaiily linaiK lal 
and commercial. It is com|)aratively rare to find ^iroduction organ¬ 
ised on a large sade on premises, or with machinery or appliaiues, 
owned by the emidoyer. Nevertheless, there are sufTnient traces 
of beginnings in this direction also to make the matter of some im[)or- 
tance - especially wdien account is taken of the develojiment of this 
form of capitalistic enterprise since the Industrial Recolution. 
Three points call for separate discussion: (i) the occasional ajipear- 
ance of the larger unit of production in industries which, however, 
retain the domestic as their jiredomiiiant type, (2) the increasing use 
of capital in mining and metallurgy and in branches of other industiies 
which require e.vpensive plants, and (3) the investment of consider¬ 
able sums under patent rights in the introduction of new or foreign 
processes or in the reorganisation of existing industries by control 
of the supply of the raw material. 

I. Evidence of a tendency on the part of individuals to increase 
the scale of production in the cloth industry goes back to 1339, when 
Thomas Blanket and other citizens of Bristol were fined by the civic- 
authorities for setting up looms and employing labour on them in their 
own houses. Incidental references to the practice are found occa¬ 
sionally in the fifteenth and sixteenth centuries. More commonly 

' Adapted by permission from H. 0 . Meredith, Outlines 0/ the Economic His¬ 
tory of England, pp 158-61. (Sir Isaac Pitman & Sons. Ltd . ipo8 ) 
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individual capitalists speculated in the tools or machinery of an 
industry, renting them out to the wage-earners. This was the usual 
course of development where, as, e.g., in the stocking industry, some¬ 
what complicated machines were introduced. The practice e.visted, 
however, in older trades, and the “Weavers' Act’’ of 1555 enumerates 
it among the methods by wliich wealthy clothiers were oppressing the 
we.avcrs - “ some by ingrossing of Looms into their hands and pos¬ 
session, and letting them out at such unreasonable rents as the poore 
Artificers are not able to mainUiin themselves.” Preventive legis¬ 
lation, as has been pointed out by Mr. Unwin, was limited to clothiers 
dwelling “outside a city corporate or market-town.” The same 
writer draws the deduction that the Act was the fruit less of sympathy 
with the oi)pressed weavers than of Jealousy of town versus country 
clothiers. On the other hand, the stronger tradition of the gild sys¬ 
tem would be likely perhaps to limit the growth of the system in the 
towns. It is possible that the town clothiers, holding themselves 
bound by these traditions, regarded the competition of large-scale 
businesses in the country as unfair. 

It is clear that a tendency towards an embrvo factory svstem was 
visible in tlic rural districts at this time, and there is traditional evi¬ 
dence of the existence of productive units which would be classed as 
factories today. A versified history of John Winchcombe, of New¬ 
bury, of which the first edition was possibly printed as early as 1597, 
tells us that 

Within one roonic being large and long 

There stood two hundred Loomes full strong. 

Each wettver (adult males were employed) was attended by a “prettx 
boy.” A hundred women were carding. Two hundred girls were 
spinning. A hundred and fifty children were picking wool—“the 
children of poore silly men.” There were fifty shearers, eighty rowers, 
forty dyers, and twenty hands in the fulling-mill. There is possibly 
e.xaggeration here. Winchcombe died some time after 1519, but his 
son continued the business, and Winchcombe’s “kersies” enjoyed a 
European fame in the middle of the si.xteenth century, and the 
imiiortance of the name does suggest some detailed organisation of 
production. Moreover, tliough factories which integrate a large 
number of processes are familiar to us moderns, it may be doubted 
whether tradition could create tlie conception if none such e.xisted. 
In any case, large-scale organisation did not become characteristic 
of the clotli industry until considerably later. 
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2. In some branches of industry, however, a plant was already 
required which could not be pro\ idcd for each worker by himself, and 
here, in the absence of capacity for co-opeiation, the capitalist w.as a 
necessity. The localisation of the liiushiiig processes in the clotli 
industry was largely determined by the search for water-power to 
drive the machinery of the fulling-mills. Thus, whilst _\arn continues 
to be spun tliroughout the country, we shall lind weaving gracitali's 
more and more to the Southwest and Northwest. We know little of 
die history of tlie fulling-mill, but we find in the Weavers' .\(t of 1555 
the provisions that “no weaver shall have a tucking- (i.e., fulling ) 
mill, and diat no tucker shall have a loom in his house or possession.’’ 
This seems to show’ a tendency towards integration of other jirocesses 
with the one jirocess rciiuiring ca]iit:il which was risisted in the West 
Riding (though not in other distiic is) until tlie Indusliial Revolution. 
Water-power was also becoming imiiortant in the iron iinhisliy, wlieie 
it was employed as early as the sixteenth century, to diixe mei liann a I 
bellows and tilt-hammers. The industry was to some extent ion 
trolled by the aristoi ratic owners of the land where ore and fuel weie 
obtainable in pro.xiniity. Both in mining and in metallurgy improved 
processes were lieing introduced from the Continent espeiiallv 
(Jermany by adventurers who could get the neiescary funds. 

3. The Elizabethan patents were granted on several dilferent 
grounds. Leaving aside those in which the ])rinci])al object was to 
farm out an excise duty on the imlustry in r|uestion, or jirovide a 
salary or pension for an official or favomite, we may distinguish two 
principles: (a) reward of invention, (i) reward of imjiortation of a 
new process. “The study of these patents has brought into promi¬ 
nence the very interesting facts that tlie jilanling of new industries 
was a capitalist undertaking, organised by moneyed men, who were 
[irepared to W'ait some years for the full return on their outlay.’’ 

75. THE UO.MESriC SYSTEM A FORERUNNER OF 
THE FACTORY S\'STEM‘ 

The primary force that was at work was Capital, and the capital¬ 
istic spirit—the desire of Investment for the sake of gain—which was 
bound up with it. Long before 1776 by far the greater part of 
English industry had become dependent on capitalistic enterprise in 
the two important respects that a commercial capitalist provided the 
actual workmen with their materials and found a market for the 

‘ Adapted by permission from W. J. Ashley, The Economic Organization oj 
England, pp. 141-54. (Longman», Green, & Co., 1914.J 
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finished goods. The workmen continued to W’ork in their own homes 
or in sheds or outhouses attached to them; and for this reason the 
system may he spoken of as domestic (German: llausindustrie). I 
think this is on the whole the most convenient practice, and I have 
followed it. If we arc to invent a new term, perhaps factor-system 
might serve; although the employing capitalists in England were only 
in certain small trades actually called “factors.” Commission- 
system, whi< h has been irropr'sed, is obviously inaccurate, because the 
work was not done on commission, either by the employing capitalist 
or by the cottage workman. 

The <|uestion of classilkation and terminology, however, may be 
passed over with some ccpianimity because in the period between the 
gild and the factory it was that more completely capitali/ied form 
whidi involved the |)rovision of material by the caiiitalist and the 
payment by him of wages whit h was by far the most widely prevalent. 
That this was the <ase with the clothiers of the south and west of 
I'higland throughout the sixteenth and .seventeenth centuries is beyond 
all ((uestioii. The point I want just now to emphasize is that the plan 
of giving out material and paying wages wtis characteristic of every 
other important industry in the eighteenth century. The proof is to 
be found iti the legislation against embezzlement of material. There 
was first the tem[)orary act of 1702, reciting that “many frauds arc 
dailv lommittedby persons employed in the working-up of the woollen, 
linen, fustian, (otion, and iron manufai tures, by embezzling and 
purloining of the materials with which they are entrusted,” and 
providing certain penalties. In 1710 it was made perpetual. The 
ai t of 1740 extended its provisions to persons employed “in cutting or 
m:mufa( till ing gloves, breeches, leather, boots, shoes, or other goods,” 
This “proving defii ient," in 1749 the work|)eople affected were classi- 
lied anew, as “any pei son hired to m.akc any felt or hat, or work up any 
woollen, linen, fustian, cotton, iron, leather, fur, hemp, tlax, mohair, or 
silk manufac tures.” In all these cases the dominance of the capitalist 
middleman was due to the fact that, as things then were, he was 
needed to organize the manufacture and to assume the risk which 
was involved in adcaniing the necessary capital, in view of a market 
which was too distant and uncertain for the individual artisan to cope 
with. The craftsman was not yet necessarily “divorced from the 
instruments of production”—to use the phrase of certain modern 
writers; he commonly owned his own loom in the woollen and silk 
tiades, just as manv a sweated sempstress of our own day owns her 
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own sewing-machine. It was not the instrument of production, l)ut 
access to the maikct that he was cut off from l>y cin unistaiues, 
•And the essential simdarity between industii.d conditions then and 
under the sub.sequent fac tory s\stem is shown by the fact tliat we 
already come across combinations of cottage work|ieople against their 
merchant employers and movements for higher wages. 

Conditions approached more nearly to the later factory svslem 
when the ca|)itahst ‘'uiuleit.iker" owned the necessary instrument ert 
production and let it out to the workman--as, for instance, in tire 
irosiery industry with its knittrng frame. 

An even closer ai)|)ro\imation to the factory of l.iter d.u s woulil be 
reached when the caiiitalist thought it e\])edrent to g.ilher a bcrily ol 
workpeople together in one place and under one roof. It is cert.rin 
that thoirgh occasio'ial e\am|)les may be foirnd, as in the pm m.rrin 
lactory deserrbed by .Acl.rrn Smith, the rrggregatron of workpeople 
under the control of capil.ihsts was not the “prevalent c harac teiistic “ 
of the period. 

Without special governmental favors, the ailvant.iges winch the 
collection of his workpeojrle in .i stngle birrlding would give an empliiv er 
were usually too shght and too dubrerus to encourage anv large move¬ 
ment in this direction. Where the work could be broken rip into a 
number of sejiarate operations, as in the manuf.u ture of pins, it woulcl 
doubtless greatly facilitate th.it type of divisnm of lalcor to bung 
together under one roof a siitlic rent body of men for eac h to In' assignee 1 
.1 speciali/ed job. Hut where, as in the woollen industry, division ol 
labor could not go bejond the [iiocesses of coinbmg, spiiming, dyeing, 
weaving, fulling, etc., there would be no such gain in a mere aggrega¬ 
tion of workpeople pertornniig the same oiieration, 'l ire only atlv,ul¬ 
lages that I can discern would he in the better supervision of the 
(inality of the work and in the greater regularity of outimt. Against 
these had to be set the cost of providing the building as well as of the 
necessary supervision. Accordingly the only successful introduc tion 
of tlic textile factory, on a considerable scale, was in the silk-spinning 
industry; and here the e\'|)lanatioii is to be found in the introduc¬ 
tion of machinery which recjuircd “power” (in this case supplied 
by water) beyond that protlucible by human muscle. It is only 
because the spinning of silk was, after all, a relatively small trade 
that lire advent of the factory on the Derwent in 171.S did 
not transform English industrial life as the subsec|uent cotton 
factories did. 

8 
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The appearance of the factory is tlicrcfore the characteristic- 
feature of the industrial revolution of the later years of the eighteenth 
century, even though it had actually come into existence sporadically 
half a century earlier. It meant a new lorward step in the evolution 
of capital: the assumption, on a large scale, hy the owner or controller 
of capital of a further function besides that of the mercantile inter¬ 
mediary—the function of actually directing and supervising the 
manufacturing firoiess itself. And this, if it did not produce abso¬ 
lutely new [ihenomena, immensely intensified the elTects of the 
capitalist control already established. The effects, I ha^k■n to add, 
were good as well as bad. For the advent of capital brought about a 
vast enlargement and cheapening of prodmtioii. This should never 
be lost sight of, though it is so obvious that one sometimes forgets it. 

D. Some Examples of Differentiation of Function 
76. THE RISE OF FUN’CTION.U MIDDLK.MEM' 

It is necessary to analyze the fuiu lions ])orformed by the middle¬ 
man. Roughly the general fiinc lions may be listed as follows: (t) 
sharing the risk; (2) transporting the goods; (3) financing ihe o|)era- 
tions; (3) selling.(communication ol ideas about the goods), (5) 
assembling, assorting, and rcsliipping. 

These funclions were at first taken over by areas; that is, each 
siicce.ssive middleman in the series look over a pari of e:ich fnmlion. 
Each took the risk of de.struclion of the goods wliile he held title. 
Each took the risk of credit losses. Each look a share in the transpor- 
lation of the goods along the route from the producer’s btockroom to 
Ihe hands of the consumers. Each took a pait in financing the entire 
operation. Each had a part in the selling, disposing of ihegoods to be 
purcliascd to succeeding middlemen and finally to the consumer. And 
eacli finally took a part in assembling, assorting, and reshipping the 
goods to make ihenr physically avaikdrle to the coiisunier. 

lint at a relatively early date a taking-over of the.se functions by 
kind instead of by area ap])earcd. Today we have what may be 
termed functional middlemen in the insurance companies, direct 
transportation companies, and banks. 

The insurance company is in a real sense a middleman in distribu¬ 
tion. When it insures the producer against loss of goods by fire, against 
credit losses, and the like, it is taking over the function of risk formerly 

•Taken by permission from A. W. Shaw, “Some Problems in Market Dis 
tribution,” Quarterly Journal of Economics, XXVI (igia), 731-33. 



THE COMING IN OF CAPITAUSM 


199 


shared by successive middlemen. Today the insurance company 
will assume practically the entire clement of risk. It is possible, for 
instance, for a large department store to insure against unseasonable 
holiday weather. The insurance comi)any differs from the ordinary 
middlemen in that it takes over one function as such rather than 
portions of a number of functions. 

So improvements in direct transportation have enabled the pro¬ 
ducer to turn to a functional middleman to convey the goods to the 
consumer. The transportation companies and the e,\i)ress companies 
are in a true sense middlemen in distribution, though they peiform 
but one of the functions formerly sliared by the successive middlemen 
who took over functions by aiea. The physical conveyance of the 
goods to the consumer was formerly one of the most important func¬ 
tions performed by a series of middlemen. 

•So the function of linancmg the operations h.as largely been taken 
from the regular middleman. In foimer times the middleman took 
his part in the burden of hnance, in addition to his other film tions. In 
most industries today the bank, as a fuiidional middleman, cares for 
the element of finance in the operations of distribution. l(y advam ing 
on goods and on commercial paper, it largely absorbs the function of 
linance in distrilnition. 

Another development has lessened the dependence of the producer 
upon the middleman for financial assistance. The a[)plication of the 
corporate form to industrial organization lias made it possible to draw 
together larger bodies of operating capital and hence to place the 
producer m a stronger financial [losition. 

As a result of the dec elopinent of functional middlemen, ready to 
take over the fund ions of sharing the risk,trans])orting the goods, and 
financing the o[)('ration3, the importance of the middleman for these 
functions has diminished. 'I'here remain the function of selling (the 
communication of ideas about tlic goods) and the function of assem¬ 
bling, assorting, and rcshipping. It is as to these functions that the 
middleman is of most importance today. 

77. CARRIMRS AND COMMUNICATORS' 

Under the old market system the farmers did their own carrying 
to market. A very good description of the method of carriage is 
given by Henry Best in 1641. The custom was to dispatch a train 

'Adapted by i>crmission from R. B. Wcsterl'ield, “Middlemen in English 
Business,” Transucltuns of the Connecticut Acenlemy of Arts and Sciences, XIX, 
362-69. (Yale University Press, 1915 ) 
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of eight horse-loads at a time under the charge of two men. A load 
consisted of two three-bushel sacks of oats. The trip required a long 
day. A like system of horse-pack carriers was used l)y tlie Stafford¬ 
shire potteries to distribute their products and to bring fuel. The 
Manchester men employed horse-pack trains in their own charge or 
in that of their agents. The petty chapmen and travelling merchants 
were carriers as well as tradesmen. 

The effect of improvements in transport facilities was to call 
forth a specialized class of carriers, to reduce the costs of carriage, 
make possible larger loads, incrca.se the speed of transit, and add to 
the safety, comfort, and convenience of travel and traffic. It also 
broke down the local prejudices and customs, travel became less an 
adventure among unknown peoples, news travelled more quickly, 
England became more metropolitan, sensitive, united. 

Carriage by wagon and cart increased as the roads were im])roved. 
Wagoners brought wool and cloth to London by regular time-schedules 
in 1706 and this was spoken of as a “wonted” (iractiic. In 1745 
many farmers and others kept teams and carriages for hire to others 
to bring corn, meal, and malt to London, and carry back coal, gro¬ 
ceries, wine, salt, iron, cheese, and other heavy goods for the .shop¬ 
keepers and tradesmen of the country. It was .said that there were 
in London in 1770 a hundred and fifty inns at least for the reception 
of such commodities and provisions as were brought thither by land 
in wagons out of the country, and that these returned at stated times 
with London commodities. 

A kind of stage-coach was introduced into London in 1608. This 
hackney-coach soon acquired a “general and promiscuous use” in the 
city and spread into the country. By 1685 there had become estab¬ 
lished a system of stage-coach service between London and important 
termini scattered over England, and even Edinburgh. Schedules of 
limes and rates were published. Many private parties took up the 
occupation of common carrier; they owned stage-coaches of their own, 
had regular places and times of departure and arrival, and sought 
public patronage by advertising. The “Stage-coachmen upon the 
grand roads of England” were derived from and fostered by other 
trades, such as the innholders, the coach and harness makers, and 
tlie licensed coachmen of London. The rise of the stage-coach was 
opposed by a large part of the people on the grounds that it would 
destroy the breed of good horses, destroy good horsemanship, lessen 
the king's revenues, etc.; but it became the most common means of 
liavel in the eighteenth century. 
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Another line of carrier activity pushed by the tradinp classes was 
the postal service. The early Kn^lish post ofhee had a political and 
military oriijin, but the carria<;e of mail for private parties was used 
to help defray the exi)ensc of the royal mail. In 16,58 Thomas 
Withcrinj; laid the basis of modern postal systems, his reforms were 
to provide for the carriage of private letters at fi.xed rates, to increase 
the speed of the posts, and to put the post olhcc on a successful 
financial fooling. 

The tradesmen found several particular uses for the mails besides 
their regular iorres|)onilencc. One was the carriage of certain light 
goods by post, sill h as liices, diamonds, etc. .Another w.as the device 
introrluced In the bank of Kngland in 17 58 to facilitate the trans¬ 
mission of large sums of money by post called “Bank Post Bills”, 
the notes were pasable at seven days' sight so that in case the mail 
was robbed the parlies might have time to stop payment of the bills. 
Still another use was the transmission of mercantile jvapers and bills 
receivable and payable. Special forms of assignation or indorsement 
were invented to insure .ig.iin t lobbc iies or loss of the mails. Lastly, 
a very important usage was the sending of patterns and .samples by 
mail. It is prc'bable ih.il the franking privilege .as it was abused in 
the eighteenth century was of itself a considerable inducement for a 
iierchaul to enter public life. 

j\ linal method of meri.aiitile communication must be mentioned, 
vi/., the newspaper. The first U’ei’Wy .VcKr.s appeared in 1621. 'The 
lir.st business advertisement in a newspaper dates from 1658. 'J'he 
average number of newspapers sold annually in fvngland 1751-17,5,? 
was 7,411,757, and in 1760 it was 9,464,790. This was surely a 
prodigious increase in the circulation of news over what it was a 
century earlier. 

The commercial and business uses of newspaiiers consisted in 
diffusing the political events of the day at home and abroad; in 
communicating consular let ters and essays on trade, as well as reports 
of the markets and the movement of .ships; and, lastly, in advertising. 
Advertising in ncwsp,a])ers after its start in 1658 made rapid progress 
In 1675 a mercury was devoted to ‘‘Advertisements Concerning 
Trade,” and was followed In 1679 by a gratuitous sheet of advertise¬ 
ments for ‘‘iiromoting Trade,” trusting for profit to the payment for 
insertions only. The increase in the number and influence of the 
newspapers improved their value as means of adverti.sing. The 
advertisements lacked the atfractive qualities of the modern type, 
but related to a wicie range of subjects and interests. By the middle 
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sufficionry were supplanted by commercial unity. The nation became 
metropolitan. The bu.dncss men of the cities conn oiled the pulse 
of a trade that llowed to and from all parts of the kinudom. 

78. METHODS OF MARKETING AliROAD' 

Five methods of m.iikelini’ abroad were devised by the merchant ■ 
(a) travelling merchant, (A) supercargo, (c) factor, (d) foieign resident 
commission house, and (<■) branch house. This is roughly tliehistori 
cal order by which they rose to importance. 

Si 4 [>erniri^,>. —The earliest merchants either were i.iplains and 
masters of slops or were merihants uho accompanied their goods, the 
cargo of another’s ships. .As such thc'v attended and clid their own 
liming and selling abroad. The diflerentiation of the merchant 
function and the shi|i-masler function, and, further, the ship-owner 
functioii w.is in process ditring the seventeenth ancl eighteenth cen¬ 
turies So long as the i>ractice w.is for the merchants toaiiompanv 
their i.ii,;ocs very strait limitatiinis were thus ptit to the volume of 
business that could be dotie, few voyages could be made in a yeai, 
foreign connections had to be made each time, few markets could 
be ic-.h heel, bin i ass abroad was spasmodic; budness at home was 
niteriuptecl by their going away; and .so foith. I)y reason of such 
. iconvenicnces a recourse was had to the supercargo, 

“Supercargo” is dclined as an agent “confined to the sale of goods 
under clirection on some voyage, and it may be the luirc hase of others, 
in conformity with the orders his employer may give him.” 'I'he 
merchant prepared and shipped the cargo in his own or another's 
ship and sent a supercargo to conduct the sales abroad, the return 
cargo was bought, [irepared, shijiped, and ace ompanied by the supc r 
cargo. This svstem of agenc y was necessitated in the period before 
international bills and machinery of exchange had been inslitutcsl 
between the countries trading. 

Factor .—A factor is a merchant’s agent, residing abroad, consti¬ 
tuted by letter of attorney, to transact the business of purchasing, 
selling, trans|)orting, and exchanging, that shall be committed to his 
ctire by his principal. 

The chief functions of the factor were statccl in the definition of the 
term: he cared for the commercial interests of his [irincipal in the 
port where he resided. The sale of the cargoes consignee! to him and 

‘Adapted by permission from R. B. Wcstcrfield, “Middlemen in Ivnglish 
Business,’’ Transdctions of the Conheclicut Academy of Atls and Sciences, XIX, 
351-61. (Yale University Press, 1915.) 
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the purchase of return cargoes were his prime business; but scarcely 
less important were the accessory business of insurance, exchange, 
packing and lading, paying customs, etc., collecting debts due his 
principal, securing and maintaining the favor of foreign princes and 
mercantile houses, and the various other business attendant upon 
foreign negotiation. A factor was free to serve several merchants, 
principals simultaneously, in which case the risk of his actions was 
joint. By means of factors the merchants were enabled to negotiate 
with the whole world without leaving their stores or accounts; by 
corresi)ondcnce they learned the relative dearth and abundance of 
goods in its different parts, and by correspondence the principal 
directed a consignment of goods from one of his factors to another. 
The settled residence of the factor in the section in which he operated 
was a distinct advantage over the supercargo system; he had opportu¬ 
nity for furthering his prinripal’s interests without interruption; his 
residence gave him credit and clientele as well as better insight into 
the needs of the iK'ople and methods of dealing with them, and in 
many places he was able to effect political changes in his district 
highly beneficial to his business. 

CommisiioH knuse .—The line of demarcation between factor and 
commission house cannot be absolutely drawn, because a commission 
merchant is a factor. A commission house buys and .sells in foreign 
tr.ade, in its own name, for a number of principals a variety of goods, 
on commission. It receives the goods by consignment from a mer¬ 
chant or manufacturer. It is entrusted with the possessions, control, 
management, and disposal of the goods sold. It does business in its 
own name but on the account and at the risk of the principal. 

These houses are houses of reputation, capital and credit. They 
allow the consignor to draw on them for a large per cent of the value 
of the goods consigned, immediately upon receipt. Such advances 
ref|uirc large capital on the part of the consignee. They store the 
goods, sell them in their own name, and guarantee payments of the 
accounts to the consignor. They carry out the shipping details, 
caring for lading, shipping, insurance, commercial papers, etc. They 
also buy goods upon order from foreign houses, and finance and ship 
the order, collecting their outlay from the consignee. Their profits 
arise from the commission paid, interest on their outlay, insurance, 
profits, etc. 

Branch house. —A merchant firm may conduct other houses of 
like kind abroad and use these as means of carrying on their foreign 
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‘Adapted by permission from R. B. Wcstcrfield, “Middlemen in Ivnglish 
Business,’’ Transdctions of the Conheclicut Academy of Atls and Sciences, XIX, 
351-61. (Yale University Press, 1915.) 
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In the gild the members really constituted a species of benefit 
society, whereas marine insurance was conducted by persons who 
had no special connection, outside that transaction, with those 
assured. 

It is difficult to determine how early this species of transaction 
began. It may have bceji a development of the foenus iiauticim of 
the later Roman Empire; or, on the other hand, the loan on bottomry 
may have been called into existence independently to meet the 
exigencies of the case. A loan on bottomry inverts the modern 
practice in marine insurance. The assured or borrower obtained the 
advance of a specified amount of capital, on condition that he should 
repay it, together with a premium on the return of his ship—the ship 
itself being the security. If the vessel were lost, there was no obliga¬ 
tion to make good the sum lent. During the Middle Ages the position 
of the church with regard to usury made tliis form of investment a 
favorite one for persons who had capital at their disposal and who did 
not wish to undertake the trouble of management in a partnership. 

It would seem that at first marine insur.ince was conducted as a 
part of a general financial business, either by a body of merchants, 
such as those of the Steelyard, or by the goldsmiths. It was not until 
the eve of the South Sea period that joint-stock marine insurance, 
as far as is knowm, came into existence. Although marine insurance, 
on a non-mutual basis, was earlier, it was the last of the three groups 
to be develojicd by means of joint-stock companies. 

After marine insurance came some form of provision against 
certain adverse life-contingencies. It is stated by Francis that persons 
who intended to make pilgrimages to distant countries were in the 
habit of effecting a bargain before they started by which in considera¬ 
tion of a certain iiayment, the assurer agreed to [irovide a ransom for 
the assured, in the event of tlie latter being taken captive. Similar 
arrangements were made by merchants who went on traduig voyages. 
Or again, the contract might be of a different nature, when the 
traveller would deposit a sum of money on the understanding that, 
should he return to claim it, he was to receive a large addition to his 
deposit; if he failed to arrive home, the assurer retained the amount 
lodged witli him. 

There remains one species of insurance as yet undealt with, namely 
the provi.sion against loss in the case of fire. It seems that, for several 
centuries after the dissolution of the gilds, there was no organization to 
carry on this class of business. Proposals for establishing fire insur- 
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ance were made in 1635 and 1638; but, though as early as 1591 the 
system was in operation at Hamburg, it was not until after the Great 
Fire of London that olliees began to come into existence in Kngland. 
The earliest undertaking that can be traced is that established in 
1667 by Dr, Nicholas Barbon, a prominent building speculator and 
the author of .1 Discourse of Trade (itigo). This ofTice was at first 
known as "Barbon’s” and it continued in Baibon’s hands till 1680 
when it was transferred to a coni])any, and it was then desciihed as 
The Insurance Office at the Tack-side of the Royal Ecchant^e. 

Up to I yob tire insurance had been conlincd to provision for losses 
on buildings, and in that year Charles I’ocey first founded oflii es to 
insure against losses of goods and nierchandi/.c. One of these was for 
London and the other for the country. Both were eventually trans- 
leried to the Comf>any of London Insurers, which became known as 
the Sun Fire Office. 

The period of e.xcitement at the time of the South Sea Bubble was 
iiiaiked in London by many insurance proposals. Some weie intended 
to lival the existing lire, life, and marine undertakings, while others 
hiaiH lied out in new directions. Amidst schemes that were i himerical 
llieie were some that anticiiiated dexelopmcntj reali/.ed later, sinli 
,1^ burglar) insurance, the insurance of debts and of li\e slock. 

See also 191. Some Functions and FlTectsof Insurance. 

So. THE RISE OF FINANCIAL MIDDLEMEN IN liNCLAND' 

Now, in a general manner, may be pre.sented the rise in the volume 
of capital handleil in coniniertial transaetions, the rise of a spei iah/ed 
class of linancial middlemen, and the rise of modern business methods 
with respect to commercial pa|)er. The capitalistic quality so 
permeates the middlemen’s business that some attention to this phase 
is required in a treatment of their work. The most characteristic 
thing of modern industrial and commercial life is the dominant impor¬ 
tance of capital and credit. Quite the opposite fact characterized 
the mediaeval market system. A momentous transition in the nature 
of commercial and manufacturing activity was in progress in the two 
centuries preceding the Industrial Revolution in which event the 
capitalistic regime w'as established. 

‘Adapted by permission from R. It. Wcsterficld, “Middlemen in English 
Husincss," Transactions of the Oonnccluul Academy of Arts and Sciences, XIX, 
369-82. (Yale University Press, 191s.) 
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With minor exceptions the great system of modern credit in the 
business life of the English peojile arose in the century before 1760. 
International exchange, book-credit, promissory notes, and a few 
other representatives of credit had a meager use before 1650, but the 
real age of credit was inducted by the goldsmith banker during the 
Civil War and the Puritan regime. 

Book-credit was the sim|)lest, earliest, and most general form of 
credit. Nearly every seller was likely to grant credit of this kind 
occasionally or customarily to buyers. Traders bought on time rather 
than borrow money directly at interest; in fart tlie two practices 
were alike, except that book-credit usually drew a higher but implicit 
rate of interest, double or more. Shopkeepers and larger tradesmen 
and merchants carried running accounts with one another and with 
their customers. The clothier w'as a considerable giver and taker 
of this sort of credit. 

Loans attested by promissory notes were facilitated in two 
respects about 1700. Greater security was provided by the intro¬ 
duction of fire-insurance. It at once became the practice to refuse 
to lend money upon houses unless they were first insured; by 1723 
it was said that not one in a hundred would lend otherwise. A means 
of greater security was also procured by the initiation of a system of 
public registry of deeds, mortgages, and conveyances. The country 
gentlemen had sullered many inconveniences and abuses in borrowing 
money on their land’s security. The passage of this law gave a legal 
standing to a registered mortgage which made it sound collateral for 
loans. 

Banking was inaugurated by the goldsmiths. They had long 
done a pawnshop business in connection with their smith work. 
About 1645 they became buyers and exporters of bullion. During 
this period of insecurity due to the civil wars the merchants deposited 
their cash and plate with the goldsmiths for safekeeping. By an 
inducement of four pence a day interest paid on dejtosits they soon 
acquired large holdings, and set up “running cashes,” making loans 
to merchants and others for weeks and months and trusting “some to 
come as fast as others were paid away.” By discounting merchants’ 
bills of exchange at high interest they made a considerable profit. 
They loaned to Cromwell and Charles II; loaned on ]iawn3 and bot¬ 
tomry; loaned on “notorious Contracts, or upon pcrson.al Securities 
from Heirs whose Estates” were “in expectancy”; the rates in these 
cases were exorbitant. 
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In 1677 the list of all the goldsmiths keeping ‘‘running cashes” 
numbered forty-four. From this time to 1600 there was a progressive 
dilTercntiation between banking, pawn-broking and goldsmithing. 
Francis Child, ‘‘the Father of the Profession,” was the first to devote 
himself e.xclusively to banking. 

It seems that the fundamental purpose or function of banks was 
the transfer of ownership of money by the assignation of deposits, 
“without the danger and trouble of kec|)ing, carrying, or telling it.” 
The original of this was likely the Use of safety de])Osit vaults as 
depositories for valuables. 'I'he goldsmiths irerformed both these 
services. They rccei\-cd on de])osit gold and silver ))late and coin, 
as well as government tallies, and gave the depositors book-credits 
and -notes. The earliest know'n record of a goldsmith’s note issued for 
an amount of money deposited with him dated from 1O67. These 
were the original of the modern bank-note. The principle of the 
check and check-system was also devised at this time by the gold¬ 
smiths 

Throughout the latter half of the seventeenth century there was 
a growing demand for a commercial bank as an aid to merchants. 
It airpears that the meidiants resorted to the goldsmiths with reluc¬ 
tance; but the dispatch of trade forced thcni,*n spite of extensive 
losses, to use goldsmiths’ notes. 

In 1676 there was formulated a plan for a “Bank of Credit” and 
proposed to the .Mayor, Aldermen, and Common Council of London 
■After seveial examinations it was undertaken as a project “highly 
conducing to the general good.” It provided for a subscription to a 
fund under the care and management of trustees chosen by the 
subscribers, and “many Consideralile and Wealthy Inhabitants” 
subscribed a “Fund more Substantial than any Bank abroad.” Sub¬ 
scriptions were paid in kind, e.g., tin, lead, coiipcr, iron, raw silk, 
wool, cotton, etc. These wares were put in warehouses |)rovidcd 
for the purpose, for one year, and substitutions of other goods were 
allowed during the year. Credit was allowed on such deposits up to 
two-thirds or three-fourths of their market value, depending on the 
durability of the goods and the stability of price. The “bank” 
failed in 1683. 

It was also frec|uent for merchants about 1670 to enter into 
partnerships among themselves and give joint bonds for security to all 
[lersons who offered to dciiosit money with them. With these 
deposits they ventured in all sorts of undertakings. The above-cited 
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[citation omitted] Thompson, for example, dealt in wine and silk, was 
an interloper in the India trade, traded to Russia, and ventured in 
mines, Irish manufactures, and international exchange. This firm 
failed in 1675. The business world had learned a lesson. The charter 
of the Bank of England prohibited it from trading directly or 
indirectly. 

The Bank of England was founded in 1694 primarily as a revenue 
measure to sustain the government of the Revolution in its foreign 
wars. The Bank at once became “the very heart of the economic 
life of the country,’’ and performed invaluable functions with com¬ 
merce. 

The Bank added to the available capital of the country and gave 
wider opportunity for trading on borrowed capital. In conjunction 
with the reform of the currency in 1696 it corrected the disadvan¬ 
tageous rate of foreign exchange. But it did not perform as many 
functions as commercial banks might and many extensions of service 
were suggested, such as advances to importers to pay duties, loans 
on landed security, etc. By the middle of the eighteenth century, 
however, it was agreed that the methods of business employed by the 
Bank of England were more satisfactory to the commercial world 
than those of any foreign country. 

Banking institutions extended themselves very little in the first 
half of the eighteenth century. The following numbers of banks 
existed: in 1677, 44; 1738,21; 1754,18; 1763,23; 1736,21; 1740, 
28; 1759,24; the fluctuations were caused by failures, amalgamations, 
and foundations. _ 

See also 53. Mediaeval Currency. 

128. Various Services of Banks. 

81. THE EXCHANGE IN ENGLAND' 

Exchange, as Bourse: (0) A place where merchants, bankers, 
brokers, etc., assemlrlc at certain hours for the transaction of business; 
and (b) the assemblage itself. In both senses the word is commonly 
contracted into ’Change. 

“The last yere, I shewyed your goode lordeshipe a platte, that 
was drawen howte for to make a goodely Bursse in Lombert strette 
for marchaunts to repayer unto. I doo suppose yt wyll coste ii. M. li 

''taken by permission from George Clare, “Exchange, as Bourse,’’ in Palgrave’s 
Dictionary of Political liconomy^ I, 767-68. (Macmillan & Co., Ltd., 1910.) 
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(£2000) and more, wyche shalbe very beautyfull to the citti, and 
allsoo for the honor of our soverayngnc lord the Kyngc.” Thus 
wrote Lord Mayor Sir Richard Gresham in 1538 to Cromwell, the 
lord privy seal. He had recently seen and admired the new Burse 
at Antwerp, and was anxious that London men hauls whose custom 
it was to congregate twiie a day in the open air at Lombard street, 
should be provided with a similar house, or covered walk, to shelter 
them from the inclemency of the weather. But [Hiwerfully as he 
advocated the scheme, it did not find favor. Owners of property 
wore difficult to treat with; and, as the merchants themselves apjiear 
to hae-e been completely indifferent, the plan was suffere{l to fall 
through. After the lapse of a quarter of a century, it was however 
again brought forward by his public-spirited son. Sir Thomas Gre.sham. 
On the death of his only child in 1564, Sir Thom,is ajjpears to have 
conceived the idea of making his country his principal heir: he 
munificently offered, provided the city would furnish a suitable site, 
to erect the building at his own expense. His fellow-cili/.ens grate¬ 
fully accepted the offer, they raised a suffuient sum by subsi riiition, 
purchased the piece of land on which the Royal Kxthange now stands, 
and conveyed it over to him. By the end of 1568, merchants were 
able to hold their meetings within the building. It consisted of a 
quadrangular arcade, enclosing an open court, and bore a general 
resemblance to the Bur.se at Antwerp, which had suggested the jilan. 
After completion, it was inspected and formally opened (January 24, 
1571) by Queen Klizaheth, who “caused the same Burse by an 
herralde and a Irompet to be proclaimed the Royal Exchange, and 
so to be called from thenceforth, and not olherwise.’’ Gresham had 
ordained in his will that on the death of his wife, who was to enjoy 
the rents during her lifetime, the Royal Exchange should be vested 
in the hands of the Corporation of the City of London and of the 
Mercers’ Company, conjointly, and to them it in due time reverted. 
E.xactly 100 years after the laying of the foundation stone, the build¬ 
ing was swept away in the great fire of 1666, and its successor, the 
second exchange, was also destroyed by fire in 1838. The present 
structure dates from 1844. 

To the inquiring foreigner or stranger who nowadays visits the 
Royal Exchange, as many do, in the expectation of finding there the 
very heart and focus of the business of London, the silence and the 
deserted appearance of its interior are a constant source of wonder¬ 
ment, for, with the exceptioil of a short interval in the afternoon, when 
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it is resorted to by dealers in some of the minor branches of com¬ 
merce (paper, oil, drugs, etc.) and of an hour or so on Tuesdays and 
Thursdays, when foreign bills are dealt in, it appears to the observer 
to be entirely given over to loungers. As a matter of fact it has to a 
great extent outlived its object. In the time of Gresham, and for 
many years afterwards, the space afforded by the quadrangle and 
ambulatory was doubtless amply sufficient for all rc(|uircments, but 
today the building would hardly give standing room to a tithe of those 
who every day come together in the city to discuss and transact 
affairs; long ago it became apparent, as the throng grew more and 
more dense, either that the exchange must be greatly enlarged, or that 
some of those who frequented it must foregather elsewhere. One 
after another, accordingly, the larger and wealthier sections of traders 
forsook the parent assembly and built homes for themselves in more 
convenient localities. The dealers in stocks and shares, the produce 
merchants, shipowners, insurance underwriters, coal-, metal-, corn-, 
hop-, wool-traders, and others, now posse.ss their own separate 
exchanges. There is, however, one small but important group which 
still transacts business in the old parent centre, and which the mind 
more jrarlicularly associates with the word “ ’Change. ” On Tuesdays 
and Thursdays, immediately after luncheon time, the principals of 
the great merchant-banking houses, and of the foreign and Anglo- 
foreign joint-stock banks, collect at the eastern end of the courtyard 
to discuss matters of common interest and to deal in foreign bills. 
The attendance is never very large—not more, perhaps, including the 
brokers, than five or six score; but it comprises members of firms 
whose names are “household words” on every bourse throughout the 
world, and is eminently rei)rescntative of the financial side of 
England’s Wcithandel. Hubbub and excitement, a])parently neces¬ 
sary concomitants of the dealings in other commercial assemblies, arc 
here entirely absent; the negotiations are conducted in a quiet under¬ 
tone, and with an air of nonchalance which might almost lead the 
onlooker to believe that the chief object of the meeting is conversation 
and that business is quite a secondary consideration. 


See also 97. Produce Exchanges. 

98. The Cotton Exchange of New Orleans. 

99. Stock E.xchanges. 
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E. The Industrial Revolution the Current Phase of Capitalism 
THE CHANGES WROUGHT BY THE REVOLUTION' 

At the close of the eighteenth, and the opening of the nineteenth, 
century a change, or rather a series of changes, passed over tlie 
agricultural and manufacturing industry of ftngland, which has been 
ajrtly described by tlie name of the “Industrial Revolution.” The 
changes which then took place were of considerable magnitude, and 
the conditions of industry, both in manufactures and in agriculture, 
may without any great e.xtravagance be said to have been revolution¬ 
ized. Until this time the general character of industry in England 
presented broadly the same features as those which it had c.xhibited 
during the greater part of the Middle Ages; and from that time the 
commencement of our modern system of industry ilatcs. Agricul¬ 
ture in England and manufactures alike were then generally prose¬ 
cuted on what we should term primitive and unsystematic methods, 
.Men were raising comirlaints that half of the land of the country was 
waste. The size of the farms was small and the method of cultiva¬ 
tion unscientific. In many parts of the country there were still open 
uninclosed fieldi; in nearly all there was an absence of any proper 
system of rotation of crops and of turnips and artificial grasses 
(Juarrels were continually arising about the rights of pasture on the 
common meadows, and about the boundaries of the many scatteied 
minute ])arccls of land of which an individual holding was made up. 

Nor was the position or character of manufacturing industry 
different. It was carried on, with few e.xceiitions, by craftsmen 
working with their own hands in their own homes, although even 
then there were exceptions, for some capitalistic employers existed, 
and some factories had been built by the middle of the eighteenth 
century. The mechanical appliances and tools which the craftsmen 
used were generally of a simple and rude description, and the number 
of persons working under their direction was small. The apiirenticcs, 
limited in number and term of service, and the journeymen, with their 
wages fixed, in theory if not in practice, by tbe magistrates, lived in 
the house and ate at the table of the master-craftsman. Employ¬ 
ment, such as it was, was regular; fashions varied slowly and slightly, 
and men produced in the main, though not exclusively, for a market 
which was close at hand. They were intimately acquainted with 

'Taken by permission from L.^L. Price, “The Industrial Revolution,” in 
Palgrave's Dictionary of Political Economy^ II, 399-401. (Macmillan & Co., Ltd., 
1910.) 
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the conditions of that market, and the state of the roads was such 
that intercourse and trade with di'^tant towns wcrercndcicd difficult. 
The workman who ventured to move from one town to another was 
not merely liable to be sent back to his original abode under il-e 
law of .settlement, stigmatized by Adam Smith as an “evident \iol.i- 
tion of natural liberty and justice,” for fear that he might cventuaily 
come upon the rates in his new dwelling-irlacc, but he might also be 
e.xcluded from employment by the restrictive privileges of some 
exclusive trade corporation, which were, in Adam Smith’s words, a 
“plain violation” of that “most sacred and inviol.able pro])crty which 
every man has in his own labor.” The goods which the craftsmen 
made were often taken to the halls of the dilTerent corporations to 
be stamped as genuine. 'I'he woollen industry was now, as it had 
been for a long time previously, the staple industry of the country, 
and was carried on at Norwich, and in the west of England, and the 
West Riding of Yorkshire. The iron industry, which was prose¬ 
cuted in Sussex, where the iron w'as still smelted by charcoal in small 
furnaces blown by leathern bellows worked by oxen, was said to be 
gradually dying out; and the cotton industry was so insignificant 
ns to be mentionc(l but incidentally by Adam Smith, w’ho lived on the 
very eve of the Industrial Revolution, and himself, jicrhaps, a.ssisted 
in alTording a shelter within the walls of Glasgow University to James 
Watt, the inventor of the steam engine, seeking protection from the 
exclusive tyranny of the local corporation of hammermen, who had 
refu.scd to allow him to practice his trade. Adam Smith declared tliat 
there had been only three inventions of note in the cotton industry 
for the space of three centuries. Banking was as yet in its infancy, 
and the Bank of England did not i.ssue notes of a lower denomination 
than £20. The external commerce of the country was hampered 
by a number of ve.xatious restrictions, and duties on imjrorts and 
bounties on exports abounded, wdiile the colonies were regarded as 
a field for tlie commercial monopoly of tlie mother country. 

Such was the general condition of affairs before the changes 
which introduced tlie modem industrial system. These changes 
were bewildering in their magnitude, and, to some extent also, in the 
rapidity with which they were effected. 

Agriculture underwent a transformation, the chief part of which, 
however, seems to have been accomplished in the earlier half or two- 
thirds of the eighteentli century. Large farms began to take the 
place of small farms. The inclosure of the open field was active!) 
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prosecuted, and sometimes injustice was done to the rights of the 
smaller commoners. Sdenlific cultivation was substituted, in a more 
or less considerable degree, in dilTerent parts of the country, for primi¬ 
tive methods, Bakcwell improved the breed of cattle. Townshend - 
“Turnip Townshend’’ as he was nicknamed—introduced the culti¬ 
vation of turnips. Coke at a later time devised an improved system 
of rotation of crops. 

But in manufacturing industry the changes were more revolu¬ 
tionary, and they occurred in the latter part of the century. Four 
great inventions were made in tlie cotton industry— Oiat of the 
spinning-jenny by Hargreaves; that of the water frame by Ark¬ 
wright; that of the mule by Crompton; and, the most considerable 
and important, in its consequences to the old handicraft occupations, 
of all, that of the power-loom by Cartwright. This last invention 
dealt a fatal blow to the fortunes of the old hand-loom weavers, and 
Iheir distress has furnished a stock illustration of tlic temjiorary misery 
which may be occasioned by tlie introduction of machinery, at any 
rate to those woikmen the labor of whose liands It suirersedes. But 
other industries besides that of the manufacture of cotton were 
affected by the changes of the times. The smelting of iron by coal was 
introduced by Roebuck and the decaying iron industry revived, and 
■ handoned the charcoal forests of Sussex for the coal scams of the 
north and the middlelands. Canals, such as the Grand Trunk con¬ 
necting the Trent with the Mersey, and the Grand Junction which 
afforded the means of communication between London and tlie chief 
towns of the .Midlands, were constructed under the direction of 
the inventive genius of Brindley, and the roads of the country were 
improved under that of Telford. Mills were erected on the banks of 
rivers in order that use might he made of the water-power which was 
there available to drive the new machinery, and then came the most 
wonderful and important discovery of all—that of the steam engine, 
to be followed In its turn by the railway. 

All these changes gave a great stimulus to the production of wealth 
and the growth of population. They kindled a spirit of eager and 
restless enterprise, which was sometimes inclined to be reckless of 
injury occasioned to human life and health, and to give little con¬ 
sideration to the wrench to human affections which was not infre¬ 
quently the consequence, direct or indirect, of the changes. For 
trade passed from quiet villages to noisy towns; from the home of the 
handicraftsman to the factory o'f the employer; from the master who 
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lived together with his apprentices and journeymen, and was in 
general “so joined together” with them in “sentiment and love 
that they did not wish to be separated if they could help it,” to the 
em])loyer who had hundreds of “hands” working under him, whose 
very faces he might not himself know. Division and subdivision of 
labor, organization, and localization of industry were carried out on a 
scale and to an extent unknown before. Master-merchants and 
wholesale dealers arose. Manufacturers began to produce for distant 
and fluctuating markets, and to crowd into, and dismiss from, their 
factories, as the changing demands of varying trade required, multi¬ 
tudes of men, women, and children. There seems to be reason for 
believing that .something like a regular system of transporting children 
from London to the new manufacturing districts of the country was 
in operation; and there is unfortunately no doubt that the greed 
of parents joined with the eagerness of employers to increase the 
number and intensify tlie labor of the young apprentices in the fac¬ 
tories. Population was stimulated by the lax administration of the 
poor law and by the numerous chances of earning a livelihood which 
presented themselves, and was, so to say, torn up by the roots from 
its old abodes, while the industrial world was i)ervadcd by restless 
movement. 'J’he workmen were foibidden by law to combine with a 
view to the regulation of trade, but under the guise of friendly societies 
they formed themselves into trade unions, and attempted in certain 
trades to restore the old system, by which the number of apprentices 
was limited and the magistrates determined the rates of wages. They 
failed ultimately in this endeavor, but they did not cease to main¬ 
tain, under circumstances of difliculty, their unions; and the state, by 
its Factory Acts, jrlaccd restrictions of increasing rigor and com¬ 
prehensiveness on the employment of women and children. Tlie 
Industrial Revolution was undoubtedly a time of great distress, which 
may have been increased by the Corn Laws, preventing the importa¬ 
tion of food from abroad to make up for the scarcity occasioned by 
bad harvests at home, and by the depression of trade which followed 
the close of the great war. The financial demamls of the war com¬ 
bined wdth the opportunity afforded to iingland to supply the com¬ 
mercial wants of the Continental nations, in whose country, and by 
whose soldiers the war was chiefly prosecuted, to stimulate increased 
production; and the brilliant series of inventions which were made 
toward tlie close of tlie last century permitted the stimulus to be 
effective. The pressing need of the time seemed to be that of mcreased 
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priKluction; and the nation was less inclined to regard tliosc perma¬ 
nent inlerests, which might have hecn coiiMilted by greater consideia- 
tion for the liealtli ami the ediualioii of tlie yonng, than to [jromote 
the obvious and immediate interests of the rnonient. 

THE CALSES AND THE ArillEVIhMEX I'S OF rill'; 

KEVOMi'lION' 

The term '' Industrial Kevoliition” was applied by I'oynbee to the 
economic history of Engl.ind between 1700 and iS;o Neither begin¬ 
ning nor end can be maiked as delinitely as with some political levolu 
tions, but cionomic (liange 1 luring lliese _\'eais wtis sutlic iently sudden 
and dnimatic to justify the use of the teiin The old onici had Jiol 
really been st:itionai\, but diange, as has bi'cn seen, had biam, for a 
leiitury and a ludf, abiiornKilly slow. It now .i(i|Uiieil sudilenly 1111- 
pi e( edented momentum. .Again, whilst it is ti ue that this moment uni 
has gathered rather than lost force since 1S30, the i lose of the levohi- 
lion may be dated from that year. .Men had begun to realise the 
extent and iliieilioii of the change which had come upon England, 
and were shaping ideas and policies conformable to the new conditions 
of life. 

The Industrial Revolution was the work of a mete hamlful of men, 
-oine ten or tweKe individuals rewolutionised, or created, i-aili of a 
number of great industries. What these men had in common was a 
power of sui \ eying economic problems in a cool and r.il lon.il s|)irit, 01 
cutting themselves loose from the control of what had been ilonc, and 
of the w.ay in wliich it had been done. Viewed in this light ihe Indus- 
Itial Revolution hdls into its pro)ier |)laie in relati.m to the main 
stieani of eighteenth-rcntuiy history. It denotes the triumph of 
lationalism in the economic s[)here. It need hardly he adiled that a 
[leculiar combination of circumstances was requiiid to enable a 
h.andful of men to produce such enormous results m a [larticular 
Country and at a particular time. Events had heen working for 
centuries to make possible the Industri.al Revolution in England, 
as they had also been worktng tor centuries to make possible a political 
revolutifjn in E'rance. 

In general, the feasibility of large-scale jiroduction was the one 
thing which permitted a few individuals to alter the cronomic life of the 
nation. It gave to the cotton or iron king a greater direct authority. 

* Adapted by pcrinisbion from H^O Meredith, Outlines of the Economic IIU- 
lory of England, pp. 231-42 (bir Isaac Ihlnian & Sons, Ltd., 1908 ) 



2i8 


INDUSTRIAL SOCIETY 


He controlled, as the result of it, a larger field. Indirectly the scale 
of his success advertised his methods proportionately and led to 
their more rapid spread among secondary imitators. The rush to 
open up new industries, the phenomenally rapid growth of manu¬ 
facturing and mining districts, were prophetic of later developments 
in the United States or on Australian gold fields. 

Hence in seeking the causes of tlie Industrial Revolution, we 
must ask what were the conditions which made possible the sudden 
growth of large-scale production at this particular period. These 
causes have been presented in outline already: (i) The decay of state 
regulation of industry, which left to the individual a freer hand in 
utilising capital and labour and marketing bis products. (2) The 
growth, in all departments of thought, of rationalism. In the eco¬ 
nomic sphere progress in production had gradually ceased to depend 
primarily upon the imitative faculty, guided by the survival of tlie 
fittest among chance variations: it came now to dcjiend primarily 
upon imagination, e.xperimcnt, and reason. (3) Political events. 
The empire and prestige of England had opened markets which 
promised to absorb any imaginable increase in the output of certain 
commodities. At the same time the security of the country from 
invasion and tlie maintenance of order within its borders had per¬ 
mitted the investment habit to develop until men were ready to lay 
out money on capital which could easily be destroyed, which yielded 
its returns slowly, and which could not be removed or secreted. These 
conditions had been slowly ripening since the close of the seventeenth 
century, and meantime an initial process of c.xiicriment had been gone 
through leading up to the needful techniiiue of l.irge-scale industry. 
The ground was thus prepared for the rise of the great stajile industries 
of the nineteenth century —mining, metallurgy, te.xtiles, ceramics. 
Men had been familiarised in London with the possibilities of banking 
credit and joint-stock enterprise. The first steps had been taken in 
the improvement of communications. 

The achievements of the Industrial Revolution, betw'een 1760 and 
1830, may be summarised briefly as follows. The two considerable 
industries which e.xisted in 1760, namely, agriculture and cloth, had 
changed much both in teclinitjue and structure, whilst several other 
industries, notably coal, cotton, iron, and ceramics, had risen to the 
first rank. Whilst manufactures of the domestic type had continued 
to expand, the influence of capitalism over them had increased, and 
whole brandies of important industries were now carried on in large- 
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scale establishments with expensive plants. Throughout the country, 
and between England and the rest of tlie world, exchange had grown 
swiftly, as particular centres and districts served wider and wider 
markets. Correspondingly tlie most important manufacturing in¬ 
dustries had been locali.sed in districts especially well provided with 
clay, ore, coal, or water power, whilst in agriculture also had occurreil 
a marked increase of local specialisation. These changes had partly 
caused, partly been caused by, a general e.'itension of banking fa( ilities 
throughout the country, and the constructioti of t«o systems of com- 
munitation - roads and canals. The increase in productive power, 
combijied with the breaking up of traditional arrangements, and In 
some degree also defects in poor law administration, hail brought 
about rapid growth of |)opul.ition. The i)0])ulation of England anil 
\\ ales is sup]iosed to ha\e reached 5,000,000 in ttioo and 6,500,000 in 
1750. At the census of 1S31 it was i3,Sco,ooo. Its centre of gravity 
had shifted fioni the .south and eastern counties to the .Midlands, 
Lancashire, and the West Killing, and a very considerable pait of the 
increased numbeis was jiacked densely in towns It was clear already 
that if the 'population continued to increase, England would not be 
able to provide t:ie whole of the necessary food ju|)ply. She was 
already deiiendent on fon ign countries for cotton and other important 
:aw materials. Einally the changes which had occurred had shifted 
the conditions on which economic and social regulations deiiencl. 
Much of the traditional system had been already destroyed, and the 
beginnings of new methods could be seen. 

These changes had been accompanied by, and were in part at 
least responsible for, an incalculable quantity of human misery and 
degradation. The evil which incwitably attends any considerable 
change in the technique of production had been act entiiatcd by 
irregularity in the course of change, During the whole seventy years 
there had been a rapid succession of enormous lluctualions. The 
dlfiiculties of the ])criod had been increased by faulty regulation of 
banking and by the uncertainties of war. In spite of much general 
benevolence there was a growing distrust of interference by the state 
in economic matters, a distrust which, however indefensible in Uieory, 
was partly justilicd by the practical defects of e.xisting jioliliial 
macfiinery. I'he ra|)id growth of towns was bringing with it evils 
which had long resisted remedy in London, but which now first began 
to affect a large proportion of the total population. Em[)loyracnt 
in mines and factories, together with the use of machinery, gave birtli 
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to problems for whose understanding and treatment no background 
of experience existed. Finally the accidental coincidence m time 
between the Industrial Revolution and the most serious strain of war 
to which the nation had ever been subjected, intensified all otlier 
evils. It drew men’s attention into other channels: it made them 
ready to acquiesce in any evils which could be represented as incidental 
to increased productive power: it increased the pressure of taxation 
upon men whose earnings were already close to, if not below, tlie level 
necessary to efficiency. 

If we glance now for a moment at the history of tlie succeeding 
I)criod, 1830-1900, we notice first a continuance of the economic 
reorganisation, whose earlier stages have been traced above. There 
is growth of large-scale production together with distribution of the 
product from local centres over wider and wider areas; growth of 
transport and credit facilities; increased dependence upon other 
parts of the world for food and raw materials; continued growth of 
population in m.anufacturing districts, and especially in commercial 
and manufacturing towns. On the other hand, the problems of social 
organisation which were generated, or thrown into relief, by the 
Industrial Revolution base absorbed more and more attention. 
Starting with a grave distrust of the power of the state to interfere 
with advantage, the nation gradually reconstructs its political 
machinery, and swings round to something like confidence in its 
power to formulate and carry out deliberate schemes for good. To 
a period which may be called a period of Jaisscz jaire -roughly 1830- 
1870—succeeds a ])criod which has been called collectivist. 

I'he superficial facts of the Industrial Revolution have been often 
described. They may be resumed briefly under two heads: First, 
there are tlie changes in the technirpie of production, the use of new 
mcclianical devices and scientific processes either to attain ends 
which had previously been attained more expensively and clumsily, 
or to produce what before could not be produced at all. The indus¬ 
tries chiefly affected were agriculture, textiles, coal, iron and steel, 
and mechanical and civil engineering. 

Secondly, attention must be directed to structural alterations 
in the economy of the country. In the industries whose technique 
had been revolutionised, the old organisation was no longer suitable. 
Important shifts in the distribution of economic functions took place, 
the most obvious being the tendency towards enlargement in the 
productive unit, which resulted from the increased importance of 
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fixed capital. Structural change, however, was by no means confined 
to the industries whose technique had undergone extensive alteration. 
The increased facilities for transport affected almost every class of 
producers by extending at once the range of the market which they 
could supi)ly, and of the competition which it was necessary for them 
to face. The result was a quite genera! increase in i)roduction for 
exchange and a narrowing of the number of distinct tasks to whicli an 
individual could profitably ap]ily his labour. Further, this increase 
of e.xchange led to the grow th of intermediary classes of agents and 
traders - ])articularly imiiortant being the rise of banking, the develop¬ 
ment of produce maikets, and of retail trade. 

.S4 SIGNTITCANCE OF THE INDUSTRIAL REVOLUTIO.N' 

Our historical .sketch ie(|uires for its completion a study of lhal 
later aspect of social development which we so often and so strangel) 
call the “Industrial Revolution.” This movement has done fiir moic 
than shower upon us a scries of “great inventions” or bless mankind 
with a new technique. Ai)pearing gradually and working indiieitU, 
as well as directly, it hasalTer teil our whole wot Id ijf thought, of at tio t, 
and of institutions; it has modified our economics, our jrolitie^, oui 
ethics, anil even our religion, it has changed in nature, numbir, ami 
form our baffling itroblems; it has written itself large in our culture 
In view of its many-sidedness and the giailnal way in which it hits 
effected and is sttll effecting its changes, it seems amiss either to call it 
“industrial “ or to refer to it as a “revolution.” 

We look in vain for its beginnings. VVe know that early medi 
aevalism could have given us nothing which, even erroneously, could 
be called an “industrial revolution.” Before it could appear the 
mediaeval .scheme of values had to be transformed. iJesircs for 
earthly things had to be freed from their unethical taint, a wholesome 
respect for the world had to be built up; man had to acijuire greater 
reveiencc for his own powers and functions; people had to learn to 
conform to the things of this world if they would transform it. 'This 
change in the attitude toward life and its problems was intimately 
associated with several other lines of development. There ajipeared 
a new interest in nature as nature, a new philosophy, a new mathe¬ 
matics, and a new physics. These laid the foundation of the new 

‘ Taken by permission from W. H. Hamilton, Current Economic Problems, 
PP- (Tlie University of Chicago Press, 1915.) 
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technique. Many discoveries of new lands were made, adding tre¬ 
mendous resources calling (or utilization. There was brought to 
i■'.urope gold alike serviceable for the furtherance of the new money 
economy and the more rapid accumulation of capital. Colonial 
ventures led to an e.'ctension of the market and a great iacre.i.sc in the 
size of the industrial unit. This necessitated a reorganization of the 
"factory” and a more extensive use of the principle of the division of 
labor. The last produced a minute specialization which both served 
to create an incentive (or the invention of new machines and furnished 
an opportunity for their use. Together with accumulated capital and 
the necessary scientific knowledge this new organization led to the new 
techintiue. Even this is not the whole story; (or in England the 
movement was hastened by conditions peculiar to the country. The 
indented coastline, by cheapening tians])ortation and enlarging 
the market, must have been a factor of prominence. It has been 
suggested, too, that an institution, seemingly as e.xtraneous as primo¬ 
geniture, played its part by forcing into mercantile pursuits those 
whose veins contained the adventurous blood of nobility. 

The course of the "revolution” has been as comprehensive as its 
antecedents. The ''hanges in technitiue arc most clearly appreciated. 
Even here the tendency toward a “machine-process” embracing a 
large ])art of the industrial system is generally overlooked as is also 
the seemingly antagonistic (act that up to the present the conquest 
of the older system by the machine has been partial and incomplete. 
On the economic side, the increasing importance of capital, the rise 
of the “factory system,” the disap])earance of “domestic industry,” 
the trend toward large-scale production, the separation of the laborer 
from the “ tools of his trade,” and increasing class dilTcreiUiation based 
upon differences in industrial functions arc most clearly seen. Th.e.se 
aspects of the movement raise the questions of artificially controlling 
the tendencies inherent in the development of the machine-system, 
the determination of the size of the industrial entity, the social control 
of large aggregates of wealth such as railroads and caititalistic monopo¬ 
lies, the elimination of economic insecurity which alike attends labor 
and capital, the equities of the distribution of wealth, and the urban 
enigmas of overcrowding, housing, sanitation, vice, and poverty. 
They reveal, too, just over the horizon the more ominous questions 
of property, inheritance, and the reconstruction of industrial society. 

The questions reveal but a single aspect of the influence of th.e 
Industrial Revolution. Political, ethical, religious, and social que.s- 
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lions have all been involved in the general transformation of life 
and values. In many cases they arc inseparably connected with 
economic |)roblcms. Tor instance, when the machine took over 
the work of the home, the latter became a new institution. One 
writer insists that the home, and woman as well, for all that, has not 
yet a(la])ted herself to the new sotiety We all complain that the 
‘'machine-proco.ss” has entered our colleges, and that college instruc¬ 
tion is being “standaidi/ed” and college graduates “tagged.” We 
all, at least occasionally, complain of the inability of law and religion 
alike to adjust themselves to modern industrialism. .And our friends 
in ethics tell us that the newer industrial life is effecting startling 
il.aiigcs in our standards of social and individual ethics. 

•And arc we sure that we have reached the end of the “revolu¬ 
tion”? .Mo-'t likely we .ue in a second stage of the process where 
|)roblcms ate \a^tly ilifferent fioin those met in the first stage which 
occupied the laigei pait of the nineteenth lentuiy. I’erhaps theie 
will be a thiitl ^la;,jc unlike llie seiond (.'K'arlv ihe end of the new 
tcchnolo^'v 1^5 not as yet I’lie technif|ue ttisl intiodined lias not as 
yet prodiued its full (oniplernent of social icmiIIs (juile a^ impor¬ 
tant, the ncA lechiU'jue hem^ lapidly e\lende(i o\cr a widei and 
wider area, ton.lantly alTeclin^' the foilum^ of peoj)le le-^^i and less 
adaj)tcHl to it Its extension [nxserves a frontier where mailiine 
culture is Aonsianlly piushin^ hat k a cu ili/ation founde<l on a h ss (oin 
plex teclmKine, The reaction upon our b>.slem is fiaughl with ^ia\e 
consequences. 
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LSDIVIDUAL EXCHANGE CO-OI'EKATION 

A. Problems at Issue 

I'hcre was a time tlic lime of household economy when wanis 
were eratilieil l)y what may he railed the direii tnelhod I'he local 
L;rc]up produced the identical p'oods it consumed, and prodmcci them 
w ith simple rudimentary tools. There was little spec laliaalion or 
differentiation of function. Subsistence was meaner. Today a 
\ ery dilTerent c ondition of affairs exists. I'lac tic ally no one pioduces 
all or e\ en many of the things he consumes, and the yoods aic' produc ed 
hy the " round,ihout ” process Spec iaii/alion has heen caiiied to 
^rcat, even to extierne, lengths. S|)ec lalisis are able to puccluc e more 
than in.m-spec ialisis rroductixe capacity is enormous when com¬ 
pared with that of the earlier period 

lint how dll diese modern specialists gratify their niultitudinous 
wants? Hy the indirect process. Almost no on? produces many of 
the thin.gs he consumes h'iguralively speaking, the individual 
^pec.lall/ed piiiilucers pour their ]iroducts, whether wealth or services, 
into a cast soc lal resei voir and from that reservoir draw (other) goods 
to ajiply to their wants Whether your wants or my wants will 
he comfortably gratified will of course depend upon three factors: 
(ci) the si/.e of the reservoir, (6) the variety of goods contained therein, 
and (c) the si/e of our claims to draw. The whole procedure is here 
called ihc to-oporolive proiess. The co-operation, which is 

none the less real because it is carried on unconsciously, is efTected 
through exchange and largely regulated by it. 

What determines the si/e of the reservoir? Clearly tlie degree 
of productive efficiency. 'I'his will be high, according to the richness 
of natuial resources, the amount and efficiency of labor, the abund¬ 
ance of capital, the adecjuacy of the organization of these factors, and 
the suitableness of the institutional environment. The significance 
of these matters was hinted at in the introduc tion to our study (p. 15) 
and will become clearer as the study progresses. 

What determines how much you or 1 can draw from this reservoir ? 
Our ability to draw results from (a) our purchasing ability in the 
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market (for the goods spoken of as being in a reservoir are in the main 
really in the “market”); (b) privileges such as free school attendance, 
use of highways and parks, and protection derived from our being 
members of a society which, acting in a collective capacity, provides 
these goods; (c) miscellaneous conditions including such widely 
different items as gift and theft. 

Our purchasing ability in tlie market may of course result from 
gift, inheritance, etc. At this point, however, emphasis should be 
|)laced on that part of our purchasing ability which conies from the 
wages we receive as workers, or the rent we receive as landowners, or 
the interest as capital owners, or the profits as entrepreneurs. These 
“distributive shares” we receive as bribes or rewards for our activities 
(in production, commonly). With them we command goods from the 
reservoir—the market. Ultimately we shall wish to know how justly 
the size of these distributive shares is li.’red, but this is not a part of 
our jirescnt problem. 

How does it happen that the reservoir contains the variety of 
goods our desires call for ? Why does not everyone make the same 
commodity? How docs it happen that the things produced are 
generally the things we want? liy what miracle is even an approxi¬ 
mation of the right amount of watches or rea|)ers or flour or clothing 
or steel mills dumped into that social reservoir? Is there a vast 
statistical bureau which is consulted by the producers ? How can you 
or I decide what pursuit to take up when we start out to “make a 
living”? 'I’hcse questions suggest that there must be—is—an 
apportionment of productive energy. This apportionment involves, 
not only the allocation of land, labor, capital, and organization among 
the various occupations of society, but also the proper proportioning 
of these factors within each occujration and ultimately within each 
business unit. How are the apportioning and proportioning effected ? 

The initiative in this apportionment rests, we say, with the 
individual. This statement should not be interpreted as denying 
that much apportionment is carried out by associations, e.g., by the 
state, nor as denying that the individual’s action is largely controlled 
by his environment, both physical and social. The statement means 
merely tliat, by and large, we expect individual entrepreneurs to 
assume tlie responsibility of directing our economic activity. It 
follows that, in the main, the regulation of the distribution of pro¬ 
ductive energy—or the regulation of our unconscious exchange co¬ 
operation—is accomplished, aside from blind chance and ignorance, 
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by these factors: (a) tlie personal tastes of the imlividual, (J) social 
control whether formal or informal in charaiter, and (c) prices anil 
margins of profit riuse factors are not separate and distiin 1 
'I'here is much overlapping. 

The inlluence of the personal tastes of the individual is a matter 
of common observation The ailist will fare privation cheerfully 
for the sake of continuing the line of work whuh appeals to him, and 
will continue it e\en 111 the faie of denioiistiateil unlitness An 
eijuualeiit statement ap|)lies, doubtless, to individuals in every othei 
u.dk of life 

The intlikiiie of soiial control is also readily seen in part it 
works by afic ling peisonal tastes We do not eiilci puisuils not in 
good rcpiiie Willi "our set " Once in a speiilic voiaiioii, we opeiate 
aiiording to the code of ethics of that group l-'orinal social loiitrol, 
sill h as may be found in conscious state aitioii, manifests itself in 
partiiularly clear forms, ranging from absolute prohibition of some 
callings (witness that of the burglar), through pros ision for the iieies- 
sity of passing a state e.xaminatioii as a preiequisite to admission to 
certain other callings, to proiiiotive inteivcntion such as protection 
of infant industric- 

The tliird factor is [irues and margins of prolit. Other things 
l-'i'ing efi'aal, we do what “puvs best,” since production todav is 
ty|iically for gam rather than for direct subsistence And what will 
pay best ? Who or what determines what will pay best ? Answering 
in the rough, demand deterniines An imrease of demand for a 
given commodity will ordinarily mean an imrease in the price of that 
coniinoclity, and that will ordinarily mean an increase in the gains 
of those proclueing it, anil that will ordinarily cause a flow of [iro- 
ductivc energy to that pursuit. The opposite i onse(|ueiices will 
ensue if there is a falling off of demand. 

It should be noted that an increased price may not necessarily 
mean an increased gain. Tor exam[ile, the inc reased price of x may be 
due entirely to a scarcity of some <oin[)onent raw material. It might 
even occur that tlie gains from producing x were less alter an inc reasc 
of [irice from such a cause. There would not neccs.sarily be a flow 
of social energy to the making of x. In other words, it is well to use 
the exiiression “prices and margins of prolit” rather than “prices.” 

The foregoing statements concerning our individual e.xchange 
co-operation show that an understanding of “exchange” and of “the 

market”—using these terms in'a very inclusive sense—is essential 

s 
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We can have no vivid appreciation of our co-operation, its merits, its 
defects, unless we understand something of the agencies through which 
it is elTected and regulated. 

Is individual exchange co-operation the best way of gratifying 
our wants? We are not yet in a ]>osition to give any final answer 
to the question. Perhaps we never shall be in such a position. For 
the present, it is to be noted that the apportionment of social energy, 
which is one of the largest issues at slake, can be eflkicntly carried 
out under our present regime, only provided this energy can flow 
readily from one pursuit into another. In other words, there must 
he 7 riobilily of the factors of production. 

QUESTIONS 

1. Name two or three kinds of goods which could be produced in your 
neighborhood, bul which you obtain more cheaply through co-operating 
with the people of other districts. 

2. Make a list of the most important articles of wealth you enjoy which 
are supplied in whole or in part by other people. Make another list 
of those things supjdicd by your own unaided activities. J)o thc.se 
facts justify the use of the term co-opcralke as descriptive of the existing 
economic order r 

3. Was there co-operation in the family economy? Would there l)o 
co-operation in communistic society^ in a socialistic society? Would 
the co-o[)cration in these cases be ejjcclcd through exchange ? In v\hai 
sense can co-oi)cration be said to be effected through exchange in the 
existing order? 

4. “'fhe mill-hand co-operates with the ploughman, the policeman, the 
clergyman, and the musician.” What docs this mean ? 

5. “Our co-operation is not merely a matter of the generation in which we 
live. The work of our predecessors lives after them. An inventor of 
an earlier generation contributes to want-satisfying-power in the 
present generation.” Cite other illustrations. Is this phase of this 
matter a manifestation of exchange co-operation ? Substitute the word 
‘‘iittcrdcpendcnce” for “co-operation ” in the quotation. 

6. “It is worth noting that an exchange organization enables us to enlist 
the co-operation of persons who may not be in sympathy \^ith us or 
our purposes.” What does this mean ? Why is it worth noting ? 

7. What is meant by the indirect method of satisfying wants? Later, we 
shall need to consider roundabout or indirect methods of producing 
goods. What should you guess the latter statement involves? 

8. Co-operation is advantageous because it permits us (a) to enjoy goods 
which we could not ourselves produce, {b) to enjoy a larger quantity 
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of those goods which we ourschos could produce, and {c) to enjoy a 
betlci quality of goods than would otherwise he |X)ssihIc. Demonstrate 
and illustrate each of these i>oinls. 

9. “Exchange <locs not really help. Indeed it hiiulers 'l ime and cnerg\ 
are sj>ent in merely jussing goods on “ Do you agree? Attempt to 
summari/.c the social benefits of exdiangc co-operation 

10. “The present order, lieiiig a (ooperative one, ea< li juusoti or com 
numily tends to gain from any imrease in the (Monomic elhcioncy of 
other I'crsons or communities with ulu)m or with wliuli said person or 
community maintains economic rel.it ions.’’ just how ■' 

11. “Internal commerce does not iiure.i^e the wealth of a nation, since 
it only transfers goods from one person to .mother ” Is tins true ? 

12 Kminici'aie as many gains as you can which ilow from intern.ition.d 
trade. 

(In e two or three illustrallonsof how a spei i.di/eil tool makes possible 
a better qu.dity of goods than does a non spea 1 di omI one. Has (Ins 
(luestion any bearing 011 I he i<»pic “c o-epe r.il ion” ? 

I \. “During root more ships weic built on (he ('l><Ie ih.m in the whole of 
the United Si. lies. 'I'his f.ut is cicalilablc to (lie.it Hritam, but ix'l 
to us.” Show that the f.ict is proli.ibly not disc rc-dit.ible to the; United 
States. 

I' Wo hear nuicii of the “ehininalion of the mirldlcm^n ” ('an his func¬ 
tions ever be eliminated? Would they be ehmin.itcd liy co oper.itive 
lni\mg '' by co-oper.itive selling^ by the mail-order house ^ by a 
selling bure.iu in connection with the [larcels |>ost ? (’an you elraw .1 
distinction between the pos^l])lllly that there arc too many middlemen 
and the possibility that all middlemen are unnecessary ? ('an you draw 
a distinction between eliminalmg the middleman .in<l eiinnn.tlmg lus 
fimetams? What arc his mam functions? 

16. A certain grocer who is a Nni.disi and no longer young often cxjiiesses 
regret that the obligation to suijporl a family comiicls liim to continue 
in an occupation which makes him a “j>arasite”—one who lives on 
others, consumes without producing Is his position well taken? 

17. “Commerce robs .society by taking off from j)roduclivc labor agents 
of trade nineteen-twentieths of whom are mere parasites.” Is this a 
criticism of commerce or of ineiru iency in commerce? 

18. “Commerce robs society by destroying for want of a sale vast quantities 
of goods whicli have been accumulated.” Is the evil here complained 
of properly chargeable against commerce as such ? 

19. When people congregate at a certain place and exchange goods !)>' 
barter, can we say that they constitute a market ? 

20. Is the retail grocery a market ? For whom ? Is the wholesale grocery 
store a market^ I'or whotq? Is the place the market? Suptwsc 
that this wholesale grocery has no stock on hand, but consists merely 
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of an ofTice. an office force, and means of communication with importers 
and produccis and customers Is it a market ^ 

2 1, You have $i ,000. Can its services be sold ? If so, is i he >elling of them 
a ni,Lrkel operation? Trace five [xissible <litTerenl channels through 
u (lit h (he M.Tvices of your $1,000 might go in getting into the possession 
of the person who finally utilizes them 

2 ’ You are an expert mac hinisl and there is only one machine shop in your 
town The owner engMges your services Is this a market iraiisac- 

iMii'' Make a list of the ways in which llie market for your labor 
could l)e " widened.” 

23 A |)hysici.Ln renders service and I.lIct presents a bill, which is paid !^ 
lhi^ a inai ket operation ? 
t hr.iw up a dc-!inii ion of in.irf et 

2-^ i>iaw u[> a list of '■ inarkels'’ th.U would not, in your judgment, occur 
to the “man ol I he street” as being m.irkels 

2() How do >ou account for the pieseiue ol so many ”tyi)cs of market 
distil but loll” ill our society ? W liat is meant by the “ortluxlox” method 
of (list riljution ? 

27. Wlial Is meant by “market siiiuturc” ? 

2S. Does the vcoik of a real estate agent fit into some market stnicture of 
our society ? If so, can >oii n.une othci [lersons or ins! itlU ions [icrlain- 
ing to tiie same structure? 

2Q Under what circuinslancos do we have “organized exchanges” ? What 
are their functions ? 

30. “It is a curious thing that vh lety of the iwcniieth century permits the 
continuance of the organi/ed exchanges for the sole [Hirjiose c)f per¬ 
mitting gamblers to bet with each other and against outside victims 
conceiniiig price tlucttuitions.” Comment. 

31 “The )>roduc'e exchange helps to regulate the i.iie ,0 winch ilic year’s 
crop IS consumed.” What dues this mean? If theie were no produce 
exchanges would there be no regulator? 

^2 “Stock exchanges play useful, almost indispensable, i6les in the eco¬ 
nomic order.” K\j)lain. 

Why is the maikct to be regarded as one of the most significant 
institutions of the jirc-scnt economic order? 

34 Could exchange exist if there were no recognition of private property? 

S5. “'I'lie present oigani/alion of society throws a great burden of respon¬ 
sibility ujK)!! the individual. Tlie individual is to be the pioneer. If 
he succeeds, soc u iy will reward him. If he fails, the loss falls upon hini 
—and it IS all done through price and profit levels.” Assume this to 
be, in the m.un, true, (j) When the individual “guesses wrong” and 
liie loss falls upon him, docs society cscajic the burden? {b) When 
we say that experimentation is lelt to the individual, does this mean 
that society, as such, performs, or should perform, no experiments? 
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(c) If a socialistic society “gucs'^ed nrong" and i>ut up a (O.int. 

would that l)e harmful to society, or merely .1 matter of indillereiKC? 
(rf) When an individual “guesM's right'’ ami inak<‘s great gain'' out 
of his enterprise, is this a henelil or a mailer of mdilTerence to the rest 
of society •' 

^6 “It is just this hiirdeii of respoiisilniil\ iijion the individual uhnh 
guarantees his dexelopment Nothing else will (pnte take its pl.u e. ami, 
without such a h)r(e making for the soundness of flu' m<!i\idi].i! parts, 
there can be no hope for the imlusi r la! m u lime as a w hole ” Is i his true ? 

t/ “Compelilion pkues the indnidual " Can )ou tUe any pioposals or 
mo\(“meiUs dc\olcd to tindmg soir.e oilu i method ol pl.n » :m nt A^’e 
>011 sure the tilings you have in mind are not meiel\ di signed i*) niakt* 
the Working of lompetition smoother and nioic .0 ( m or ^ 

38 ('om; Mre compel it ion and status as met hod ^ of p!a < mg (lie indnadnal 

to “Wc do wliat pays best.” Docs this statement re^iuitr any <iuali 
tn.it ions? 

40 It is cle.ir (hat wc use a^u^rialion, for examj'le, govern men t, very mni h 
What (lien is nusint by saying ours is a i/'gime of ni<livi<lu<}l exihange 
co-opeiation r' 

41 Wh.tl is me int liy sa\ mg that one advantage of a soi lety organized on 

the individual is the po-sd.-Iuv of elhu<iil moiix.uioii al every joint, 
process, or phase ? * 

42 Adam Smith, in .t famous |>ass.ige in liis I 1 'c<////j /if iXiilions, observes 
th.it every mdividu;d who. in imrsiiit of his ou n gain, diiects his 11 dust ry 
in such a way that the pr<idiicl may have the giealest possible value 
is “!c(l by an invisible haml” to promote unintentionally the publu 
welf.ire Should voii acu'pt as true the inijilic.ition that exihange 
co-(>peration coinptclely leromiles the interests of individuals and the 
community? Arc iml'v idu.ils ever rewarded for a< lions wliiih yield 
a present benefit to some, but arc in the long run di'lrirnenlal to society ? 

4 \ Wh.il g.iins ilow' fioni h.iving ni.il tors so arra.iged as to di pi nd (onsider 
ably on self-interest? Wherein does self-interest bill to live U|) to the 
claims of its more ardent arlvocates ? 

44 Make a li'-t of the “motives to economic ai tivily ” 

45. How was co-operation rr^nhjtfd in (he family economy? How woiik) 
it be regulateil in .1 communistic sodeiy *'' How would it be regulated 
under socialism ? Slunv how it is regul.itcd by ex< hangc in the existing 
economic order. 

46. “Demand is the main motive [>owcr in the industrial system It is 
the weight in the clockwork of production .and rlisnibulion, the force 
which sets the iiKlustri.d system in motion.” Wlial docs this mean •' 
How is the demand ascertained today? How would it be ascertained 
under socialism? under communism? Would demand be “the main 
motive power” under socialism or communism ? 
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47. “If the wheat crop of the world should fall off one-half next year, a rise 
in price would then be of great social advantage— in fact almost indis¬ 
pensable.” Explain. 

48. If the iwtato cro{) of a communistic society which had no commerce 
w'ith otlier communities were to fall o(T one-half, how would it regulate 
the conhumplion of potatoes for the following year? IIow is it done 
under the preunt order? 

49. Under socialism would men ever need to withdraw capital from one 
industry and put it into anotherIf so, in what ways could it be done ? 
In what w'ays is it done in our present society? 

50. Under socialism would men ever need to develop new capital? If so, 
how could they do it? Would they need to determine how much new- 
capital they ought to have ? Would they need to apportion it among 
various industries ? What devices could they use in doing these things ? 
How do we do them today? How do we determine whether to sub¬ 
stitute cajiital for labor? How would a socialistic community 
determine it ? 

51. “Cost accounting is an instrument of control in the hands of the busi¬ 
ness executive, d'hrough it he helps work out the proportioning of the 
various productive factors in his business.” What docs this mean ? 

52. “Tile apjxirtionmenl of productive encigy is but a jihasc of the regula¬ 
tion of our exchange co-operation.” Is this true? 

53. “Price levels and profit margins sent jiroductive forces into industry .t 
rather than into industry y.” Show how. Is any other method pos¬ 
sible ? 

54. “Industrial conscription in war times is a method of appoitioning pro¬ 
ductive energy. So also is the conscription of men.” Is this true? 
Would this method secure results more rapidly than reliance upon 
margins of profit ? 

55. “Scraiiping capital goods is often regarded as socially beneficial. A 
moment’s thought should convince us this cannot be true. Social 
energy^ is lost when capital goods are scra]>j)ed.” Comment. 

56. John Smith saves, out of his wages, $10 a month. How does society 
get, for use, a specific piece of capital goods out of this? Make a 
generalized statement of the function of the savings bank in the forma¬ 
tion of capital goods. 

57. “This equalizing process, commonly described as the transfer of capital 
from one employment to another, is not necessarily the slow, onerous, 
and almost impracticable proicss which it is often represented to be.” 
Why or why not? What is the situation with respect to the transfer 
of labor ? 

58. What is meant by saying that interest is a bribe wliich induces an 
appropriate apportionment of cajutal? Can you cite instances of the 
rate of interest operating to call capital from one locality to another? 



INDIVIDUAL EXaL\NGE CO-OPERATION 


335 


59. How do wages have any bearing u|X)n the ap{H>rtionmcnt of social 
energy? What is meant by sa\ing each employment should pay its 
workers a true subsistence wage, at least ? 

60. “Any payment to a factor of ['roiliulion in excess of the costs of main¬ 
tenance and progress is a sourie of industrial waste aiul damage” 
Explain. 

61. What meaning do you gel out of the phia^e “wage sulhcienl to secuie 
individual and social elheieia\''? If )ou sid.^mule “intciest” or 
“profits” for ” wage” has the phrase meaning lo \(H1 ? 

62 “An omniscient benevolent despot would know it to be desir.dile for 
capital goods to be available ami he would direr t some prodm ti\ ecneig\ 
into their creation Of rouise, a niie pioblem would exist with refei 
cncc to how mu( h [irodm li\e energy should he devoled to the making of 
capital goods as o|)j>osed lo the aiiioiinl that should he devoted to bet tei - 
meni of land, hetteiment of labor. <-lc Hiil being omiiisi leiit, tin- 
dcsjiol would undcistand the met hanual situation invciKed ami would 
lake steps to make t lie j)ioper appoi I ion men t ” \\ hat is the ima liann a I 

• situation invoked? Wh.it would be tlic “profier” apporlionmeni ? 

(->{ What is meant by the ” tr t huologic.d law of <liminishmg return” ’ 
What lieaiiiig. if any, does it have on the a|)j)ortioning of productive 
energy ? 

0.} Cite instamis of the ojHT.ition of the (e< linolognlaw of diminishing 
return. Does it apj'ly to (he erertion of Imildiiigs? to the operation 
of a mine to tlie opeiation of a fat tory already ((instructed ? Is the 
exhaustion of the ‘‘powers’’ of a mine nr of a plot of agnciilliiral land 
tlie same thing as the diminishing return here referred to ? 

’‘(liven a (hanging sodtiy, .ind .my system of exchange co-operalion 
must have mobility with respect lo the fai tors or agents of [irodudion ” 
Why or why tiol ? 

00 St.lie tlie elements of moluhiy and of imniolulily 111 the case of ca[)it.il, 
of lalwr, of land. 

67. What is meant by saying lh.it the modern laborer has formal freedom 
m that no Uw pi events his going from place to jihu e, hut that he lacks 
real freed«»ni in that he cannot afford to move from place lo place? 
Can there be real mobility in his (Mse without re.il freedom? Doe? 
real freedom involve, in this (ase, merel> the (.irfare necessary to the 
travel ? 

68. “Mobility for labor invokes not merely spanal mobility but also 
occupational mobility ” What docs this mean? 

69. “Where there is no mobility of the laborer there may be and is mobility 
of latx^r.” How can this he true? 

70 “Eficctive mobility d(je.s not imply that it must be possible at all limes 
to turn every portion of capilitl or every l.iborcr into a given occu{*alion. 
It will suffice if a relatively small amount can be shifted, that is to say. 
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imrginal shifting will suffice.” Illusirate. Under what general con¬ 
ditions is the quotation particularly applicable? 

71. Explain what is meant: 

“Production is today a social, not an individual, process.” 
“Competition is an organizing force—a method of organization ” 
“Sclf-inlorest is not to he allowed unrivaled sway.” 

“Society is todcay in unrest because of violation of reciiirocity.” 
“It is through individual initiative that our co-operative organiza¬ 
tion of society is effected.” 

“In our co-operative society price is the organizing force.” 
“Specialization leads to mutual d(*i)cndence.” 

72. It has been stated that the conception of our society as one of indivi<lual 
exch.ingc co-oj)er.uion throws light upon such e.xiiresMons as “all labor 
is noble,” “every calling is sacred,” “there is little use in trying to 
distinguish lic-twccn sacred and secular callings.” Comment. 

73 “'Die whole inadiinery of buying and selling is simply a convenient 
means of combining effectively the various factors in production, ant) 
of assigning the appropriate shares of the [uoduct to those who have 
claims u|M^n it.” Explain. 

B. The Co-operation of Our Society 

See 4. The Syslcun of Individual Exchange Co operation. 

85. THE (;RE.\' 1 ' COOPERATION 
A- 

In a simpler state of things we niav sup]iosc tliat llic woman 
worker spins and weaves her own rlotli, and s:i\', without serious 
inaccuracy, that her real income is wliat she produces. 

Isiiiploycd in a mill, the spinner cannot lake her income in \arn, 
lor she cannot use tlie yarn; nor can the weaver take her iiuome in 
cloth, for she could use only a fraction of the cloth. But neither earn 
nor cloth can be said accurately to be the product of tliese two. 'I’liey 
are the product of all those persons and things that have finally found 
issue in the yarn and doth, and both spinner's and weaver's contribu¬ 
tions are but an insignifeant fraction of the whole. Yarn and dotli 
are, indeed, the product into which their labour visibly enters; but 
the labour of the machine-maker who makes iiotliing else than spinning 
and weaving machinery, and of the miner who digs the coals which su])- 
ply the power, enters just as visibly and directly in to themaking of yarn. 

' Adapted by permission from W’illiair Smart, Tkt Distribution of Income, 
pp. 109-10. (Macmillan & Co., Ltd., 1899.) 
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If, again, we look bey ond factory industry to svich offices as lh;tt 
of a policeman, soldier, judge, and ask bow their sereice is to be 
assesseil and dicided out among those to whom it ts tendered, we tind 
that all we can s;iy is that the total of goods—the tot;il income i' 
pro<lu(ed by all tlie workers acting together, hut that to assign an\ 
parltcular share to any iiuhvidual or ^l.l^s according to its itrodiit t is 
ini])ossiljle. The mill giil no moie “[trodines” yarn than she “grous' 
|)otatocs. She co-operates with the machine-maker and the coal 
niincr, and all thtise whose e\eilions are necessary to the tuining out 
of yarn and cloth, but she co-operates just as truly with the plough¬ 
man, the policeman, the clergyman, and the musician. If one nukes 
clotli for all and another preaches sermons for all, the one co-opeiatcs 
with the other in the proilucing of the sermons and the other co- 
oiierates in the “producing” of cloth. 

If 

Obserce the accomniodalion of the most common artificer or day- 
labourer 111 a c imIi 'ciI and thrising country, and you will pen ei\e that 
the number of people of whose industry a part, though lint a sin.ill 
part, has been enudoyed in itrocuring him this ac i onimodal ion 
exceeds all comitulation, I'lic ucioleii coat, for example, which 
coc'ers the day-labourer, as ccurse and rough as it may appear, is the 
product of the joint labour of a gicat multitude of workmen I In 
she|)heicl, the sorter of the wool, the wool-comber or carder, the dyei, 
the scribbler, the s|iinnc'r, the weax'cr, tlie fuller, the dressir, with 
many otheis, must all join their clilTerent arts in oidei to compleic 
ex’en this liomcly production. Ilow many meiclunts and cairieis, 
hcsiile.s, must have been em])liiycc| in transporting the maleiials fniin 
some of tho.se woiknien to olheis who often hxe in a xery distant pail 
of the country' How much eomnierie and navigation in iiarliculai, 
how many shi])-huilder.s, sailors, sail-makcrs, rope-makers, must 
have been emiiloyed in order to bring together the different drugs 
made use of by the dyer, which often tome from the remcitest corners 
of the world! What a variety of labour too is necessary in order 
to produce the tools of the iricaiiest of those workmen. 'I'o say nothing 
of such complicated machines as the shi|) of the sailor, the mill of the 
fuller, or even the loom of the weaver, let us consider only what a 
variety of labour is requisite in order to form that very simple machine, 
the shcais with which the shepherd clips the wool. The iniiier, the 

' From .Adam Smith, IFru/t/i of Nations, Book I, chap i 



INDUSTRIAL SOCIETY 


*38 

builder of the furnace for smelting the ore, the feller of the timber, 
the burner of the charcoal to be made use of in the smelting-house, 
the brick-maker, the bricklayer, the workmen who attend the furnace, 
the millwright, the forger, the smith, must all of them join their 
different arts in order to produce them. Were we to examine, in the 
same manner, all the different parts of his dress and household furni¬ 
ture, the coarse linen shirt which he wears next his skin, the shoes which 
cover his feet, the bed which he lies on, and all the clifferent parts 
which compose it, the kitchen grate at which he prepares his victuals, 
the coals which he makes use of for that purpo.se, dug from the bowels 
of the earth, and brought to him pciiiaps by a long sea and a long land 
cariiage, all the other utensils of his kitchen, all the furniture of his 
table, the knives and forks, tlie earthen or pewter jdates upon which 
he serves up and divides his victuals, the different hands employed 
in pre|)aring his bread and his beer, the glas.s window which lets in the 
heat and the light, and keeps out the wind and the rain, with all the 
knowledge and art rec|uisite for preparing that beautiful and happy 
inveirtion, without which these northern ])arts of the world could 
scarce have afforded a very comfortable habitation, together with 
the tools of all tijc clifferent workmen emicloyed in producing those 
clifferent conveniences; if we examine, 1 say, all these things, and 
consider what a variety of labour is employed about each of tliem, we 
shall be sensible that without the assistance and co-o])eralion of many 
thousands the very meanest person in a civilized country could not be 
provided, even according to, what we very falsely imagine, the ease 
and simple manner in which he is commonly accommodated. Com¬ 
pared, indeed, with the more extravagant luxury of the great, his 
accommodation must no doubt appear extremely simple and easy; and 
yet it may be true, perhaps, that the accommoclation of an European 
prince does not always so much exceed that of an industrious and 
frugal peasant as the accommoclation of the latter exceeds that of 
many an African king, die absolute master of the lives and liberties of 
ten thousand naked savages. 

S6. TIIK INDIRECT METHOD OF SATISFYING WANTS' 

Every man has certain purposes, impulses, and desires. They 
may be of a merely instinctive and elementary nature, or they may 
be deliberate and far-reaching; they may be self-regarding or social; 

' .'\claptecl b.v pcrniission from P. H. Wickstcecl, The Common Sense of Politied 
/ ionomy,pp 165-08. (Macmill.in & Co., Ltd., 1910.) 
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they may be spiritual or material: but uhalceer tiicy are, it is impos- 
sii)le for him to give effeet to lliem by hi> own imaiiled ai lion upon the 
forces ,an<l substances of natuie. \o man, standing naked uiion the 
face of tlie earth, can feed, clollie, or house his bode, or sei lire an 
entraiHC for his mind into llie regions of intellei Inal, iinagiiMlice. 
and emotional enjocmeni; nor (su[)pose he lias .illruislic inipnbes) 
i an he, thus unaided, nunislei to like needs or dec clop like possibilities 
in others. Neither can he acroiiiplish these things by tlie diieit 
aiijiliialion of his own f.iriilties supported by ,ill the inateii.il siip|ihes 
and iiislriiinenls he possesses or can possess; nor \el, cm epi under 
very .special circiiiiistaiues, simply by enlisting the lo-operalion 
directly iiisjiired In suiip.illiy with him or with his pniposes. lint 
by diiei I an.I indn ei t proi esses of eM'h.iiige, by the sm i il ah heniy of 
which nioik'y i.s the symbol, the things 1 li.ne and the things I can 
.ire transmuted into the things I want .iiid the things 1 would. By 
these proi esses I can convert my ai qii.uiitance with the nature of 
dilTereiit kinds of wood, and iiiy skill 111 h.indlnig leil.iiii tools, 01 
my knowledge of the higher matlieinatics, or my lapacitv for tiling 
men's iiiiagin.itioiis, or for ihasleiiing or stimiil.itiiig their leligious 
emotions, into f.iod and i hulling, into books anti pn lines, into the 
rapid 1 i.iiispoit of my own peison ihiongh di .taut lands, into dinin-is 
f. r hungre 1 hildren, into Mac festivities for hsiless vili.igeis, into the 
coll.itioii of Syri.ie niainisuipts, or into any of the thoiis.ind other 
things that I w.int to have, to eeperience, or to gel done, and all this 
independ.-nily of any iiiteiesi in these desiies of mine, or any knowl¬ 
edge of llieni, on the part of vei y many of I he persons who assist me to 
accomplish theni. WIiv, then, do they (o-operale with me at all? 
Not [iiiniarilv, or not solely, because they are inleresle<l in my |)nr- 
poses, but bee.inse they have certain purposes of their own; and just 
as I find that 1 can only secure the acconi|>hshnient of my purposes 
by securing their co-opcralion, so they find that they can only arc om- 
plish theirs by securing the eo-ojieratioii of yet others, and they find 
that I am in a position, diiectly or indirectly, to jilace this co-operation 
at their disposal. 

A vast range, therefore, of our relations with others enters into a 
svstein of mutual adjuslinent by which we further each other's 
pur]ioses simply as an indirect way of furthering our own. .All such 
relations may be fitly called “economic.” 'J'he range of .activity they 
cover is “business.” If one man possesses wheat in such quantities 
that he finds it well to exchange some of it for potatoes, and another 
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for like reasons is glad to change potatoes for wheat, this is not gener¬ 
ally the result of any miscalculation, and not necessarily the result of 
any original and inevitable diversity of opportunities or faculties. It 
was deliberately contemplated and planned from the beginning, 
because the one man believed that the most economical way for him 
to increase his stock of potatoes was to grow wheat, and vice versa, 
liy the system of “economic relations,” then, I understand that sys¬ 
tem which enables me to throw in at some point of the circle of 
exchange the powers and possessions I directly command and draw 
out other posses,sions and the command of other powers whether at 
the same point or at some other. 

Lastly, “economic forces” or “the economic force” may suitably 
be used to indicate the resultant pressure of all the conditions, material 
and psychological, that urge men to enter into economic relations with 
each other. By economic forces I shall mean anything and everything 
which tends to bring men into economic relations. Thus, the inven¬ 
tion of machinery which tends to increa.se division of labour, the con¬ 
centration of the industrial population, improved means of transport 
and communication, the credit system, the general demand for ele¬ 
mentary and lechnjeal educ.ition, and, in a word, the whole structure, 
organization, and movement of so( iety, is irerpelually opening and 
closing opportunities for combination and for the mutual furtherance 
of each other’s imrpo.scs by men of dilTcring hiculty, opportunity, and 
desire. And these conditions determine how far and in what way the 
general desire of every man to accomplish his own purposes, whatever 
they may be, shall become an economic force, urging him to enter 
into relations with other men, with a view to the more elTective 
accomplishment of his own puriroscs. Whether I pursue my pur¬ 
poses directly through the a|)i>li(atiou of my own resources and 
capacities to their accomiilishnient, or indirectly by entering into an 
economic relation with other men, applying my resources directly 
to the accomplrshmeiit of their iiurposes and only indirectly to the 
accomplishment of my own, in either case my motives are identical. 

87. UNREST BECAUSE OF VIOLATION OF KFCIPROCITY' 

The fundamental assuniiition upon which civilized society rests 
is that each member of society is doing something to make the general 
conditions of life easier for society as a whole If there were no such 

' Taken by permission from A. VV. Sniall, “ Private business a Public 
Trust,” American Journal of Sociology, I (1895-96), 2S3-89. 
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thing as society, this would not be the case. If the world were 
divided up among a popul.ilion of hermits, eacli home would prac¬ 
tically be a world by itself, having nothing to do with other homes, 
since the world is the home of people who have complicated dealings 
with e.iih other, it has come to jiass th.it eaih gets tolerated by the 
other in seeking hi.-- own personal einls solely upon tlie itii|ilied con¬ 
dition that each will be an agent to do some sort of work for his 
fellows. 

Wherever a lollection of human beitigs begins to resolve itself 
into a society, the process involves a tacit .igreetnent that some of 
the [tet-ons will attend to a certain wink needed bv the .soiiely, 
while otheis will look after the remainder. If a hiindied fanners 
should h ippeii to l)ii\' l.iiid in the same lownshi|) leinote from olhet 
settlements, these f.irniers would sooner or l.iter illustrate the iliaiige 
that h.is gone on, with dillerence of detail, in the develo])nient of every 
civiliz.ilion or p.irt of iiviligation. ft would be a jiiocess of division 
of labor, rest ing upon ,i lommon unilerslanding, m \ er juit into eodilied 
form, to be sure, that the farmer’s work, fiom which a part of the 
eomnuinity withdi.iw, will still be cairied on by the rest; and, on 
the other hand, that terms of recipioial advant.a^e will put Uie work 
of those who cease to be farmers at the disposal of those who conthiue 
to till Ihe soil. 'I'he smilli, the ear])enter, the miller, the lanmi, the 
cobbler, are en.ibled to live willioiil pioi uring ihiii own food supply 
direitly from the soil, by beioniing agents of the f.'irmers in doing 
needed work of whieh the fanners arc thus relieved. On the otliei 
hand, the f.irniers fall into line with Ihe necessity of industriously 
ewlraeling from Ihe soil a supply of fooil sullieienl for the wliole 
community, as the condition of getting Ihe use of other men’s 
skill. 

The fimdamcnl.d grievance of classes against other classes in 
modem socielv is that the su|)[)Osed olTenders arc viokilors of till' 
primal law of reci|)roeily. (,'nli< isms of institutions or of the |)ersoiis 
operating them resolve themselves into ihaiges that whereas the 
parties in question are ])resumed to be useful social agencies, they 
are in reality using their social olTiee for the subordination of public 
weal to private gain. This is at bottom tlic charge of the dissatisfied 
proletaiian of all classes against employers, capitalists, coiporations, 
trusts, monopolies, legislators, and administrators. This is also 
in large part the implied countercharge against organized labor. The 
most serious count in the wage-earner’s indictment of other classes is 



243 


INDUSTRIAL SOCIETY 


Dot primarily that these classes draw too much pay, but that they are 
not doing the work that their revenues arc sup|)oscd to represent. 

Back of all formal contracts or statutes or institutions, tlierefore, 
is this unwritten law of civilization that every citizen shall be a public 
scivant. The cycles of soeial growth, arrest, decay, have always 
illuslralcil in turn observance, neglect, and violation of this law. 
Men and in-^litulions have begun by serving their day and generation 
in a socially neeilful way. 'I'liey have sometimes ended by making 
their day and generation serve them in a socially harmful way. Then 
has come social condemnation, rejection, substitution. 

The unrest of our society todae' is due, in large measure, to sus¬ 
picion that men arc falling more and more into the position of toilers 
for other men who arc evading the law of reciprocal service. Dis¬ 
satisfaction is fed by belief that many occuiwtions, needful in them¬ 
selves, are becoming less and less a social benefaction and more and 
more a means of levying tribute over ami above the value of the 
service. Successful and arrogant individualism .seems to defy the 
law of mutuidism that must reign in right society. 

See also Chaiitei; vi, “Specialization and Interdc|)cndence.” 

C. Exchange in Our Society 
8 .S. TIIK MEANING OF EXCHANGE 

We must be careful not to use the term “c.xchange" in too narrow a 
sense. “E.xchange society” implies more—very much more—than 
a society in which ordinary commodities are bought and sold. In 
terms of our present society it implies not merely a specialization of 
occupations according to which one man raises potatoes, anotlier 
teaches, another operates a department store, etc; it also implies a 
specialization which involves economic groups such as laborers, land¬ 
lords, capitalists, tenants, and cntieprcneurs. Wlien a laborer sells 
his services for a wage, when a landlord sells the services of his land 
for rent, when a capitalist sells the services of his ca|)ilal for interest, 
exchange takes place. Exchange is thus a term covering all the 
commercial transactions of our society. It is generally conducted 
in terms of money and price, but not inevitably so. 

A moment’s thought will make it clear that exchange is today 
interwoven with other mechanisms and devices—notably, private 
property, contract, and competition. 
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8q. BENEFITS OE EXCHANGE' 

Co-operation enables the individual to enjoy not a few goods which 
otherwise he could not enjoy at all because he could not produce them. 
Thus, (a) homogeneous co-o|icration makes possible results which no 
person acting alone can bring about, and which, therefore, the indi¬ 
vidual could not enjoy weie it not for co-operation, (i) Heterogene¬ 
ous co-operation—doing ililTerent things and exchanging the products 
- -often enables tlie indn idiial to get and enjoy goo<ls which he, 
anyhow, cannot produce, whether acting alone or with others, and 
which, therefore, he could not have at all were he dependent on himself 
entirely. Thus some articles cati be proiluied in oidy a few' places. 
Some services can be performed by only a few jierson.s. A literally com¬ 
plete e.xclu.sion of co-o|)eralion would tnean death to not a few persons, 

Co-o|)eration enables the individu.il to enjoy a f.ir larger <|uanlity 
of those gooils which he himself (onld produce. .Speciah/ation 
enables both the f.irmer and the carpenter to bcx;ome more productive 
than if each worki'd at both trades. Consequently, each, in co¬ 
operating with the rest, gives, and so gets, more goods than he would 
if he worked by bmisclf. 

Co-operation enables the individual to enjoy i^far better cpialily 
of goods than otherwise. Specialization enables each to produce 
■ letter goods than if he tiioil to produce all kinds. Through exchange 
co-operation each gets the benelit of this imjirovement. 

90. THE BENEFITS OF INTICR.NAITON.VL TRADIC 

The gains may, |)erha|)s, be better realized liy regarding them in a 
more concrete way. From this point of view it appears that a nation 
gains the following advantages by its foreign trade: 

1. It is able to procure commodities which it is absolutely unable 
to produce itself—tropical spices furnish a good example. 

2. It obtains commodities which it could not jiroduce with the 
same facility even from the technical aspect; and it may be noted 
that between this case and the first the dillcrence is sometimes very 
slight. 'J'hcre ate few aiticlcs which could not, to some extent and 
by sufficient outlay, be produceil in any country. “By means of 
glasses, hot-beds, and hot-walls,” says Adam Smith, in his celebrated 

* Adapted by permission from F. M. Taylor, Principles of Economics, pp. 14-15. 
(University of Michigan, 1916.) 

“Adapted by permission from C. F. Bastable, Theory of IntermHorul Trade, 
pp. 18-31. (Macmillan & Co., Ltd., 1905.) 
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reductio ad absurdum of the mercantile theory, “very good grapes 
can be raised in Scotland, and very good wine, too, can be made of 
them, at about thirty times tlie expense for which at least equally 
good can be brought from foreign countries.’' In fact, there are 
many commodities which could not be produced in sufTicient quantity, 
or at a price low enough to induce consumers, but which are easily 
obtained by means of international exchange. Again, there are 
many articles which could be produced at a moderate cost at home, 
but which can be gained at still lower terms, owing to the superior 
resources of other countries. 

3. The case of a country, with superior powers of production, 
importing from one which is inferior in all respects, comes next in 
order, and the examples already given need not be rc|)eatcd. 

4. The productive force of each community is set free for applica¬ 
tion to those natural agents and materials which offer the best chance 
of high returns, so that the efficiency of each productive unit is much 
increased. 

5. The concentration of special branches of production in one 
place leads, as the law of increasing return so generally applicable 
to elaborative industry implies, to furtlier gain. This advantage 
is nothing else than one of the adcantages of division of hibour, since 
international exchange is really, what Torrens has well called it, 
“the territorial division of labour.” 

In enumerating these several advantages, no place has been made 
for tliat which is most often put forward in popular discussions, viz., 
the creation of new markets for exports. At the same time, tire bond 
which, as we shall see, connects all international trade and establishes 
a definite relation between imports and exports, must not be lost sight 
of. Exports are the sacrifice made in order to obtain imports, and 
anything that makes the gain by exchange greater, which new markets 
may do, ought not to be overlooked in a complete theory. It is highly 
probable that the opening of new markets will stimulate industry', 
and also bring about a better adjustment of productive force. 

The social and moral effects of foreign trade are in no respect 
inferior to the purely economic ones. 



INDIVIDOAL EXCHANGE COOPERATION 


J45 


01 . SOME CRITICISMS OF COMMERCE' 

The Fourierists, llirough theii priniipal organ, M. Consid^rant 
(in his Dcslinfe Socialc), enumerate the evils of eommerce in the 
following order: 

“The trader is a god)etwecn, who jiioliis by the general anarchy 
and the non-oiganization of industry. The trader buys up pioduets, 
he buys up everything; he owns and dot:iins everything, in suih 
sort that: 

“l. He holds both I’roduelion and Consuinplion under lii^ yoke 
bce:iuse both mu.st come to him either Hn.illy for the |)r(>ilu< Is to be 
consumed, or at lirsl for the r:iw male i i.d to be worked ii|). ('onunert e 
with all its methods of buying, and of raising and lowering prices, its 
innumerable devnes, and its holding cveuylhnig in the h.inds of 
middlemen, lc\ies toll right and left, it despoth.illy gives the law 
to I’roduetion and Consumption, of whiili it ought to be only the 
subordinate 

“2. It robs society by its cnormoin projili profits levied upon 
the consumer and the proihicer, and altogether out of proportion to the 
services rendered, for which a twentieth of the persons acluallc 
employed would be suilic lent. • 

“3. It robs society by the subtraction of its productive forces, 
taking off from productive labor nineteen-twentieths of the agents 
of trade who are mere parasites. Thus, not only docs tomnierce rob 
society by apirroprialing an ex'orbitant share of the common weidlh, 
'cut also by condclerably ciirainishing the productive energy of the 
human beehiee 

“4 It roles society by the aduUcuUion of prcrclucts, pushed at the 
prc'cni ikay Inwond all bounds. And in Fact, if a huncired grocers 
establish themselves in a town where before there were only twenty, 
it is plain that pcojilc will not begin to consume five times as many 
groceries. Hereupon the hundred virtuous grocers have to dispute 
between them the pmlits which before were honestly made by the 
twenty; competition obliges them to make it up at the expense of the 
consumer, either bv raising the [trices, as sometimes happens, or by 
adulterating the goods, as always hajipcns. In such a state of things 
there is an end to good faith. Inferior or adulterated goods are 
sold for articles of good quality whenever the credulous customer is 
not too e.xperienced to be deceived. 

' Adapted by permission from J. S. Mill, “Chapters on Socialism," Port' 
ni[My Rmeu, XXXI (1879), 334-34. 
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“5. It robs society by accumulations, artificial or not, in conse¬ 
quence of which vast quantities of goods collected in one place are 
damaged and destroyed for want of a sale. Fourier says: ‘The 
fundamental principle of the commercial systems, that of leaving 
full liberty to the merchants, gives them absolute right of property 
over the goods in which they deal; they have the right to withdraw 
them altogether, to withhold or even to burn them, as happened 
more than once with the Oriental Company of Amsterdam, which 
publicly burnt stores of cinnamon in order to raise the price. What 
it did with cinnamon it would have done with corn; but for the fear of 
being stoned by the populace it would have burnt some com in order 
to sell the rest at four limes its value. Indeed, it actually is of daily 
occurrence in ports for provisions of grains to be thrown into the 
sea beraU'C the merchants have allowed them to rot while waiting 
for a rise. It is society that bears the cost of this waste, which takes 
place daily under the shelter of the philosophical nia.\im of full liberty 
for the merchants. ’ 

"6. Commerce robs society, moreover, by all the loss, damage, 
and waste that follow from the e.xtremc scattering of pioducts in mil¬ 
lions of shops, and bv the multiplication and coni])hc.ition of carriage. 

“7. It robs society by shameless and unlimited usury —usury 
absolutely appalling. The trader carries on operations with fictitious 
capital, much higher in amount than his real capital. A trader 
with a capital of twelve hundred pounds will carry on operations, 
by means of bills and credit, on a scale of four, eight, or twelve 
thousand pounds. Thus he draws from cajrital which he does not 
possess, usurious interest, out of all proportion with the capital which 
he actually owns. 

"8. It robs society by innumerable bankruptcies, for the daily 
accidents of our commercial system, political events, and any kind of 
disturbance must usher in a day when the trader, having incurred 
obligations beyond his means, is no longer able to meet them, his 
failure, whether fraudulent or not, must be a severe blow to his credi¬ 
tors. The bankruptcy of some entails that of others, so that bank¬ 
ruptcies follow one upon another, causing widespread ruin. And it is 
always the producer and the consumer who suffer; for commerce, con¬ 
sidered as a whole, does not produce wealth, and invests very little in 
proportion to the wealth which passes through its hands. 

“9. Commerce robs society by the independence and irresponsi¬ 
bility which permit it to buy at the epochs when the producers are 
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forced to sell and compete with one another, in order to procure 
money for their rent and necessary expenses of production. When the 
markets are overstocked and goods cheap, trade jnin liases. 'I'hcn 
it creates a rise, and by tliis simple manoeuvre de.s[)oils both producer 
and consumer. 

“ 10. It robs society by a considerable (Ira'd’iiii; ojf of cnpihtl which 
will return to productive industry when commerce plays its projrer 
subordinate part, and is only an agemy earning on transaitions be¬ 
tween the producers (more or less distant) and the gicat centres of 
consumption -the communistic societies. 'I'hus the capital engaged 
in the speculations of commerce (which, small as it is, compaied to 
the immense wealth which passes through its hands, consists never¬ 
theless of sums enormous in themselves) would return to stimulate 
production if commeiee was depnved of the intermediate propeity in 
good.s and their distribution betaine a matter of adminisIratiM- 
organisation. Slot k-jobbing is the mtist otlious form of this cue of 
commerce. 

“ir. It robs society by the moiiopoHuiii; or buying up of raw 
materials. ‘For’ (says Fourier), 'the rise in irrice on arlitles that 
arc bought up, i- i.orne ultimately by the consumi^r, although in the 
first place by the manufacturers, who, being obligetl to keep up tlieir 
establishments, must make pecuniary sacrifices, ami manufacture 
at small profits in the hoiic ot better days; anti it is often long before 
they can reptiy themselves the rise in prices which the monopoliser 
has compelled them to support in the first instance.’ 

“In short, all these vices, besides many others which I omit, arc 
multiplied by the extreme complication of mercantile affairs; for 
products do not pass once only through the greedy clutches of com¬ 
merce; there arc some which pass and re|)ass twenty or thirty times 
before reaching the consumer. In the first place, the raw material 
passes through the grasp of commerce before reaching the manu¬ 
facturer who first works it up; then it returns to commerce to be sent 
out again to be worked up in a second form; and so on until it receives 
its final shape. Then it passes into the hands of merchants, who sell 
to the wholesale dealers, and these to the great retail dealers of towns, 
and these again to the little dealers and to the country shops; and 
each time that it changes hands it leaves something behind it.” 
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92. THE MIDDLEMAN' 

The midHleman performs four distinct functions, whose value to 
both producers and consumers should not be overlooked. 

In the first place, the middleman provides a market. He organizes 
the demand for all the various sorts of produce and brings it into 
effective touch with the producer, who is commonly in no position to 
find it for himself. The latter’s farm or orchard is located with 
reference to advantages for production, and therefore far away from 
the markets in which he must sell his product. His abilities are too 
specialized in the direction of agricultural proficiency to give him the 
ne( essary commercial expertness. The time of harvesting the crop 
is generally the busiest season of the year, leaving the grower little 
time to devote to the intricate details of marketing his prodiu t 
Finally, there are comparatively few producers who have a sulTi- 
cient volume of goods to enable them to ship in carload units, and 
yet they must move in such quantities if they are to get to market 
at all. 

A kindred function is that of “e(]ualization.” Supplies, on the 
one hand, are more or less unreliable, fluctuating in quantity and 
quality according.*0 the caprice of weatlicr, pests, floods, and human 
nature; and demand, on the other hand, is no less arbitrary, spas¬ 
modic, and wayward. But, if some central agency gathers these 
supplies together, classifies them into lots of ap[)ropiiate size, and 
directs them into channels where demand is at the moment most 
keen, all parties are benefited. A large part of consumers’ wants 
cannot be put in the form of definite orders some time aheail, and 
only a small iiortion of supplies can be definitely promised in advance. 
Accordingly a clearing-house is needed, where current supplies can 
be offset against the day’s demand. 

This consideration looks over into the second division, namely, 
the middleman’s service to the consumer. To only a small extent is 
the modern consumer able to connect himself directly with sources 
of supply. He possesses neither the facilities nor the knowledge. 
His elaborate market-basket is filled from all over the world, from 
places he wots not of, and yet is replenished daily from stocks which 
have been brought within his daily reach. Commercial agencies of 
supply are scouring the world for better goods and constantly seeking 

'Adapted by permission from E. G. Noursc, “Middlemen in the Produce 
Trade,’’ in Tlamilton’s Current Economic Problems, pp. 163-65. (The University 
of Chicago Press, 1916.) 
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better means of bringiiift them to the place of use and keepiiiK ihejii 
in the ircst condition until the time of use. 

Alonj^side of these commercial activities of the |)roduce dealer is 
a third class of service which may he called ‘'technical” -tlie actual 
handling of the goods, storage, ri’packing and regrading, culling, 
sorting and fitting to meet needs or whims of the buying public. It is 
the oft-repeated comment of the de.ilers that most people buy, not 
according to reason, but according to their piejudices, not to gel 
nourishment or flavor or rc'al e.xcellence, but to please the eye. 'I'lie 
e.xtra labor and material thus necessarily pile up e.\tra cost. 

Storage is jiartly a teclinic.il service, but it is charged for on a time 
basis and so comes also under tire head of financing services. This 
fourth class of the middleman’s services is of great importance and 
yet is entirely overlooked by those who reg.ird him as engaged in 
merely passing goods from hand to hand. When the hoiiseholdei 
buys his a|)ples or potatoes only as he needs them, and pays for them 
only at the end of the month after they have been coiisimied, he 
should not forget that someone has fm.inced that portion of his living 
c,x|)enscs. lint the dealer goes faithei back and finances the trans- 
ixirtation and pe.haps the growing of the crop, '^'his service doubly 
benelits the [iroducer, bei aiise w ithout it producers would be cri|ipled, 
upplies curtailed, and prices advanced. This is not to say that 
l>ioducers may not in time arrange to finanie their own o|)eraticpns, 
but so long as tlie middleman is c.illed upon to do it he is undoubtedly 
performing a service which should not be oceihioked when we are 
balancing his aeeount with the imblic. 

See also 76. The Rise of Functional MnMIcmcn. 

93. IS KXCll.ANCE I’RODUCnVE? 

Is the middleman a “proiluccr” or is he a “parasite”? I.et us 
begin by recalling what it means to produce. .Man cannot bring new 
matter into e.xisleiice; be can only “confer utilities” upon existing 
matter, and, with reference to the “production” of material goods, 
we have conic to classify these utilities as (a) those of time, (i) those 
of place, and (c) tliose of form. The question accordingly becomes 
this: Docs the middleman make possible an increase of any or all of 
these kinds of utility ? 

The answer is simple so far as time utilities are concerned. Any¬ 
one who performs the function of storage (and in one form or another 
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the middleman docs a deal of this) is “conferring utility.” He is 
taking goods at a time when their (marginal) utility is low, presum¬ 
ably because of the large quantity e.'cisting at that time, and keeping 
them until a time when their (marginal) utility is greater, presumably 
liccaitse of the smaller quantity available in proportion to needs. 

The answer is really not more difTicult with respect to place utility. 
The middleman Lakes goods from the place where they are “less 
wiintcd” to the place where they are “more wanted,” whether he be 
operating as a delivery boy or as a railroa<l trafiic manager. He has 
“conferred utility” by taking goods from a place where their 
(marginal) utility is low to a place where their (marginal) utility 
is high. 

An increase in the total available form utility also comes about, 
indirectly, throu'di the work of the middleman. Hy taking over cer¬ 
tain functions he makes it possible for the maker of a good to ‘Specialize 
and thus to incrc.ase the total available form utility in the community. 
This is, of course, only true in the cases where the gains of speciaiiication 
exceed its losses -but those cases are legion. 

But ran the foregoing statements be true? If they are, how can 
we account for the too common notion that the middleman is a 
[Kirasilc? Mach will decide for himself how convincing is the logic 
of the statements made. As for the prcv.alence of the notion that the 
middleman is a parasite, the explanation is readily forthcoming. 

In jiart it rests upon a misapprehension of the issues in the case. 
It is one thing to say that the middleman is “productive”: it is 
another thing to assert that his function is |)erfornieil with too per cent 
efiiciencx'. .Many people who have criticized (properly enough) the 
social wastefulness of some of the operations of the middleman have 
jumped to the erroneous conclusion that they are criticizing his 
Junctions, and their hearers and readers have accom|)anied them in 
that error. 

Still another reason, and prob.ably a more important one, lies in 
our social inheritance of economic doctrines of the days of local 
self-sufficiency and customary in.lustry—doctrines which wei e crystal¬ 
lized in pronouncements of church, gild, and state and which have 
come down to us and arc now misleading us in an organization of 
industry vastly dilTercnt 
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JD. Some Phases of Market Structure 
04 - THE MARKI-yr 

Few words are U'-od with a greater number of connotations than 
is the term markfl. Perhaps the two extremes are represented by 
thcM' cases: (u) the use of the term to mean a village market-])lace 
with Us buying and selling operations, (b) a more abstract use of the 
word carrying the connotation of a great social institulion lovering 
a range of activities almost as broad as modern economic life. The 
layman is likely to think of a market as a specilic [ilace, but if his 
attention is called to ceitain matters he at once agrees that the plaie 
is not neres-,arily the signiiii.iiit element, lie will talk of the lollee 
market, the money market, the labor market, or the securities market 
quite without refereme to any given loeality. There is 1/ iiiiirhd 
'aiien >he fortes of tiemand tiiiil snftfily tire broiit;ht loyelher. 

In other words, the exi hanging fiin< lions of our society and the 
market functions are one and the same, just as extha?ifc is a very 
broad term, embi at ing all the i ommen iai tiansai lions of oui sih lely, 
so also is maikil. Ours is a market sot iely, organi/ed on a prii e basis, 
the prices being -slablished in the market, in the e.xchanging operations 
of society. A discussion of the implications of tliis statement would 
be more or less meaningless at this stage of our work. It will sufii(e 
for present purposes if we i an begin to think of the market as a social 
institution of great signilli,1111 e one whiih covers the commercial 
operations of the banker, the employer, the renting landlord, the man 
going into employnu'iil, the bond house, and the investor as truly 
as it does the acts of a wholesaler or the transactions on an organi/.ed 
exchange. 


See also IJ9. 

I. 5 I- 

133 - 

134. 

2 2 (). 


Classiliiation of Banks and Types of Hanking 
Oiierations. 

The Services of Bond Houses. 

The Functions of the Stock K.xchange. 

A Faxoralile View of Wall Street. 

The Organi/.ation of tire Tabor Market. 
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CIS. THE FRAMEWORK OF A MARKET' 

The diagram on p. 255 is designed to show the cenlral position 
occuitied hy our market medianism as a mediating fora' helwcen 
producers’ supplies on the one hand and consumers’ demands on 
the other. Beginning at tlie lop of the diagram, and following it 
downward, we pass from natural determintirUs of what (.an be pro¬ 
duced to rational determinants of \\hat ihall be produted. The 
“business of farm production’’ is very much influenced by the char¬ 
acter and activities of the market. What a ptirlicular farmer or a 
given section decides to produce is based very much upon the will¬ 
ingness which marketmen have indicated to handle one or another 
class of product. Often the dealers give assistance, linancial or other, 
in order to stimulate the production of some certain article. Trans- 
porlation, while not strully a marketing agency, yet occupies a 
highly importtint intermediate position, determining the |iossibili- 
ties of bringing any given demand within touch of any particular 
source of supply. We might say that it makes any actual stock an 
ijfcclive sup|ily for such a market zone as it reaches 

If we turn to look at the matter from the side of demand, the 
important inlluence-of the market mechanism again appears. Begin¬ 
ning at the bottom of the chart, we find demand resting upon condi¬ 
tions of physiological necessity whic h aie llxed in character But we 
see, as we look at the other factois in the making of effeclne demand, 
that there is a considerable lield within which the agencies of the 
market arc able to modify and direct the cliaiacter and volume of 
actual market demand. The work of advertising, of making templing 
displays of certain goods, or of selecting (larticular articles in whose 
interest the buying public is to be vigorously solicited all these 
activities of the market go far to modify intellectual estimates or 
social esteem and to determine the distiihution of the family income 
to various classes of e.xpendilures or even the relative portion which 
shall be .spent or whic li shall be .saved. 

W'c need to get away from thinking of the process of price-making 
in vague general terms and in the passive voice. It is a very concrete 
process, made up of a large number of personal transac tions, and the 
precise conditions under which each of these personal transactions 
takes place are created by the activities of our marketing system. 

* Taken by pormisbion from E. G. Kuiirbc, A^ritultural luononucs, pp. 485 -86 
(The University of Chiiago Press, 1916 ) 
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96. TYPES OF MARKET DISTRIBUTION FOR 
ORDINARY GOODS 

A> 

The middleman is a by-product of a complex industrial organiza¬ 
tion. Chart I shows in rough outline the evolution of the middleman 
from the early period when producer dealt directly witli consumer to 
the appearance of the orthodox type of distribution (late in the 
eighteenth century and in the first quarter of the nineteenth century) 
when a complicated series of middlemen existed. It should be noted 
that this chart represents the typical case of the domestic product 
rather than that of imported commodities. 

In the early days of the factory system, shown in Chart II, we 
find that the producers have lost their character as merchants and are 
devoting themselves to the problems of production. The pressure on 
production has continued, and witli the increasing intricacy of 
industry producers have found it necessary to concentrate their 
attention on production. The selling agent appears as a link in the 
chain of distribution to relieve the producer of the task of selling his 
product. The selling .agent undertakes to sell the entire output of the 
producer, distributes it among wholesalers, who in turn distribute it 
to retailers, and the retailers to the consuming public. 

This may be termed the orthodox type in distribution, a type 
almost universal in the early decades of the nineteenth century, and 
still common, as in the textile industry in New England. 

Just as tlie long period of development from a system of barter 
economy to the early decades of the fticlory system showed a con¬ 
tinuous tendency for increase in the number of middlemen intervening 
between the producer and the consumer, so recent years have shown 
a growing tendency to decrease the number of successive steps in 
distribution. The tendency is apiiarcnt in nearly every industry and 
has been clearly marked in recent )-ears. 

Chart II is an attempt to show diagrammatically the development 
of this tendency to decrease the number of successive middlemen. 
By the use of salesmen going directly to the wholesaler and by adver¬ 
tising directed to the retailer the producer has displaced the selling 
agent in many cases. Sometimes tlie advertising is directed not only 
to the retailers but also to the wholesalers. To strengthen still 

* Taken by permission from A. W. Shaw, “ Some Problems in Market Distribu 
tion," Quarterly Journal of Economics, XXVI (1912), 725-30. 
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furlher liis position llu- proiIiKor will otton uso :ulvlTli^i^l; {od to 
the consumer to build up a demand for his prodiu ( This involves 
the nece''sily for a product dilTeienliaied b\ hade m.iik, biand, or 
trade name When the prodmei thus diieilb’ builds up a demand 
arnoiy,; umsumers, he oiien takes ihc furlher sti-p of scmlmu his sales 
men to the lelailet, thus oirninm,' the wholesaler enlirelv Irom liis 
system of distribution 

The most extn-me su-p m the process is the lomplete elimination 
of middlemen, and tlie sale <lirea fiom tiie meri haiU-prodiu er lo the 
consumei, either bv ad\eitisim^ alone oi i)\ salesmen supplemented 
by a<l\ertisin;.' M.iiuifat luieis of spcnaliies lia\e laii^dv adopted 
this s( tu me of disti ibiil loll and I lie eiioi moie. erow i li ol the mail ordei 
biisines-. m i eu nl \ uii s m \ es e\ ideiu e that m some hms of dislubulion 
there are eioiiomtes in this s_\sii-ni. 


W 

Dishibutini^ pooiis throULtli wholesaler and leiai'er mav b<' 
lalled the (Usioinaiy or re^^ukii diannel ol dishibulloii Idom this 
metlioil there are nianv \atiahons In some lines theie aie nioie 
ih.in these two links, w hile in nlhers ihe two lia\ k * been (om enhale<l 
into one ’1 he siiu^ele for markets amon.it pio<liu its both lar^e ami 
small h.ive tended to make dishibiihon \ery (omplex, and wlieii 
• oinpetihon is free and urn Ina ked, <han;;es from one system to 
anotiui are doth fiepiunl and ahrujit So-ialled eliimnalions of 
middlemen have pr-xceded from both imds of tin- sy>h'm Manv 
larr^e retailers, smh as the depaitnient stores, have sent tlnir buyeis 
diretl to the produeeis to piodire supplies, while many of llie prti- 
dmeis have ,Ltone direU to the retailers and even lo the lonsumers 
with their <;oods d'liere has been a j^reat deal of e.xperimenhn^ and 
s()me ch.tnt^in^' ba< k and forth Not all (h.imtes have been made 
in the interests of eumomy I m< hon with j)resent systems has been 
not the least amoni^ the (..lu■'e^ htr cstablishin;t new thannels in many 
cases As an illustration of the number of melhoils of dislribuhon 
e:nplo\ed by lar;;e prtidikeis, it is a fact that out of ioj comeins 
domy' national a<U ertisini', 17 sell to jobbers, i.S to retailer^, 11 lliroii^h 
a;;encies, and <S to toidumers direct; 29 sell to both jobbers and 
retailers, 13 to retailer'' and through agencies, 4 to jobbers, lelaikrs, 

■ I’aktn by ptTfni^-'ion from I’.iul II Xvslroni, 'Ihe hviicnnc. nj RfLuiin^, 
|)j> 40 ( riic K<)n.il<J Press ('<»/iQ 10 
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and through agencies, i to both consumers and retailers, and i to 
jobbers, retailers, and consumers. 

To give a clear idea of the customary channels of distribution 
in the main lines of trade passing from the producer to the consumer 
through retail stores, the following charts are presented: 


Groceries 


Farm Products Light Hardware 



Heavy Hardware 



Silverware 

.iranufacturer 
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* Taken by })ermission from a pajwr read by Victor K. McElheny, Jr., 
before the Pan-American Scienlifio Congress, December 27, 1Q15—January 8, 
1916. (Copyright by the American Fruit and Produce Auction Association.) 
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97. PRODUCE EXC 1 IANGP:S' 

Modern proiluce exchanges are the product of the last sixty years 
and have developed in all the leading grain, cotton, and provision 
centers in rcsjxmse to the desire for large and well-organiaed markets 
Their ancestry has been traced back to the large and flourishing fairs 
of several centuries ago, which [irevailed in many parts of Europe. 
Probably the first instance of a modern exchange is that of the Ant- 
wer[) Bourse, established in the middle of the sixteenlh century and 
followed soon after by the Royal Exdiange of London, Commodities 
were bought and sold here upon certificates, although the general 
warehouse or elevator receiiils, to be described shortly, were developed 
much later. 

With the development of enormous agricultural areas in the 
nineteenth century large surplus stocks of agiicultural staples were 
created which far e.xceeded local demands. This suriilus stock 
required a world-market for its proper distribution to the consuming 
centers, and the develoinneiit of such a market was greatly facilitated 
by the tremendous stridi’sof the last century in methods of transpor¬ 
tation and communication. Instead of the local fair, the trade now 
required a market where buyers and sellers from all parts of the world 
might meet to make transactions in [lerson or by re|)resentatives. 
Convenieme and proni|)lness in bujing and selling now became 
essential. Uniformity of usages, high standards of conduct, detailed 
organization of every branch of the trade, and elViciency in the opera¬ 
tion of the business became highly desirable. And so about the middle 
of the nineteenth century numerous exchanges, sometimes also called 
boards of trade, chambers of commerce, and bourses, were organized 
with a view to standardizing trade and giving to it the conditions 
just enumerated. The Chicago Board of Trade was imorporated 
in 1S50, although organized in 1S4S. The New York Produce 
Exchange, having existed as an unincorjiorated association since 
1850, was incorporated in 1862. The Merchants’ Exchange of St. 
Louis assumed the characteristics of an exchange in 1854. The 
New York Cotton Exchange was organized in 1870, to be followed by 
the Minneapolis Chamber of Commerce in iSSi, and the New Y'ork 
Coffee Exchange in 1882, Among the other American produce 
exchanges where buying and selling is conducted may be mentioned 

' Adaptec] by permission from S. S. Huebner, "The I'unctions ot Produce 
KvchanKcs,’’ of the .Iwer/tdii Aiademy of rolitiuil oiul Social Science, 

XXWIU (ic).0,319-39 



INDIVIDUAL EXCHANGE COOPERATION 


l 6 t 

those at Uululh, Kansas City, Missouri, Omaha, Milwaukee, New 
Orleans, Winnipeg, Toledo, Detroit, and Buffalo. 

.'\ modern produce e.xclian^e may be defined simply as an organ¬ 
ized market-place which enables [leople to buy and sell freely leilain 
commodities either in person or through a broker, and which in 
order to facilitate such trade has for its fundamental objects the 
promotion of uniformity in customs and usages, the inculcation 
of princi])les of justice and equity in trade, the facilit.ition of the 
speedy adjustment of business disputes, the dissemination of valu¬ 
able commercial and economic information, and the securing to its 
members all the benefits of co-operation. The eexchange itself is 
not organized for the making of money, and does not li\ prices 
or make transactions in the trade as an organized body. It is 
merely instrumental in affording a convenient market-place, in regu¬ 
lating trade, and in disi i|)lining the conduct of its nicnibeis. Its 
members act on their own resjionsibility. They may do as much 
business as they like, provided they confoim to the standards which 
the rules of the e.'cchange presciibe for Uie regulation of the trade. 

1. EXCItAN'CES GtVE IIIE QIJAt-ITV Or MOmt.IlY TO PKOUUC'E 

The delivery of warehouse receipts on exchange contracts gives 
to the grain, cotton, and ])ioduce they re|)resent the same quality of 
mobility, for purposes of sile or deposit as collateral, as is given to 
corporate piojierly rcqnesented by stocks and bonils listed on our 
stock exchanges. If it were not tor organized markets and the exist¬ 
ence of warehouse receipts, the vast (|uantity of produce lying in 
warehouses and elevators, aggregating huiidieds of millions of dollars, 
would not be available for business pur|)Oscs except in a very crude 
way. If the holders of such produce wished to borrow against it, it 
would be neces.sary each time to have the creditor see and ins])ect the 
same; and every such inspection would necessitate great incon¬ 
venience and unnecessary delay and expense. 

At present the greater [lart of the country’s enormous crops is 
purchased from the farmer by warehouse and elevator men during 
the three or four months of the crop moving season, and is then gradu¬ 
ally sold to the consuming public during the balance of the year. The 
farmers, as a rule, demand immediate cash payment, although the 
grain dumped on the market greatly exceeds the current demand. 
This accumulation of grain in elevators and warehouses, the grain 
being paid for as soon as it ledves the farmers’ hands, reejuires the 

to 
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expenditure of hundreds of thousands of dollars in excess of the 
available capital of the buyers, this in turn necessitating on their part 
extensive borrowing from bankers against so-called “grain paper.” 
If grain buyers could not borrow against their purchases, it would 
mean that upon buying a consignment of grain, they would have to 
transport the same with a view to selling it in another market and 
wait for tlic proceeds of the sale before making a new purchase. This 
might necessitate several weeks’ delay. Since their business is a 
highly competitive one, depending upon the making of a small profit, 
averaging about i per cent on the jrresent value, such delay would 
make the grain buyers’ bu.sinc.ss not only an unprofitable one but 
would greatly handicap them in getting their share of the grain 
within the three or four months of the crop moving season. To make 
the grain buying business profitable, it is necessary for the buyers to 
transact the business on credit, and it is estimated that approximately 
nine-tenths of the country’s grain and cotton crop is originally 
purchased with borrowed funds. 

II. EXCHANGES fURNISn A CONTINUOUS MARKET 

But, it will be asked, why do bankers lend so extensively on grain 
paper when they know that the price of the gmin held as collateral 
may decline in a week or two by much more than the to per cent 
margin ? The answer is that they do so jtarlly because the grain may 
be hedged against such jirice fluctuations, and also because they know 
that grain always has a re.ady market on our produce exchanges, thus 
atlording them amjtle opportunity at any time, if they deem it neces¬ 
sary, to scU the grain held as collateral before the margin of lo per 
cent on the loan is exhausted. During every hour of every business 
day, there is always present on our produce exchanges a group of 
brokers and speculators always ready to buy and si 11, and .so numerous 
as to furnish a continuous market where in the course of a few minutes 
and with the sacrifice of only a small amount in the (trice, hundreds 
of thousands of bushels of grain may be cither bought or sold. This 
continuous feature of large produce markets serves as a means of 
insurance to farmers, bankers, grain dealers, speculators, and manu¬ 
facturers in so far that it gives positive assurance to all holders of 
grain, cotton, and produce that, in case of hccessity, they can, at a 
moment’s notice, by selling it at approximately the prevailing price, 
convert that produce into cash. 

'Tiie existence of such continuous markets is greatly facilitated by 
the presence of a group of speculators who are willing to buy any 
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supply that may be ofTercH, because in their judRment a profit will 
be derived by selliii)' it at a future time. The advantage of such con¬ 
tinuous buying; to the banker has Just been e.xplained; and its abso¬ 
lute necessity to all who wish to hedve their holilint;s of produce will 
be e.vplained shortly. But a continuous market throuKhout the year 
and at reasonably steady ])iices is also essential to the farmer. As 
stated, farmers realise uiron the laryer part of their crops shortly after 
harvest, and were it not for the lart;e group of buyers who are alwav s 
willing to take the grain with a view to storing it and selling it for 
future delivery, it would necessarily follow that prices would fall 
e.xtremely low at harvest and rise unduly just before harcest. 

III. PRODUCE I XCIIAN’C.KS ARE CM'.ARINT. HOUSES UP INFORMATION 

Produce e.whanges also serve as a woild's clearing house for traile 
and cro]> information, and in this respect render an invaluable service 
to producer, middleman, and consumer. ,\ll our leading crops arc 
produced over .such large areas that few indi\ iduals have it in their 
power to keep in daily touch with current ciop and trade events 
e.xcept it be in their own particular locality. The prices of nearly 
all leading eereals arc determined by national o|; world-wide con¬ 
ditions, and the favorable or uiifavoiable condition of a crop in one 
locality or country may be so outweighed by the op|)osite condition 
elsewhere as to render worthless a price ([uotation based upon Icxal 
evidence. 

Today, however, all the leading produce c.Nchanges are in constant 
touch with crop conditions, weather reports, the movements of grain, 
changes m freight rates, the rate of consumption, economic legislation, 
political complications, etc., and all this information as currently 
received is given immeiiiate e.cpression in the form of pun bases and 
sales at piiccs which are immediately transmitted by wire to all the 
trade centers, and soon made available to the general public by the 
daily press. Communication by wire and the ticker has connected 
the world's c.xchange markets so as to make them practically one. 
Only a few minutes will serve to place the leading foreign e.xchanges 
and such important American markets as those at Chicago, iN'ew 
York, MinncapolLs, Duluth, St. Louis, Kan.sas City, and Toledo in 
possession of each other’s quotations. All the leading exchanges spend 
thousands of dollars for the promitt acquisition of information. This 
information covers a very wide range and relates to the size and 
quality of the growing crops he!re and abroad, daily changes in the 
weather, etc., affecting the crops, the volume of sales and the price, 
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ihe arrival and the shipment o( carftoes ni leading markets and foreign 
centers, and the “ visible supi>ly” here and abroad. 

The value of this prompt and elaborate collection of trade informa- 
lion is fourfold, viz.: 

1. Il makes possible Ihe discounting oj the future, i.e., it enables 
dealers and speculators to e.xercise their best judgment at once m the 
form of actual transactions, and thus to reflect this current information 
in the quotations long before it would otherwise be impressed u|)on the 
general public. Thus, the etiect of a stiort or bumper crop upon prices 
IS reflected, i.e., discounted, weeks in advance. 

2. It steadies prices. -The daily discounting of current events 
makes unnecessary, except m rare instances where manipulation has 
interfered with the smooth working of the organized market, a sudden 
decline or rise in price upon the wide public.ition of events which have 
been slowly developing. An elaborate statistical compilation of 
prices coveting a period of forty years, one-half of this period ante¬ 
dating dealings on exchanges and the other half following the intro¬ 
duction of such exchanges, shows cleaily that the fluctuations in the 
price which the fanner received for his grain or cotton was not nearly 
so great during tbe twenty years when exchange markets were in 
operation as it was prior to the existence of exchanges 

Without organized e.xchanges for the immediate discounting ol 
information, the individual producer would find himself in a most 
defenceless position, unable to know the fair value of his crop from 
tlay to day. In this respect the |)roduce exchanges serve the producer 
in the same way that the stock exchanges benefit the holder of 
securities. 

3. It helps to regulate the rate at u'huh the year’s crop is consumed. 
The modern grain and cotton markets are so organized today that the 
distributing interests in the trade are constantly informed as to the 
“visible supply” on hand, which may be defined as representing all 
grain, or any kind of given produce, wdiich is stored in warehouses, 
elevators, cars, or boats, and which is available for purchase. It is 
a well recognized fact that the exchange (|Uotations for contracts which 
call for delivery in the new crop months de])cnd not entirely on the 
prospects of the new crop, but are vitally influenced by the smallness 
or largeness, as compared with previous years, of the old crop yet 
unsold, as reflected by the “visible supply,” or by statistics relating 
to holdings which have not yet left the producer’s hands. If the 
visible supply, considered in connection with the known stocks of 
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grain still in the farmers' hands, is unusually low as compared with 
the same supply a year ago, it is likely under normal conditions that 
the price will be bid up and consumption decrease, and if unusually 
high it may be expected that prices will decline and consumption 
increase. In this way the moxemcttt of prices will indirectly benelit 
the community by regulating consumption so that each year’s crop, 
whether large or small, just happens to meet the needs of the con¬ 
suming world. 

4. It serves to level prices between ditjerent mur/tNr.—Reference is 
had here to the practice of “arbitragiug" between markets. Arbi- 
traging may be delined as the making of two transactions, one a 
purchase and the other a s.de, in dillercnt markets or in the stime 
market between two dilTereut subjects of trade, at about the same time 
with a view to shaving a profit because the price in the one market, 01 
the one subject of trade, is hover than in the other. 

98. 'i'llK COTTON liXCHANGF, OF NEW ORLEANS' 

The exchange is com])osc'(l of C) classes: 

1. Commission merchants who sell cotton for planters. 

2. Exporters who buy cotton for spinners ind merchants in 
Europe. 

3. Merchants who buy cotton for spinneis in the United Stales. 

4. Bankers through whom all bills of exchange drawn against 
cotton are negotiated. 

5. Ship agents who represent the great fleet of steamers and sailing 
vessels by which the cotton is carried abroad and to domestic ports. 

6. Insurance agents who arrange the insurance on the bulk of the 
cotton seeking a market through this port. 

7. Cotton brokers. 

8. Expert judges of the raw material, who buy cotton from repre¬ 
sentatives of the planters for the merchants who ship to Euro|)e and 
to American spinners. 

9. Future brokers, who buy and sell contracts for forward delivery 
for account of members of I he exchange, or for merchants and spinners 
in Europe and the United States. 

Su also 193. Hedging: A Form of Speculator’s Contract. 

194. A Case Where Organized Speculation Was For¬ 
bidden. 

' From the Report oj the Industrial Commission, 1901, XI, 27 
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99. STOCK EXCHANGES' 

Much that is to be condemned appears in their conduct. But 
they are after all productive institutions. They play useful, almost 
indispensable, roles in the economic order. Their most important 
function is to render more efficient the capital of the country. 

a) They make investment easy. 

b) They make withdrawal from an investment easy, and, in so 
doing, make capitalists more disposed to invest. 

c) They bring together all classes of investments, make clear their 
<lisadvanlages, and so airpeal to all classes of investors, c.g., those 
who wish above all security; those who demand a chance for large 
returns, those who can wait indefinitely for returns of any sort; etc. 

d) They make the properties represented in stocks and bonds per¬ 
fectly available as a basis for loans. (B.inks will readily accept such 
bonds and stocks as security, seeing that there is a continuous and 
unlimited market where these properties can be disposed of at almost 
any moment.) 

e) It is worth noting that the stock market furnishes government 
with the best available clue to the value of corporate j)ro|)crties when 
these are needed for the purposes of ta.valion or social coritrol. 


See also 133. The Functions of tire Stock Exchange. 

134. A Favorable View of Wall Street. 

E. The R 61 e of the Individual 
100. THE ENTERPRISER' 

A scheme for combined production must originate in the mind of 
some person; and somebody also is required to organize it and to take 
the risk of his labor being wasted. These different functions are usually 
combined in the same man. An idea occurs to a man, who is not well 
satisfied with his present employment, that there is money to be made 
in tire manufacture of some article—it may be a new invention, or it 
may be a well-established article of commerce now transported from a 
great distance. He estimates the probable demand, in a neighbour¬ 
hood which he selects, for the article in question, at various prices at 
which it might be possible to manufacture it; he next makes an esti- 

' Taken by permission from F. M. Taylor, Frvuipks of Economies, pp. 295-96. 
(University of Michigan, 1916.) 

* Taken by permi.s.sion from H. S. Jevons, Essays on Economies, pp. 224-26. 
(Macmillan and Co., Ltd., 1905.) 
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mate of the probable cost of production; and, if the probable proceeds 
show a sulTiciont margin above the cost of jiroduction, and the business 
is likely to |irove itrolit.ible, he feels free to do his best to inaugurate 
the undertaking. 

It will he well lo designate a man who thus ventures on any new 
scheme of product ion by some deseiiplive term. I'or this I pro- 
po.se the old i.nylish woril cnlir[>:iur, one whiiii was formeily used 
to denote ail}’ pei-iin starlini^ uiton an advenluie or enterprise, but 
has now fallen into di-iise The word has aheady been oriasionallv 
used by writers on l-Aonomiis in mmh the sense winch 1 sh.ill heie 
p'ivc it; but it has not yet found ,i pl.u e in the textbooks of the si ience 
'I'he onl\ Mnylish word whn h lias been used with the same meaning is 
iiii(!crl:ik,’i, but tills wold, tlioiir'li \ciy expiessive of the eionomic 
mean my, .iKo be.irs ,i soineu li.il iin onyi nous suyyeslioii. 'I'he l■'rem h 
synonxm. cH/o ftreara), lias bc'ii laiyely used by Knyh.sh writers, and 
a German term, unlernchmer, oicasionally. 

See also 199. rhe Faitreprencur as a Risk-Taker. 

337. The Functions of the F.ntrepieneur. 

338. Is the Kntreprenevir ;\cti\e or Vassive? 

loi. 1111; INDIVIDUAL AND TIIF. (LAIN SPIRIT' 

The iireseiit oiyani/ation of industry is sometimes described as 
ca|)Halisi ic, and the term is quite pio|)erly applied, if all that is meant 
b\ it is that in our part of the woild the greater jiarl of indiistrv and 
pro[)Crtv is immediately controlled by |)ersons and itisiitutions, whose 
object is to make a profit on tin ir capital. In Western Kurope and 
America it is lertain that the majority of workcis work as Ihev are 
directed to work by piersons and bodies of persons ivho em|)loy them in 
order to make a pi oft by getting more than they pay for all (expenses, 
and who reckon the profit as a jiercentage on tlieir capital The 
greater part of the property is also in the hands of such persons and 
institutions. But we are not to conclude from this that these persons 
and institutions exercise any really sjeontaneous control over man¬ 
kind and the useful things ujion the face of the earth They aic 
only intermediaries between the consumer on the one side and the 
persons whose work and projierty are necessary for production on the 
other. They can only get their profits in consequence of a careful 

'Taken by permission from Edwin Cannan, WeaUh, pp. 104-5. (P- S. King 
& Son. Ltd,, 1914.) 
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attention to value which compels them to agree on the one side with 
the consumer with means, and on the other with the workers whom 
they employ and the owners whose property the\’ use. Their profit 
is dependent on the price the consumer w ith means will give, and on the 
prices at which they can obtain the things and services neces.sary for 
the production. If the consumers for any reason choose to [>lacc a 
lower value on some commodity or service which is being produced 
by “capitalistic” methods, the |)rofils fall off, and all or some of the 
persons, firms, or companies engaged in the trade are com[)clled, 
or at the least find it better, to reduce their output. And the same 
thing happens if, on the other hand, the value of some of the ncces.sary 
elements of the proiluction rises; profits are reduced until the amount 
produced is cut down, so that a rise in its price takes jilace. 

Thus everyone, including the capitalist, is governed by the desire 
of being able to produce commodities and services of high value 
A man capable of several dilTcrenl kinds of work of equal pleasantness 
will take up that which “pays” him best. If he is well dispo.sed 
towards his children and able to train them for several such dilTerent 
kinds of work, he will train them for that kind which will “pay" 
best after allowing for the (ost. If he has [iropeily, he will devote 
it to the purpose which will “|)ay” best. Whether he works for a 
person who consumes for his own satisfaction what he produces, or 
for a person or firm or company which sells what he makes to the 
final consumer and wants to secure a profit, matters not, 

102. COMlTcTMTON PLACES THE I.\DIVTUUAL‘ 

The function of personal competition, considered as a part of the 
social system, is to assign to each individual his place in that system. 
If “all the world's a stage,” this is a procccss that distributes the parts 
among the players. It may do it well or ill, but, after some fashion, it 
does it. Some may be cast in parts unsuited to them, good actors 
may be discharged altogether and worse ones retained; but neverthe¬ 
less the thing is arranged in some way and the play goes on. 

That such a process must e.vist can hardly, it seems to me, admit 
of question: in fact 1 believe that those who sjicak of doing away with 
competition use the word in another sense than is here intended. 
Within the course of the longest human life there is necessarily a com¬ 
plete renewal of the persons whose communication and co-operation 

‘Adapted by permission from C. H. Cooley, "Personal Competition,” Eco¬ 
nomic Studies. IV, 78-83. (American Economic Association, iSqo-) 
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make up the life of society. The new members come into the world 
without any Icj^ible si"n to indicate what they arc lit for, a mystery 
to others from the first and to themsciv cs as soon as they are capable 
of reflection; the younK man does not know for what he is adaptcal, 
and no one else can tell him. The only possible way to ,c;et hftbt upon 
the matter is to adopt the method of e\perinient. By tr\in;t one 
thin;; and another and by relleclmy upon his e\|H'rienccs, he begins 
to find out aliout hiniscdf, and the world begins to find out about 
him. His field of investigation is of cour.se resliicted, and his own 
judgment and that of others liable to erior, but the tendency of it all 
can hardly be other than to guide his choice to that one of the avail¬ 
able careers in wide h he is best adapted to hold his own 

'I'liere is but one alternative to competition as a means of deler- 
niiniiig the place of the individual in the social .st stem, and that is some 
form of status,some li.xcd mechanical rule,usually a rule of inheritance, 
which decides the function of the individual without reference to his 
personal traits and thus dispenses with any process of coni[iarison. 
It is possible to conceive of a society otganized enlirely upon the 
basis of the inheritance of fiiiu lions, and indeed societies c.vist which 
may be said to ap])roacli this coiulilion. In India, for c.xampic, the 
prevalent idea reganling the social function of the individual is that 
it is unalterably determined by his paientage, and the village black¬ 
smith, shoemaker, accountant, or priest has his place assigned by a 
rule of descent as rigid as that which governs the tiansmission of the 
crowns of ICurope. If all functions were handed down in this way, 
if there were never any deliciency or surjilus of children to lake the 
place of their parents, if there were no progre.ss or decay in the social 
system, making necessary nc‘w activities or dispensing with old ones, 
then there would be no use for a selective process. But precisely 
in the measure that a society de|iarts from this condition, that indi¬ 
vidual traits are recognized and made available, or social change of 
any sort comes to pass, in that measure must there be competition. 

Status is not an active process as competition is; it is simply a 
rule of conservation, a makeshift to avoid the inconveniences of con¬ 
tinual readjustment in the social structure. 

Tire chief danger of status is that of supiiressing personal develop¬ 
ment, and so of causing social enfeeblement, rigidity, and ultimate 
decay. On the other hand, competition dcvelo|)s the individual and 
gives fle.xibility and animation to the social order, its danger being 
chiefly that of disintegration In some form or other. The general 
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tendency in modern times has been toward the relative increase of the 
free or competitive principle, owing to the fact that the rise of other 
means of securing stability has diminished the need for status. The 
latter persists, however, even in the freest countries, as the method by 
which wealth is transmitted, and also in social classes, which, so far 
as they exist at all, are based chiefly upon inherited wealth and the 
culture and opportunities tliat go with it. The ultimate reason for 
this persistence-without very serious opposition—in the face of the 
obvious inequalities and limitations upon liberty that it perpetuates, is 
perhaps the fact that no other method of transmission has arisen that 
has shown itself capable of giving continuity and order to the control 
of wealth. 

103. HUMAN MOTIVES IN ECONOMIC LIFE' 

Man is born into his world accompanied by a rich psychical dis¬ 
position which furnishes him ready made all his motives for conduct, 
all his desires, economic or wasteful, moral or de[)raved, crass or 
aesthetic. As Macdougall graphically puts it; “Take away these 
instinctive dispositions with their powerful impulses and the human 
organism would become incapable of activity of any kind; it would 
lie inert and motiohless like a wonderful clockwork whose mains[)ring 
had been removed or a steam engine whose fires had been drawn. 
These impulses are the mental forces which maintain and shape all 
the life of individuals and societies, and in them we are confronted 
with tire central mystery of life and mind and will.” 

Instincts to their modern possessor seem unreasoning and irra¬ 
tional and often embarrassing. To the race, however, they are an 
efficient and tried guide to conduct, for they are tlie result of endless 
experiments of how to fight, to grow, to procreate, under the ruthless 
valuing mechanism of tlie com]ictilion for survival. These instincts 
have in the most complete sense of the word survival value. In 
fact, outside of some relatively unimportant bodily attributes, the 
instincts are all that our species in its long evolution have considered 
worth saving. 

All human activity then is untiringly actuated by the demand for 
realization of the instinct wants. If an artificially limited field of 
endeavor be called “economic life,” all of its so-called motives hark 
back to the human instincts for their origin. There are in truth no 
“economic motives” as such. The motives of economic life are the 

' Adaoted from an unpublished article by Carleton H Parker. 
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same as those of the life of art, of vanity and ostentation, of war, of 
crime, of sex. If this hypothesis of instinct motivation lie essential, 
and it .seems to be the heart of modern dynamic psycholofty, then 
nothing is .a.s vital to a hcaltiiy analysi.s of economic expedients, insti¬ 
tutions, or legislation, as an understanding of this inherited instinct 
equipment. 

A catalogue of instincts is .something of a mathematical conveni¬ 
ence. Any behavior act is usually best studied as a blond of numer¬ 
ous instinct gratifications but often a single instinct maiiifesily gives 
the tone and character to the act. Cannon has proven that a major 
instinct can pre-empt the nervous conduction-equipment and func¬ 
tion for a time as if it were the only stimulus to activity, lint the 
most im[>or1ant charaileristic of the theory of instiiut motivation is, 
that once stimulated the instinct cannot be ignored or suppressed. 
If its normal method of gratification be denied, it has reioursc imme¬ 
diately to secret or often perverteil expression. 'I'hc methods of 
roundabout activity of the thwarted insiimt are disclosed, not only 
in the symiitoms of the Ihousamls of inmates of psyi hop.ilhn wards, 
sanitariums, asylums, and prisons, but also in the minor pel versions 
of labor inclbciency, business breakdowns, dishonesly, violence. 
The human instincts are iimhangealile and unsiippressable. 'I'lre 
alleration alone jiossililc is in the wise “sublimation” or i hange in 
their mctliods of gratifnalion. 

TUB INSIIM.'TS 

Gregariousness .—This innate tendemy can be excmplilicd in two 
ways. Modern economic iiislory is full of tlnit strong, iii.itional 
phenonia, the “trek to the city." I'.ven in thinly settled Australia 
half the population lives in a few great cities on tlieeoasl. In Soulli 
America and on the Pacific Coast tliis same abnormal agglomeration 
of folk has taken place. The extraordinary |iiling up of labor ma.sses 
in modern London, Berlin, New York, Chicago lias crealed cities 
too large for economic efiTiciency, recreation, or sanitation, and yet 
despite tliese inefficiencies and tlic food and lire risk tiie ni.issing up 
continues. Factory employment, though its labor is speeded up 
and jiaiil low wages, grows jiopular for it caters to greganoiisiiess, and 
domestic service is shunned for it is a lonely job. Huddle and con¬ 
gestion seem the outstanding characteristics of the modern city and 
modern work. 

The second exemplification is seen in man’s e.xtreme sensitiveness 
to the opinion of his group, based on his innate gregarioiisness. This 
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instinct is the psychic basis for his proclivity to react to mob sugges- 
lion and hysteria. In a strike each striker has a perfectly normal 
biological cajiai ity for violence if the group seems to will it. Because 
of this same gregariousness a panic tan “sweep” Wall Street or an 
anti-pacifist murmur turn into fiersecution and near-lynching. The 
crowd members find themselves fatally gripped in the mob drift; they 
press forward willingly, all yell and all shake fists, and the most gentle 
spirit will find himiself pulling at the lynch rope. Royce has said, 
“ Woe to the society which belittles the power and menace of the mob 
mind.” Praise and appreciation will release energy in a labor group 
which has been dormant under the alleged efficient goad of higher 
wages. Man hates to work unapjireciated as he hates to live alone. 
The lonely sheep herders become in the end irrational, and solitary 
confinement ends in insanity or submission. 

The slavish following of fashion and fads is rooted in gregarious¬ 
ness,and the most important marketing problem is to guess the vagaries 
of dc.sire which the mob spirit may select. If human gregariousness 
should weaken, a panic would seize municipal values, professional 
baseball, the advertising business, and world fairs and conventions 
would become impossible. 

Parental bent, motherly behavior, kindliness. —In terms of sacrifice 
this is the most powerful of all the instincts. This instinct, whose 
main concern is the cherishing of the young through their hcl|)icss 
period, is strong in women and weak in men. The confident iiresence 
ill economic life of such anti-child influences as the saloon, licensed 
prostitution, child labor, police control of juvenile delinquency can 
be well e.viilained by the fact that political control has been an in¬ 
heritance of the socially indilTcreiit male sex. The coming of women 
into the franchise jiromises many interesting and profound economic 
changes. 

The disinterested indignation over misery-provoking acts is the 
b.asic stimulus to law and order and furnishes the nebulous and efficient 
force behind such social vagaries as the Anti-Saloon League, Society 
for the Prevention of Cruelty to Animals, the Associated Charities, 
the Movement for Juvenile Courts, Prison Reform, Belgian Relief, 
the Child Labor League. 

Curiosity, manipulation, workmanship. —Curiosity and its attend¬ 
ant desire to draw near and, if possible, to manipulate the curious 
object are almost reflex in their simplicity. Of more economic appli¬ 
cability is the innate bent toward w'orkmanship. V'eblen has said 



INDIVIDUAL EXCHANGE CO-OPERATION 


27.1 

that man has “a taste for elTcctive work and a distaste for futile 
effort.” This desire and talent that man has to mold material to his 
fancied ends, he the material clay or pawns in di]>lomacv, explain 
much of human activity while wajtfs explain^ little. Prisoners have 
a horror of [rrison idleness, clerks drift out of stereotype office work, 
and the monotony of modern industrialism has created the new type 
of migratory worker. As James has said, ‘'constructivencss is as 
genuine and irresistible an instinct in man as in the bee or 
beavci.” 

Aciiuisilioii, inciicrs/n'/),—Man lusts for land and goes 

eagerly to the United States, to South .America, to .Afric.i for it It 
is the real basis of colonial policy and gives much of the mierest to 
peac e [larleys. A landless |)rciletariat is an uneasy, thwarted, militant, 
proletariot. The cure for unruly Ireland is proven to be peasant 
proprictorshi]), and the social menace in the American labor world 
is the homeless migratory worker. Russian peasants revolted for 
land alone, and this is the single consistent note in the anarchy-chaos 
in Mexico. Man much of the time acquires for the mere sake ol 
acquiring. A business man is never rich enough. If, however, mak¬ 
ing more money u.ses Ins ac quisitive capac ilies too,litllc he may throw 
this cultivated habit-ac ti\ity into ac(|uiring Van iJykes or bion/.es 
<!<- (iieek antii|uc,s, or, on a smaller and less aesthetic scale, posl.ige 
stamps, autographs, or shaving mugs. Asylums are full of pitiful 
economic persons who, lost to the laws of social life, coiilinue as 
automatons to follow an uiimodilicd instinct in picking u]i and 
hoarding pins, leaves, scrajis of food, |)apcr. The savings banks in 
large part depend on this instinct for their right to exist. 

Fear, Jlif;ht. —Man has the capacity to be fearful under numerous 
conditions. His most imporiant fear, from an economic sl.andpoiiil, 
is the stereotype business m.in's or laborer's worry over the insc'cure 
future. This anxiety or apprehension, which is so plentiful up and 
down the scale of economic life, has a profound and distressing intlu- 
ence on the digestive tract and in turn on the general health. Much 
of nervous indigestion so common in the ruthless business competition 
of today is “fear indigestion,” is an instinct reaction, and can be cured 
only by removing the cause, riiis remocal of the cause i.s performed 
many times by an ec|ually instinctive act, llight. blight in business 
may take the conventional form of retirement or .selling out, but 
often adopts the unique method of bankrufitcy, insanity, suicide, 
drink, or violence. 
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Mental activity, thought .—To quote Thorndike, “This potent 
mover (workmanship) of men’s economic and recreative activities 
has its taproot in the instinct of multiform mental and physical activ¬ 
ity.” To be menially active, to do something, is instinctively satis¬ 
fying. Much of invention springs costless from a mind thinking for 
the sheer joy of it. Organization plans in industry, schemes for 
market extension, visions of ways to power, all agitate neurones in 
the brain ready and anxious to issue in thought. A duty of tlie 
environment is not only to allow, but to encourage states in which 
meditation naturally occurs. 

The housing or settling instinct .—In its simplest form this instinct 
is manifested in the gunny-sack tents of the tramps, the playhouses of 
children, the camp in the thicket of the hunter. The squatter has a 
different feeling for his quarter section when he has a dugout on it. 
Man wants a habitation into which he can retire to sleep or to nurse 
his wounds, |)hysical or social. The Englishman’s home is his castle. 

Migration.—Ta every man the coming of spring suggests moving 
on. The hobo migrations begin promptly with the first sunshine and 
the tramp instinct fills Europe with questing giobe trotters. The 
advice "Go west, ypung man” was obeyed, not on account of the 
pecuniary gain alone, but because the venture promised satisfaction 
to the instinct to migrate as well. 

Hunting .—Man survived through earlier ages by destroying his 
rivals and killing his game, and these tendencies bit deep into his 
psychic makeup. Moilern man delights in a prize light or a street 
brawl, at times even joys at ill news of his own friends, h.as poorly 
concealed jdeasure if his competition wrecks a business rival, falls 
easily into committing atrocities if conventional policy be withdrawn, 
kills off a trade union, and is an always possible member of a lynching 
party. He is still a hunter and reverts to his primordial hunt-habits 
with disconcerting zest and expedition. 

Anger, pugnacity .—In its bodily preparation for action, anger is 
identical with fear and with fear constitutes the most violent and 
unreasoning purposeful dispositions in man. Caught up in anger all 
social modifications to conduct tend to become pale, and man func¬ 
tions in primordial attack and defense. Anger and its resulting 
pugnacity have as their most common excitant the balking or thwart¬ 
ing of some other instinct, and this alone explains why man has so 
jealously, through all ages, fought for liberty. Pugnacity is the verj' 
prerequisite of individual progress. Employers fight a hampering 
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union, uiiion<; a (iogni.uii employer; every imprisoned man is in 
reality incorriijilile, students rebel a;j;,iinsi an autocratic teacher; 
street boys "aiyi; tnycilicr to liylit a bully; nations are ever ready, 
yes hoping:, to tleln, and their ineniory of the cost of war is biologically 
a short one In tighting there is a subtle reversion to (rrimitivc stand¬ 
ards, and early atrocities become the trench cogue of later months. 
Patriolisiu uiiliout tighting seems to western nations a pallid thing. 
Most of the vigorous elements of modern cicili.'iition remain highly 
compctiticc and warlike. Ktliirs has a long psyi hologiral way to go 
in its vitally nei cssary task of sublimating the |)Ugnai ious bent in man. 

Rcii'lliiig at iiwJiiifmciit.—A% above noted, man revolts violently 
at any op|)ression, be it of body or soul. Being held physically hel|i- 
Icss produces in in.in and animals such profound fumtional agitation 
that death lan ensue Passive resistance would be possible only if 
nearly all of man's inherited natuie could be removed. In primitive 
d.ays being held was imniedi.ilely anteudent to being e.iten, and the 
inherited distaste to ])hysiial helplessness is accordingly deep seated. 
Belgium would rather resist than live, an l.W.W. would rather go 
to jail than come meekly otT of his soap box, the militant sulTragettcs 
go through the ordeal of the Pnglish forced f(;eding rather than 
acknowledge (heir ine(|uahty. .Man will die for liherly and droops in 
prison. 

Rmthion .—The social revulsion which society feels toward dis¬ 
cussions of so.x, leprosy, certain sme lls is not foundeil on willfulness. 
It is a non-intellcclnal and innate revulsion to the subject. It is 
only in the last twenty-five years that the scientife. altitude itself 
has been able to overcome this instinitive repugnance and attack 
these problems, intimate and perilous to human .society, which have 
languished under the taboo. 'I'lie Chicago Vice Commission’s Report 
is replete with taboo. 

Leadership, mastery .—It appears as if man seeks leadcrshiji and 
mastery solely because its acquisition places him in a better position 
to gratify his other instinc tive promptings. But there seems also a 
special gralifeation in leading and mastering for its owm sake. 
Modern life shows (irodigious clTort paid only in the state of being 
the boss of a gang, a “leading” college man, a “prominent citizen,” 
a secretary or a vice-president, a militia ca|)lain or a church elder. 
A secret ambition to some day lead some group on some quest, he it 
ethical or economic, is planted deep in our nature. Every dog longs 
‘o have his day. 
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Subordination, submission.—In contrast to leadership man longs 
at times to follow a fit leader. Soldiers joy in a firm captain, workmen 
will quit a lax though philanthropic employer, instructors thresh 
under an inefficient though indulgent department head. Eternal 
independence and its necessary strife are too wearing on the common 
man, and he longs for peace and protection in the shadow of a trust- 
inspiring leader. To “submit” under right conditions is not only 
psychically pleasant, but much of the time to be leadericss is definitely 
distressing. 

Display, vanity, ostentation .—^This odd disposition gives the basic 
concept for Veblcti’s remarkable analysis of the economic activities 
of America's leisure class. The particular state of the industrial arts 
with its trust control and divorce of producer and consumer plus 
political peace has taken from man his ancient opportunity to show 
his uni(|ue gifts in ownership of economic goods and in valor, so he is 
driven, in his yearning for attention, to perverted activities. He 
lives to waste conspicuously, wantonly', origintilly, and by the refined 
uselessness of his wasting show to the gainng world what an extra¬ 
ordinary person he is. 'I'lic sensitiveness of social matrons to men¬ 
tion in the society columns, the hysteria to be identified with the 
changing vagaries of the style, the fear of identification with drab 
and useful livelihoods offer in their infinite varieties a multitude of 
important economic phenomena. 

Se.x .—Of the subjects vital to an analysis of life, be it aesthetic or 
economic, sex has suffered most from revulsion taboos. Manifestly 
an instinct which molds behar ior and purposeful planning profoundly, 
sex as a motive concept is barred from the economic door. Despite 
the proven moral and efficiency problems which arise with the post- 
[lonement of marriage due to modern economic conditions, conven¬ 
tional morality meets the situation literally by denying the sex 
instinct. 

A consideration of such factors as suggested in the foregoing list 
will make possible a healthful revamping of theories of value, of effici¬ 
ency, of labor peace. Things will have value to man according as 
they contribute to his full psychological life, as they promote the 
expression of his instinct potentialities. Price will with justice, be 
relegated to its place as the football of market vagaries, of changing 
fads, of folkway convenience. Pecuniary civilization will rank with, 
and as no more important than, the cruder civilizations which dot the 
paleolithic and neolithic human eras. The evolutionary concept 
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will replace the odd faith in the permanency of the capitalistic order 
which radiates from modern conventional economics. 

104 . SOME SHORTCOMINGS 01- SIvLK-INTEREST' 

Assuming as universal an intelligenl .tnd alert pursuit of the 
interest of self and family, it is argued that wealth and other pur¬ 
chasable commodities will be produied in the most economic way 
if every member of society is left free to produce and transfer to 
others whatever utilities he can, on any terms that may be freely 
arranged. For the regard for self-interest on the part of consumers 
will lead always to the effeitual demand of things that are most 
useful; and regard for self-interest on the part of producers will lead 
to their production at the least cost. That is, the production of eai h 
commodity will stop at the [mint at whiih an extra quaiilum would be 
socially estimated as less useful than something else that could be 
produced at the same cost. 

This conception of the single force of self-interest, creating and 
keeping in true economic order the vast and complete fabric of social 
industry, is very fascinating, and it is not sur[)rising that, in the first 
glow of the enthusiasm cxi iled by its revelation,*it should have been 
unhesitatingly acce[}ted as presenting the ideal condition of sodal 
relations, and final goal of [rolitical progress. And 1 believe that the 
conception contains a very large element of truth; the motive of 
.self-interest does work powerfully and continiuilly in the manner 
above indicated; and the difficulty of finding any aderpiate substitute 
for it, cither as an impulsive or as a regulating force, is an almost 
invincible obstacle in the way of reconstructing society on any but its 
present individualistic bases. 

VVe have still to observe that men may prefer repose, leisure, 
reputation, etc., to any utilities whatever that they could obtain by 
labouring. Thus the freeing of a servile pojrulation may cause a large 
diminution of production (in the widest sense of the term), because 
the freedmen are content with what they can get by a much smaller 
amount of labour than their masters forced them to perform. In 
short, “natural liberty” can only tend to the production of maximum 
wealth, so far as this gives more satisfaction on the whole than any 
other employment of time. 

' Adapted by permission from Henry Sidgwick, Principles ojPolitical Fxonomy, 
pp. 401-14 (Macmillan & Co., Ltd., 1887.) 
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The importance of this qualification becomes more clear when it is 
viewed in connection with another. In the abstract argument, by 
which the system of natural liberty is shown to lead to the most 
economic production, it has to be implicitly assumed that all the 
different parts of produce are to be measured, at any one time and 
place, by their exchange value. There is no reason why, even in a 
community of most perfectly economic men, a few wealthy land- 
owners, fond of solitude, scenery, or sport, should not find an interest 
in keeping from cultivation large tracts of land naturally fit for the 
plough or for pasture; or why large capitalists generally should not 
prefer to live on the interest of their capital, without producing person¬ 
ally any utilities whatsoever. 

The waste of social resources that might result in this way is 
likely to be greater the nearer a man approaches the close of life, so 
far as we suppose self-interest to be his governing principle of action. 
Unless he is sympathetic enough to find his greatest happiness in 
beneficence, it may clearly be his interest, as his end draws near, to 
spend larger and larger sums on smaller and smaller enjoyments. 
So far, indeed, as a man has any descendants to inherit from him, it 
is perhaps legitimate to assume, as political economists generally do, 
that he will generalV wish to keep at least his capital intact for the 
sake of his heirs; but it is difficult to see what ground there is for 
making any such assumption in the case of persons unmarried or 
childless. 

On similar grounds it may not be A’s interest to expend wealth 
or labour in increasing the efficiency of B, even when such outlay 
would be socially most remunerative, if it is either impossible, or at 
any rate a difficult and hazardous business, for A to appropriate an 
adequate share of the resulting increment of utility. 

There is a large and varied class of rases in which private interest 
cannot be relied upon as a sufficient stimulus to the performance of 
the most socially useful services, because such services are incapable 
of being appropriated by those who produce them or who would 
otherwise be willing to purchase them. For instance, it may easily 
happen that the benefits of a well-placed lighthouse must be largely 
enjoyed by ships on which no toll could be conveniently imposed. 
So, again, if it is economically advantageous to a nation to keep up 
forests, on account of their beneficial effects in moderating and 
equalizing rainfall, the advantage is one which private enterprise 
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has no tendency to provide, since no one could appropriate and sell 
improvements in climate. Scientific discoveries, aKain, however 
ultimately profitable to industry, have not, Generally speaking, a 
market value on the same ground, the inventions in which the dis¬ 
covery is applied can be protected by p.Ucnls, but the extent to 
which any given discovery will aid invention is mostly so uncertain 
that, even if the secret of a law of nature could be conveniently kc|)t 
it would not be worth an inventor’s while to buy it in the hope ol 
being able to make something of it. 

There arc other cases, again, in which there would be no dilTicultv 
in appropriating and selling a commodity, Iml in which the waste 
of time, trouble, and expense involved in such sale would render it on 
the whole a less economical arrangeiiieiit for the community than the 
alternative of providing the commodity out of |)ublic funds, h'or 
instance, this is likely to be the case with much-frequented roads, 
such as streets and bridges in a town. 

On the other hand, private enterprise may sometimes be socially 
uneconomical becavise the undertaker is able to a])pro])riate, not 
less, but more, than the whole net gain of his enterprise to the com¬ 
munity; for he may be able to appropriate the majn part of the gain 
of a change causing both gain and loss, while the concomitant loss 
falls entirely upon others. 

But, again, the importance to each individual of finding pur¬ 
chasers for his commodity also leads to a further waste, socially 
speaking, in the expenditure incurred for the sole pur|)ose of 
attaining this result. A large part of the cost of advertisements, of 
agents and “travellers,” of attractive shop fronts, etc., conics under 
this head. 

Hitherto we have not made any distinction between the interests 
of living men and those of remote generations. But if we are examin¬ 
ing the merits and demerits of the purely individualistic or competitive 
organization of society from the point of view of universal humanity 
it should be observed that it does not necessarily provide to an ade¬ 
quate extent for utilities distant in time. 

So far I have left unquestioned the assumption—fundamental 
in the system of natural liberty—that individuals arc the best 
judges of the commodities that they require, and of the sources 
from which they should be obtained, provided that no wilful decep¬ 
tion is practiced. 
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[Note. —The discussion of the r 61 e of the individual in our 
economic activilics should not blind us to the importance of association 
both as an agency of control and as an agency of direct activity.) 

See 138. Classes of Cor|)orations. 

290. 'Trade Associations. 

293. Forces Making for Combination. 

325. Some Responsible Agents (especially .section 4) 

400. What Government l.s Now Doing. 


F. The Apportionment of Productive Energy 
105. PRODUC'JTVE KN'KRtiY ANT) TT.S AIT>()RTK).\.\ 1 T..\''I 
Let us use the long-established terms, land, labor, capital, and 
organization, to c.\pre,ss in a gcncr.ili/.ed way the elements of pro¬ 
ductive energy. Reyoml stating that they arc the results of genera¬ 
tions of development, let us not consider how the iircscnt amounts of 
these elements came into c.xistcncc or why thev happen to have their 
present proportions to each other. In any given year, say 1917, the 
total product of the community will be the result of land, labor, ami 
capital organized i,n industrial and commercial processes. 



OrKaiiizilion 


Product 

1917 


So much for 1917. But what of 1918, 1919, and all the following 
years? Will the product of 1918 be equal to that of 1917? Will 
it be smaller? Will it be greater? There can be no doubt that the 
issue is one of physical fact and not of good intentions or of legerde¬ 
main. If the pioductive agents, land, labor, and capital, are in better 
condition and aie better organized, Uie product will be greater; if not, 
the product will be less. 

Will land be more elTicient as a productive force in 1918 than in 
1917? The answer will depend upon many factors. Has new and 
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better land been <lis(-o\ereii? Ibis new and better land -better, 
considering Iroth fertility and loiati.m lieen made aiie^sible by tlie 
development of a new transportation sisleni/ Has new and better 
land been made availalde through some ihange of go\einmental 
policy ? Was the old land “ buti lu red " in the piotess of sei in ing the 
1917 product ? Has the old land been improved by turning b;u k into 
it some of the 1017 product ? Has lliere been a change with respei t 
to “organization" either wilh refeieiue to ilie management fniution 
or with reference to the arts and siieiiuw-* 'I'he issues aie issues of 
fact—mainly of piiysiial but and would not be essentially dillereni 
in any other organization of souely 

\\ ill labor be more elbuient as a productive force in 1018 llian in 
1917 ? 'I’liat answer also will depend upon many (and similar) bu torn 
Has there been a (net) gain in population, and has that gam been in 
the portion of the population whiili is acailable for labor t* Was the 
original element of the labor fou e " butihciul " in the process of seciir 
ing the 1917 product? Was a sulhiient |iroportion of the Kp; 
product turned back into maintaining and deccloping the lalior foice 
with respect to both its mental and its iih\su,il ei|inpment ? Has 
improvement or deterioiation oci lined in methods of organi/ation 
The issues are again mainly issues of physical fact. 

Will capital be more efliiient as a piodiictive force in 1918 than 
ill 1917 ? 'I'hc same consideiations a])]ily. Some of the 1917 capil.d 
was destroyed in the process of utilization. This was the fate of 
“circulating ca])ital,” such as raw materials. Most of the rein,tinder 
deteriorated to a greater or less e.stent. How has this situation been 
met? Has new (possibly lieller) capital been m.ide ac.iilalile Was 
a sufficient portion of the 1917 |)ruiluct turned b.uk into capital 
renewal, replacement, and betterment to enable tlie community to 
secure a larger product for the coming years? As far as capital is 
concerned it can be done in no other way. 

It becomes clear that mucli depends upon the use which is made 
of the 1917 product. Speaking in general terms, that product may 
be and is utilized in two ways. Part of it goes to maintaining, 
replacing, renewing, or increasing the productive energy of the com¬ 
munity as manifested in land, labor, and capital I he product so 
used is “consumed productively,” using that term in the broadest 
sense. \ot so for the other jiart of the product. It is utilized in such 
a way as not to increase—it may cvcti be so used as to diminish 
productive energy, and this is'iinproductive cunsuni|ilion. 
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Let us now revise our diagram so as to show the influence of the 
1917 product upon that of 1918. The 1917 land, labor, capital, and 
organization forces, each individually increased or decreased (as the 
facts may have been in that case) by utilization of the 1917 product 
become now the 1918 productive forces, and upon these forces depend 
the size of the 1918 product. .Similar reasoning applies for the later 



There remain two matters which deserve more derailed considera¬ 
tion. (i) What d,eterniines /ww much of the 1917 product shall he 
turned back” into any one of the productive factors—capital, let us 
say? Why not more? Why not less? Why not into land or labor 
instead of into capital? Why was not more of Uie 1917 produce 
turned back,” via productive consumption, into the productive 
factors taken collectively ? The issue is an important one. Upon its 
satisfactory solution depends the correct balance of the productive 
orces of the community and thus the size of the product available for 
application to human needs. No organization of society can afford 
to be indiiTerent to such a problem. 

(2) Assuming that we have found die answer to (i) and that 
we now have a certain total in each of the factors, how is it settled 
how cadi of these factors of production shall be apportioned amon<r 
the various industries of the community ? 'lake capital, for example'’ 
How is It determined what portion of the available total shall be turned 
into mdustry * as over against industry y, 2, etc. ? This issue also has 
weight. If It is not properly met we shall have “ too much ” of some 
commodities or services and “too little” of others, with consequences 
more or less disastrous, according to the magnitude of the error made. 

As a method of approach to the solution of these problems, let 
us picture the case as it might be in a society ruled by an omniscient 
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benevolent despot. The physical facts and issues would be similar 
to those slated above. Carin" as he would for the welfare of his 
people, this benevolent des])ot wouM be iiiteresled in seeing that ‘‘the 
product” was sonsurned productively; that the proiluctivc agents 
were kept intact or even increased; that the product was "turned 
hack” into the produclivc agents in the projeer pro[X)rtion; that 
each agent was aicportioncd properly among the various industries 
of the community, being omniscient -and notliing short of omnis¬ 
cience would suffice—lie would know and judge sanely and well the 
needs of his pco])Ie and he would know the proper nice hanic .il combina¬ 
tion of the factors. Knowing these things, he would order -using 
authority—social energy' and products to he a])plied in llic proper 
way, and, being a despot, lie could have his orders carried out. 

But this assumes ornniseience. Suppose we were to have :i 
thoroughgoing socialistic scKicty. What then? The same physical 
facts would he present and the same problems. Ifow arc they to 
know the needs of the peo|)lc? Knowing these needs, how are they 
to control and apportion |)rocluctive energy and products? With 
reference to learning the needs, various answers may he given. It may 
he by a statistical bureau. If so, it is worth keeping in mind that 
this would have to be e.xtensive and expensive. It may he hy retain¬ 
ing the money economy and the u.sc of jiriec levels as an index of needs. 
'I'hat is the device of our present society. It may he by arbitrary 
authority—by control of desires. A drab life of that kind is acivoc ated 
by but few. 

Assume that the needs arc known, how is the socialistic society 
to determine what part of its "product” is to be turned back into 
future productive agents, what proportion of each agent is to go to 
each given industry, and to what extent one productive factor is to be 
substituted for another ? The omniscient despot could—by assump¬ 
tion—know the answer to tliese questions. 'I'lic collectivist community 
cannot. There are no laws of mechanical engineering—at least not 
yet—which will point out the way, and it cannot be done on the basis 
of cost accounting—at least of the present kind—for there would be 
no market and hence no price for producers’ goods. 

Let us turn to our present society. The answer—none too 
satisfactory—to the questions propounded is immediately forth¬ 
coming. These things are worked out through price. The changing 
needs of the people are reflected in clianging price levels and the result¬ 
ing shifts in profit margins leiHpl —not order—owners and controllers 
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of productive energy to direct tliis energy into the appropriate chan¬ 
nels. What proportion of the “product” is to be turned back to 
further production is determined by price; note, for evaniplc, the 
function of interest in relation to Lite increase of capital. Whether 
it is worth while to turn more of this product back into capital and less 
into land or labor is also worked out through the price scheme. Price 
levels and profit margins send productive forces into industry x rather 
than into industry y, z, etc. Price further determines whether one 
factor of production shall be substituted for another, and here in 
the more highly organized businesses cost accounting comes to the 
rescue witli methods of measurement. 

Price may or may not be the best means that man will ever 
develop to solve the problems raised in the ap[)ortionment of pro¬ 
ductive energy. It is the chief means used today. 

■fee also 6. A View of Industrial Society in a State of Equilibrium. 

106. THE FORMATION', M.MNTENANCh;, AXU APPOKTIO.X- 
MEXT OF CAPITAL OOODS 

Let us for the moment think of capital in terms of tools, machinery, 
raw materials, and other instruments of production. Any organiza¬ 
tion of society would be interested in utilizing capital as thus defined, 
for this would mean the harnessing of nature’s forces to the use of 
man. Any society must accordingly face tlie problems involved in 
the formation of caiiital, in its maintenance after being formed, 
and in its a|)i)ortionment among the various enterprises of the 
community. 

In a society ruled by an omniscient benevolent despot, the situa¬ 
tion would be, by assumption, artificially much simplified. This 
despot, being omniscient, would know that it was desirable to have 
capital, for thus he could better gratify the wants of his [leople. He 
would also know that tliis capital would not rain down from heaven, 
tliat its formation would be a physical, mechanical process. It would 
be clear to him that the only procedure open to him would be to direct 
the present productive energy of his community into the making of 
capital goods. Of course, a nice problem would exist with reference 
to how much productive energy should be devoted to the making 
of capital goods as opposed to the amount that should be devoted to 
betterment of land, betterment of labor, etc. But, being omniscient, 
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our fic^pot would understand the mcrhanical situation involved and 
would take steps to make the proper appoitionmcnt. 

After his capital laid been formed, suppose that it became desir¬ 
able for the despot to shift a part of this lapilal from one imlusiry to 
another, presunialily because of cliannino desiics on the part of his 
people. Here attain lie would realize that the process is a ph\ sical one. 
Part of his capital—that which we c.ill free capital -aould undoubt¬ 
edly be plnsieally transferred from the one industry to the other with¬ 
out appreciable sat lifu e or loss, .\iiother p.iit 1 ould be so Iraiisferied 
with some slielit amount of reniodeline. This reiiiodelintt would, of 
course, mean diit'tlinf; of some produclire eiiertty of the eommiinity 
into that channel. Still another ]>art of his capital would be so hiehly 
specialized that even reiiiodeline would be out of the (|uestion. Here 
he must take his choice. If he so desiies, he may sc rap that capital, 
and if he does, that amount of social eiierey has been lost. Unfor¬ 
tunate as that prcicedttre ncmld be, in rase of rapid shiftinjc of desires 
it miftht be the only course of action open to him If, however, the 
desires .should change moie slowly, he might find another course avail¬ 
able. Ifc could continue working his old capital in the old inchisiry, 
but instead of directing jirocluctive energy to be ,»|)plicd to the main¬ 
tenance of this old capital, he could allow the capita! to deteriorate 
in use -deiircciate--have tlie community consume its prcidnct a 
steadily dwindling product—and direct his productive energy, not 
to the maintenance of this old capital, but to the creation of new 
cajiital for the new industry. 

In a socialistic community the same issues would have to be 
faced, but it is probably fair to assume that omniscience would he 
lacking. For any conceivable reason, let our socialistic community 
decide that it needs more capital. Of course, the sensible reason to 
a.ssign is that this community has been testing llic needs of its people 
and decides to create more capital in order more fully to gratify these 
needs. The decision to obtain more capital having been readied, 
grim phy'sical facts face this community also. I he capital will not 
come by magic. It will come only iiroviclcci this community direr ts its 
present agents of production to tlie making of capital goods. .And it 
also will have nice problems to adjust with referente to whether these 
agents should be devoted to the making of ca[>ital goods or shoulci 
be devoted to the imiirovcment of land, to the gratification of the 
passing wants of its people, of to other purposes. 
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of productive energy to direct tliis energy into the appropriate chan¬ 
nels. What proportion of the “product” is to be turned back to 
further production is determined by price; note, for evaniplc, the 
function of interest in relation to Lite increase of capital. Whether 
it is worth while to turn more of this product back into capital and less 
into land or labor is also worked out through the price scheme. Price 
levels and profit margins send productive forces into industry x rather 
than into industry y, z, etc. Price further determines whether one 
factor of production shall be substituted for another, and here in 
the more highly organized businesses cost accounting comes to the 
rescue witli methods of measurement. 

Price may or may not be the best means that man will ever 
develop to solve the problems raised in the ap[)ortionment of pro¬ 
ductive energy. It is the chief means used today. 

■fee also 6. A View of Industrial Society in a State of Equilibrium. 

106. THE FORMATION', M.MNTENANCh;, AXU APPOKTIO.X- 
MEXT OF CAPITAL OOODS 

Let us for the moment think of capital in terms of tools, machinery, 
raw materials, and other instruments of production. Any organiza¬ 
tion of society would be interested in utilizing capital as thus defined, 
for this would mean the harnessing of nature’s forces to the use of 
man. Any society must accordingly face tlie problems involved in 
the formation of caiiital, in its maintenance after being formed, 
and in its a|)i)ortionment among the various enterprises of the 
community. 

In a society ruled by an omniscient benevolent despot, the situa¬ 
tion would be, by assumption, artificially much simplified. This 
despot, being omniscient, would know that it was desirable to have 
capital, for thus he could better gratify the wants of his [leople. He 
would also know that tliis capital would not rain down from heaven, 
tliat its formation would be a physical, mechanical process. It would 
be clear to him that the only procedure open to him would be to direct 
the present productive energy of his community into the making of 
capital goods. Of course, a nice problem would exist with reference 
to how much productive energy should be devoted to the making 
of capital goods as opposed to the amount that should be devoted to 
betterment of land, betterment of labor, etc. But, being omniscient, 
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107. COSTS OF PROGRESS" 

We are now in a |x)-'ilion to make a pieliminary rerkoninK of the 
pacments or provisions to be made out of the annual product for 
maintenance and erowlli of tlie industrial system. Fust, there are 
the costs of maintenance, or wear and tear fund, for the dilTerent 
factors of ])roduction. Secondly, there are the costs of growth, 
operatinR in two way.s: (i) by evoking a better or intenser use of 
the labour, land, capittd, or alnlity alieady in use, (r) by calliii)' into 
use new supplies of lliese factors, 

If the whole product were com|)elIed by some neiessary law of 
Nature to apportion itself among tliese seeeral uses sd ai c uialely that 
it was wholly absorbed in these costs of inainlcname and growth, we 
should have a completely rational and .socially satisfactory system 
of production and distribution of wealth. 

So far as mere maintenance and its “costs of production'’ are 
concerned, powerful laws of necessity do compel a f.iirly fidl and 
accurate provision. For though workers in a trade may be “sweated,” 
in the sense that tlicy arc not paid a true subsistence wage, this can 
occur only where cither these workers are subsidi/,ed from some other 
source, or where this worn-out labour ])ower can i^e rc[)laced out of ,i 
reserve of “waiting” or unemployed labour kept alive out of .some 
public or private charity. Apart from these abnormal c in umstaiu es 
“sweating” does not pay, and a trade habitually prac licing it cannot 
live. The case is even clearer as regards the costs of maintenance of 
capital and land, A failure to make regular and ade(|uate piovision 
against wear and tear means nothing else than the starvation of the 
business. Individual unsuccessful businesses suffer this starvation, 
but trades do not tlius pcri.sh, unless .some change in the needs cir 
tastes of consumers renders them no longer useful. A provision whic h 
may be regarded as almost automatic is thus made for the mainte¬ 
nance of tire industrial fabric. 

But as regards costs of growth there is no such security for ade¬ 
quate provision. The surplus of wealth remaining after costs of 
maintenance are defrayed cloes not automatically distribute it.self 
among the owners of the several factors of production in such pro¬ 
portions as to stimulate the new productive energies required to pro¬ 
mote the maximum growth of production. Instead of disposing itself 
in these proper proportions, tlie suqilus may be so divided as to furnish 

* Adapted by permission from Jt A. Hobson, Tki Science of Wealth, pp. 76-86. 
(Henry Hcrit & Co., 11711.) 
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excessive stimuli to some factors and defective stimuli to others, 
thus retarding that full progress of industry which recjuircs a pro¬ 
portionate growth of all the factors. 

In other words, portions of the “surplus” may be wasted, or, 
what is the same thing, employed “unproductively.” Whenever any 
owner of a factor of production receives a payment for its use in excess 
of what is needed to evoke its full use, he receives “uniiroductive 
surplus.” 

Any payment to a factor of production in excess of the costs of 
maintenance and progress thus ranks as unproductive surplus. It is 
a source of industrial w'aste and damage in three wtiys. First, it 
furnishes no stimulus to production. Secondly, it takes away a por¬ 
tion of the income, or annual wealth, which tuight have been pro¬ 
ductively ap[)licd, if it ha<l passed to some other hictor. Excessive 
payments to some factors involve deficient payment to others, and 
since industrial progress depends upon proportionate growth of all 
the factors, the receipt of unproductive surjdus must be considered 
an obstacle to industrial ]>rogrcss. Finally, in its cITcct upon the 
factor to which it provides excessive payment, it not merely docs 
tiot promote aetivivy, it de|)resses it. 

So Far as the work of the State contributes to the security and 
progress of industry, it is rightly regarded as a factor of produc¬ 
tion, co-operating with the labour, land, capital, and ability of the 
individuals who engage iti industry. Although the State is not 
recognized as standing at each stage in tlic processes of industry, 
demanding its payment for work done, like the owners of the 
factors, it is none the less true that the State must have its share. 
It also needs its costs of maintenance, and of progress, to be paid 
out of the only ultimate source of all payments, the product of 
industry. 

Taking account, tlicn, of the claims of the various factors of pro¬ 
duction, public as well as private, and of the scheme of distribution 
by which the industrial product is apportioned among the owners of 
these factors, tve may thus summarize the result: 


Maintenance (cost of subsistence) 

A 

Productive surplus (cost of growth) 

B 

Unproductive surplus (waste) 

C 
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.\. Maintenance inciiulcs (i) mininuini wages necessary to support 
the various sorts of lalxnir anil ability iniiiiial for die legular work¬ 
ing of die industries in their present si/.c and clTu iency; {2) deprecia¬ 
tion for wear and tear of plant aiul odier fixed capital; (3) a wear and 
tear provision for lantl; (4) a provision for the upkeep of die public 
sendees which die Stale renders to industry. 

B. The Productne Suiphis includes (1) niininuini wages of pro¬ 
gressive efficiency to evoke a larger (|uanlity and belter (piality of 
labour and ability for the cnlaigcinent and improvement of the 
industrial system; (2) such a inininiuin of interest as suflices to evoke 
the supply of new capital needed to co-operate with the enlarged 
and improved supply of labour; (3) a provision for the im|)ioved 
size and efficiency of the public services rendered by the .State to 
industry. 

C. The Unproductive Surplus consists of (i) economic rents of 
land and of other natural resources; (2) all interest in excess of the 
rate laid clown in B, (3) all profits, salaries, and other jiayinents for 
ability or labour in excess of what would, under equal terms of com¬ 
petition, suffice to evoke the sufficient use of these factors. 

roS. CON'DITION.S OF I'ROORKSS' 

A whole group of considerations alTect the proportionate increase 
of each reciuisile of production required by each iin reuse in the aggre¬ 
gate production. Among them the following are most jiromiiienl: 

t. Improvements in the industrial arts, and application of labor- 
saving machinery, (a) enabling the same quantity of capital to suffice 
to turn out an increased |)rodu( t, (i) enabling capital to take the place 
of labor, so that what might seem to be an equtd demand for more 
caiiital and for more labor will act as a demand for a large quantity 
of new capital and a small quantity of new labor. 

2. Social and industrial reforms, ini|irc)ving the organization of 
labor or inducing greater care and economy in the use of material 
and of machinery, will, by adding to the average elTcctiveness of 
both capital and labor, enable an increase in the aggregate jiroduct 
to be achieved by a less than corresponding increase of capital and 
labor. 

3. Every improvement of physique, morale, intelligence, and 
technical skill among the workers will enable a demand for more labor- 

' Adapted by permission from J, A. Hobson, “‘rhe Law of the Three Rents,” 
Quarterly Journal of Economics, V 284-86. 
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power to be satisfied by a less than corresponding increase in the 
number of workers. 

4. Improvement in agricultural arts may enable a larger product 
to be obtained without a corresponding fall in the margin of culti¬ 
vation, i.e., without a correspondingly increased employment of land. 

These are some of the determining forces which would require 
study. Another set of forces and circumstances affect the ease or 
difficulty of procuring increased supplies of the respective requisite 
of production. Such are the following: 

1. The effect of growing improvements in communication, and the 
breaking down of international barriers for trading purposes, in their 
respective bearing upon (a) the increase of tire effective land supply 
for a given community, (b) the increased “fluidity” of capital, (c) the 
easier migration of labor. 

2. The effect of war, political insecurity, national commercial 
restrictions, and the like, as affecting (a) the available quantity of each 
requisite of production, {b) the relative fluidity of each requisite of 
production. 

3. Effects of the growth of prudential motives, increased sense 
of security, and fluidity of capit.il, as affecting the ease with which 
an increased demand for capital may be supplied. 

4. Complicated effects of rising standard of comfort, education, 
artificial checks on population, and the like, in determining the in¬ 
creased supply of labor at different degrees of availability. 

109. SOME TECIINOLOGIC.AL ASPECTS OF APPORTIONME.Nf 

It is a fact too evident to need argument that substantially all 
productive processes are joint processes—processes wherein two or 
more factors co-operate in accomplishing the result. Land by itself 
can produce no considerable quantity of potatoes; labor by itself 
can produce none; a furnace cannot give out heat without coal; 
feeding the coal to the furnace needs labor; and so on. 

Again, it is too evident to need argument that the productivity 
of any joint or co-operative process varies more or less with changes 
in the combining proportion. Thus, increasing the quantity of labor 
used in cultivating a certain piece of land would probably make the 
total product greater, though it might make that product smaller. 
Further, in case it made the product greater, the increase might be 

' Taken by permission from F. M. Taylor, Principles of Economics, pp. 94- 
102. (University of Michigan, 1916.) 
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in exact proportion to tlie increase in labor or it might be in a larger 
or smaller proportion. Similar statements could be made of other 
combinations of factors, say a locomotive and the coal used in tiring 
it. If ue hail just started the lire, a certain inciease in the coal fed 
might inciease the water evaporated much more rapidly than the 
increase in water eva|H)ralion, but one which was less than propor¬ 
tional to the increase in fuel consumption. Still later the increase 
in fuel consumption might bring no increase in evaporation, and, 
finally, might ecen diminish it. 

Now, in the main, this (|iieslion of combining jiroportions is a 
matter of industrial lechniiiue rather than of economic science 
But several problems which it suggests aie of the utmost importanee 
in strictly ceonoinic connect ions. I'luis, the ultimate basis of a 
community’s economic capaiily, its store of natural resources- the 
land it controls is dchnitely limited in amount, while puiiulalion and 
capital can, and do, incrc.ise, in thus increasing, they alter the 
propoilion in which the scceral factors of production are combined; 
and the effect of this in changing the rale of c)ul|iut is obviously a 
matter of great moment. Will the additions to capital and labor 
increase produc t at all ? If so, will the increase Iw just proportional 
or more than pioporlional or less than proportional? 'I’liese arc all 
cpiestions which obviously have a iiiaibed bc-aiing on human welfare 
It is, therefore, very im])ortant that we get a clear knowledge of the 
more fundamental principles with respect to the elTect upon |)rodiict 
of chaiyges in combining proportions. 

The effects produced by changes in combining proportions may 
be looked at either (1) cm the meiely physical side, or (2) economically 
--meaning by “economically” in such a way as to include those 
consequences which involve value <[uestions. We begin with llic 
purely physical side. 

I. Imaginary experiments with imanuiary combinations containiiifi 
two divisible /m/ors.—In order to give precision and definiteness to 
our ideas, we will deal with the imaginary results of a series of imagin¬ 
ary experiments with two imaginary factors which we will designate 
A’s and B’s respectively. 

0) Factor A constant, Factor B increasing: In making our 
imaginary experiments, we supjtosc ourselves to use each time 20 A’s 
and combine with these, first 2 li’s, then 3 B’s, then 4 B’s, and so on. 
The actual combinations and the results which we suppose to appear 
are represented in the accompanying table. As already indicated, 
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the facturs, the combinations, and the results are purely imaginary. 
No series of combinations used in the real world would correspond to 
this. Hut the careful study of the figures of some such table as this 
is after all pretty nearly essential to a full and clear com|)rehension 
of the real cases. 

In this table the first column .shows the number of the combina¬ 
tion; the second, the amount of A’s in the combination; the third, 
the amount of It’s; the fourth gives the output or product for each 


TABLE I 


I 

II 

IH 

IV 

V 

VI 

No ol 

Amount 

Amount 


Proi>ortional 

Actual 

Cumbiaalion 

A's 

if’s 


Increasf 

IntrcaAi- 

1 . 

20 

2 

2 



2 . 

20 

3 

6 

I 

4 

3. 

20 

4 

i6 

2 

10 

4 . 

20 

5 

35 

4 

19 

5 . 

20 

6 

84 

7 

49 

6 . 

20 

7 

126 

14 

42 

7 . 

20 

8 

■56 

18 

30 

8 . 

20 

0 

179 

19 S 

23 

9 . 

20 

10 

200 

19 8 

21 

10 . 

20 

1 

23^> 

40 

3^ 

I r . 

20 

14 

266 

39 

30 

12 . 

20 

i<) 

290 

38 

24 

13 .. 

20 

18 

312 

36 

22 

14 . 

20 

20 

330 

34 

18 

‘5 . 

20 

22 2 

346 

3<’ 

16 

i6 . 

20 

25 

362 

43 

16 

17. 

20 

28 5 

3S0 

50 

18 

i8. 

20 

33 3 

303 

(>3 

13 

r<) . . 

20 

40 

400 

78 

7 

20 . 

20 

44 4 

398 

44 

— 2 

21 . 

20 

50 

393 

50 

- 5 

22 . 

20 

57 1 

360 

5f> 

- 33 

23 . 

20 

66 6 

280 

60 

- 80 

^4 . 

20 

80 

140 

56 

— 140 

25 . 

20 

100 

80 

35 

— 60 

26. 

20 

133 3 

40 

26 

- 40 

27 . 

20 

200 

20 

20 

— 20 


combination; the fifth shows what the increase in output would 
be if it were proportional to the increase in B’s, while the sixth shows 
the actual increase. Comparing columns V and VI, we see that 
increases in output are more than proportional up to combination q, 
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less tlian proportional from g to 19; and turn into <l(‘ircascs from 19 
on. That is, looked at from one point of view anyhow, the different 
combinations naturally break into three sta"os or grou|)S, which 
stages may be characteri/.cd as follows: (i) output increasing more 
than proportionately or at an incrcasi}ig rate, (2) output increasing 
less than proportionately or at a diminishing rate, (;) output diminish- 
ing. 

Note.' —The third of the thice stages through which our com¬ 
binations pass is usually ignored, since no one would intentionally 
work an instrument of production in this stage. The first and second 
arc commonly designated the Stage of Increasing Keturns and Stage 
of Diminishing Returns. Much is to be said in favor of substituting 
“output” for “returns” in these phrases, in order to avoid an ambigu¬ 
ity present in the word "rctuins.” h'or “returns" may mean piolits, 
the money gain of the entrepieneur, and with this our principle has 
nothing to do. We arc asking about the effci t of changing combining 
proportions on the out|)ul of goods, not on the gains of the entre¬ 
preneur. Our present jiroblcm is one of industrial technique, not 
business finance. It is doubtless true that changes in the tedinical 
results influence financial results, piohts, but th|;y arc not alone in 
determining such financial results, what we say about the one docs 
not without qualification apply to the other. 

b) Factor B Constant, factor A Changing: In the preceding 
series of experiments, A was sujiposed to lemain constant while H 
increased. If, now, we were to reverse the hypothesis, kee|)ing B 
constant and increasing A, what results should we have? Precisely 
similar ones to those already brought out, with the places of A and B 
reversed. That is, for a time output would increase more than 
proportionately to the increase in A, then would increase less than 
pro])«rtionately, and finally would diminish. And this is not a new 
principle based u|)on a new indiKtion. On tlie contrary, a tabic 
reversing the relations of A and B as to both conditions and results 
is directly deducible from the table already given. From this fact it 
follows that, if the principles already hypothetically brought out 
prove to be true in fact for a combination in vvhicli one factor, say 
capital, is constant, while the other, say labor, is increasing, then 
similar principles must be true of combinations in which the second 
factor, labor, is constant and the first factor, ca[)ital, is increasing. 

2. Actual combinations show similar phenomena. The points 

brought out above with respect to the effects on output caused by 
11 
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changes in combining proportions were based on the imaginary results 
of imaginary experiments. Do they represent in general what we 
meet in actual life ? The answer is, of course, affirmative. 

Prr«cr/)/e.—Supposing that the attempt be made in successive 
production periods to increase the output (product) from an instru¬ 
ment of production by increasing the expenditure of ar.6isting factors 
in connection with said instrument from zero upward, then, as respects 
the ratio of output (product) to c.xpenditure for assisting factors, said 
instrument will sooner or later be found in each of the following stages, 
viz.: (i) output ineietising more than proportionately (at increasing 
r:itc); (2) output increasing less than proportionately (at diminishing 
rate); (3) output decreasing. 

To bring our discussion into closer accord with conventional 
methods of treating the matter before us, I will formally set forth 
what is an obvious coiollary from the general (irinciple just laid down, 
viz., the point that, if we try to incicase mdermitely the pioduct from 
any given instrument of production, said instrument will some time 
or other get into the sla.gc of diminishing returns or di.ninishing 
efiiciency. The following will answei as a formal statement: 

Pruuipir The imlnimcnlal la',e of diminishing returns. —In the 
process of attempting to utilize more completely any productire 
instrument by increasing the amount of the assisting factors combined 
witli it—in other words, by e.xircndmg more upon it - there comes a 
stage during which output, though continuing to incresase, docs so 
more slowly than the assisting factors are increased it being assumed 
that all other conditions arc unchanged, there being no improve¬ 
ment in technical methods, no deterioration in the instrument, 
and so on. 

110. MOIilUTY AND THE AIT’ORTIONMENT 
OF PRODUCTIVE ENERGY' 

The soundness of the argument for the natural and automatic 
justice resulting from the competitive sc'stem depends altogether upon 
the truth of the underlying assumptions, namely, those of fair com¬ 
petition and an open and free market. With reference to the open 
market it assumes a free flux and change of all the factors of industry. 
If the laborer is engaged in an industry in which there is an over¬ 
production, he is free either to witlidraw or to change to an industry 

* Taken by permission from H. B. Reed, "The Combination versus the Con¬ 
sumer," International Journal of Ethics. XXIII (1912-13), 159 -69. 
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in which there is a scarcity of production. Similarly, the capitalist 
can cither shut down his plant or take up another line of manufactur¬ 
ing, and the landowner can either withdraw his land or begin growing 
crops in which prodciction is scarce. That is to s;iy, a laborer is 
free to stop coal-mining and [rromptly begin work either as a baker 
or as an engineer or as a skilled mechanic in a steel ])lant. The 
rolling mills in steel could stop turning out steel rails and begin the 
manufacture of shoes or lumber. 

Not only is such a perfect (lu.\ rcc|uired to make the system alwac s 
yield natural irrices; tliere must be also a pre-knowledge of the con 
ditions and factors that bring about changes in the market piice 
Tor example, if, during the next year, there were going to be a dr\ 
season in Western (.'anaila and a favorable season in Southern Russi.i, 
the Russians, in order to avoid scarcity in the wheat maiket, would 
have to know' this fact and bring a greater nundrer of fields undei 
cultivation, and the Canadians would have to know it so as to avoid 
an oversui)i)ly of labor and a useless putting out of crops. The over¬ 
supply of labor in Can.ida would either have to move to Russia or 
lind employment in other indiistiies in which there would be a sc arc it \ 
of production. In fact, nothing short of an alcsolutejcnowledge of the 
world would satisfy the necessiry conditions. 

It is well known that this mobility with resirect to industry clocs 
not exist. There is an element of permanency to be considered. In 
the laborer it is habit; in the capitalist, the lixity of machinery, and 
in land, the nature of the soil in the relation to the seasons of the year. 
The laborer cannot change and train his habits for a new trade 
and in the meantime support his family, nor is he fiee to withdraw 
his labor, for he usually has no surplus. The capitalist cannot shut 
down his plant for a very long time without infringing u|)On his 
dividends and credit. Nor can the landowner usually forego his 
rent without some injury or failure in his business relations. So far, 
then, as there is [lermanency in any of the factors of industry, the 
natural or fair price in an open comjietilivc market wdl not be 
obtained. 

In this view, then, the assumption of the free mobility of the 
factors of industiy is taken with too much extravagance and in so 
far invalidates the natural and automatic justice of the competitive 
system. There is an equal extravagance with regard to the assump¬ 
tion of fair competition. Tor competitors, fair competition obtains 
when the rules and opportunities under which they operate apply 
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c(|ua!ly to all. It is not so important what the rules are as it is to 
have them affect all alike. Tliere are many ways in which this con¬ 
dition is violated. 

III. THE MOBILITY OF CAPITAL AND LABOR' 

In the case of cajiilal, it is clear that under no exigency could the 
plant of a Hour-mill be converted into machinery for making bicycles. 
It may be granted also that the complexity of industry and the 
hugeness of the tasks it undertakes lead to more and more of the 
country’s wealth being invested in fixed and siiccialized caiiital and 
so made incapable of adaptation. 

But capiltil itself as a whole is niiich more mobile than labour as 
a whole. 

1. Though milbtones will not make bicycles, many of the largest 
categories of capital may, within tolerably wide limits, be converted 
from one pur|M)-e to another, for instance, buildings, steam-engines, 
horses, etc. 

2. The mobility of capital is secured from the side of the new 
supiily, and heie, again, we have a suggestive comparison between it 
and labour. 

a) Wealth is increasing very much faster than po]iulation, and 
the form which this wealth will take as it conics into the world is in 
the hands of people who have every motive to give it the shaiic which 
will find the most [irolitablc investment. .And, again, there is always 
a fund of inchoate capital which can be materialised in any form 
wanted. The forges and machine shops of the country, for e.xample, 
arc full of stock- -steel bars, plates, tubes, etc.—wliicli may be directed, 
at a week’s notice, to the making of any kind of machinery. But 
while capital can take any shape, labour can take only one, A man 
rises uj), works, and lies down in his own skin. Labour, as was said, is 
always prisoned in the body of the labourer. 

b) As fixed capital wears out, its replacements need not take the 
old form. The iirogrcss of invention and improvement seldom allow 
that old machinery is replaced by machinery e.xactly Ute same. The 
worst that can happen to it is that it stops and is sold for what it will 
bring, and no more of tliat kind of capital is produced. But the 
labourer’s children are made in his own image. Though his sons 

* Adapted by permission from Willi.im Smart, The Uislribulion of Income, 
po. 174-85. (Macmillan & Co., Ltd., 1899.) 
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may be superfluous, he does not stop producing the same kind of 
man as he himself was. 

But probably the mobility of labour —the power of free movement 
from trade to trade-—is greater than ,iny empirical observation would 
suggest. Xo agricultural depression, of course, will ever drive farm- 
labourers into watclunabing. But .igiu'iilliii.il l.diouiers l.ike to the 
coal|)its when inducement is offered And, bv the natuie of Iheii 
work, uatdimakers might pass fieely enough into the other ociiipa- 
tions re(|uiiing line tingeiing and the use of deluate tools. 

It is geiKutilly argue d that the e\ ident tendem y of moili 1 n indus¬ 
try, as of modern scholarship, is low.ird speiiali/ation, and th.il 
speciali/ation is an almost insiipeiable obsl.n le to mobilitv But the 
modem dewlopnient of machine tool-, has bioiighi an esiape fioin 
this dreary outlook in the f.ii t th.il \iiy muih the same kind of skill 
is rci|uired for tending one kind of m.ichine tool as for tending anothei 
The fact seems to be that the unicersal spread of mai hinery reipiii ing 
only skill in machine-minding tend, to make I, hour nioie mobile, at 
the same time as it makes mobility moie nei essaiy. If one looks ocer 
tire field of labour and sees the de-.pei.ile efforts that are being made 
in most of the craft, to pievcnl the inliusion of oytsiders who have 
never passed the recogni-ed g.ate of appienlieesliip, but yet are foiiinl 
quile cajiable of doing the woik to ulinh the Trade I'nion protests 
a “right" -even if we consider only one part of the same movement, 
the pressing of women workers into liadcs hitlierto held sailed to 
men—it IS dillicult to resist the (oiu hision th.it in the near future the 
competition which willatttad iiotne is not the coin|ietilmn between 
capital and labour, but the inter-ionipelition of the c.iiiuus gi.nles 
of labour. 

If, however, we looked for mobility only in the movement of 
adult labour, we should he disa|i|)ointed. But there are two other 
consideiations whieh must be taken into account. 

1. Where there is cheap and rapid tr.insit, and where newspapers 
and other ageni ies keep people informed of the conditions of work 
and wages, there need not be ai tual movement to sei urc its levelling 
effects. After all, the meaning of mobility is jioiver to move, and the 
threat of movement is sometimes enough to secure the worker against 
arbitrary payment. 

2. Where there is no mobility of the labourer tlierc may be and is 
mobility of labour. I’erhaiis it is not suITk iently realised that the 
supply of labour must be a continuous stream. To maintain its 



INDUSTRIAL SOCIETY 


298 

numbers every trade requires to be constantly recruited, and to meet 
the demands of growing population and growing wealth most trades 
require a constant addition to their numbers. Remembering this 
constant need of accessions, it is clear that the direction of young 
workers to one group of occupations means actual decrease of numbers 
in the other groups, and the growing competition in one group has 
its counterparts in the slackening of competition in the others. At 
any moment the population under ten years of age is nearly a quarter 
of the whole. In times when riveters are “ past their best ” at the age 
of forty, and there are “ no men available ” in the shipbuilding industry 
after forty-five, Uie effect of this stream of recruits constantly coming 
forward goes far to redress the immobility of the adult workers. 

112. VVIIAT MOBILITY REALLY INVOLVES 
A‘ 

In the first place, it may be remarked that, in order to secure an 
etTcefive industrial competition—such a competition as shall bring 
rewards into correspondence wdth sacrifices - it is not necessary thtU 
every |)ortion of capital, or that every laborer, should be at all times 
capable of being turned to any selected occu|)alion. It is enough 
that a certain quantity of each agent varying according to circum¬ 
stances—should be thus flourishing, and to be rcali/ing c.xceptional 
gains there is no need that the whole industry of the country sliould 
he disturbed to correct the inequality. A small diversion of capital 
and labor -small, I mean, in com[)arison with the aggregate embarked 
in any important industry—will in general siifficc for the purpose 
Even on e.xtraordinary occasions, when unlookerl-for events in the 
political or commercial world disturb ordinary calculations and give 
an enormous advantage to particular industries—such occasions, 
for e.xample, as occurred in the early years of railway enterprise, or, 
again, in the linen trade on the breaking out of the American Civil 
War—even on such occasions the e([uilibrium of remuneration and 
cost can always be restored, not, indeed, in a moment, but after no 
long delay, through the action of labor and capital still uncommitted 
to actual industrial cm|)lovment, and without any sensible encroach¬ 
ment on the stock already actively emifloyed. All that is necessary, 
therefore, with a view to an effective industrial competition, is the 

* Taken by pemiission from J. E. Cairnes, Political Economy^ pp, 6 i~ 6 i, 
(Harper & Bros., 1878.) 
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presence in a community of a certain quantity of those instruments 
of production existing in disposable form, ready to be turned toward 
the more lucrative pursuits, and siilTicicnlly large to correct ine(|uali- 
ties as they ri-.c. Now, it will not be difTn ult to show that this con¬ 
dition is fullilled in many industrial communities, completely in 
the case of capital, and less perfectly, but still within certain limits 
really and elTectually, in the case of labor also, 

B' 

“What are the equal op[)ortunitics which every I'inglishin.in 
requires toilay in order to --ei urc leal liberty of self-development i'" 

It is, I think, plain that in the fiont of his di,liter of individu.il 
liberty comes the riglit of every man to an e<|ual share with eveiv 
other in the use of the kind and of the other natuial resouiies of his 
native country. 'I'his light, if it has been alienated or conqiromised, 
must bo restored 

Now, what docs equality of opportunity dein.ind in relation to the 
land? ICvidently not that e\ery man sh.ill have an cqual-si/,ed 
parcel of land assigned to his exi liisice use, for that would be imprac¬ 
ticable. What is re<|uired is that any man who wants the use of a 
bit of land which he is lit to woik shall have an eipial chance willi 
every other man of getting and of kee]iing it, on terms regulated by 
a public authority and not a [ii ivate owner, and that every man tan on 
similar terms get a lived home to live in without the liability of being 
turned out at the will of another. 

Let us take one form of modern liberty whith is in part a land 
question. I'lic right to move unhindered from one ]ilace to another 
is as much an element of freedom as the light to stay where you are 
If a man is to make the best use of his faculties, he must be free to lake 
himself and his belongings from where he is to where he wants to be 
Mobilitv is more and more essential to freedom in our modern indus¬ 
trial system where local industrial conditions are continually chang¬ 
ing, and where everyone must be able to follow his trade and to open 
up new markets for his personal skill or his products. 

That this mobility belongs to individual liberty is indeed embodied 
in the most hallowed ma.xim of the individualist philosopher, laisscz- 
jaire, laissez-aller. But to tell a man he has this right, this liberty to go, 

* Adapted by permission from J. A. Hobson, The Crisis of Liberalism, 
pp. 07-100. {P. S. Kinc & Son. Ltd . 1009.) 
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is not to give it to him. The freedom to walk along the highroad is not 
the real mobility rerjuired for modern life. Effective liberty to travel 
involves the use of railroads, which in substance are our national 
highways. Now, an ordinary labourer, obliged to bargain with a 
private compatn- for carriage, and disabled by his narrow means from 
moving easily, quickly, or far at a time, is in fact deprived of an 
opportunity essential to his full liberty of choice in life and work, and 
society is also the loser by this limitation of his power. Absolutely 
free transit may not be attainable or advisable, but a national rail¬ 
way system, which, by its cheap rates and quick, fre<iuent service, 
enables every man to move to and from his work without waste 
of time or money, and to follow his economic opportunities wherever 
they may lead him, is necessary today to “tree” men in a “free” 
country. And what holds of persons holds of the produce of their 
labour. 

Then comes another issue of modern liberty which also has its 
roots in Nature and man’s equal access to natural powers. For 
most purposes of orgaiii/,ed imlustry the use of some non-human 
energy is nceessary: rivili/alion more and more implies the liberation 
of the imiseulai and nervous powers of man from heavy routine work 
and the substitution of mechanieal energy. In large provinces of 
industry the time has come when the success or failure of a man to 
establish himself in business, and to make a living wage or prolit, 
depends upon the terms upon whicli lie can get cheap and reliable 
access to this energy. Liberty of trade demands tlie public ownership 
and ojieration of industrial power for sale on equal terms to all who 
want it. 

The use of capital on fair and equal terms is in this country 
essential to every man who wishes to live, not as a wage- or salary- 
earner, but as an imlepcndcnt iiroducer or trader. For such purpose 
credit is capital, and no man is “free” to use his business skill unless 
he can get a reasonable amount of credit upon easy terms. There 
are tw'o purposes for which a worker or a small business man wants 
an occasional advance of money. One is to meet some unfore.secn 
emergency in his business or his priiale life against which adequate 
insurance is impossible. The other need of credit is, not to meet an 
emergency, but to seize an opportunity. It is sometimes supposed 
that only a big man with large resources can set uj) in business today 
with any reasonable prospect of success. But this general sup¬ 
position is unwarranted. Even in some of the staple manufactures it 
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is often possible for a workman who has got a practical understanding 
of some branch of a trade to set up for iiim--elt with a good prospect of 
doing well if he can get a little business capital on reasonable terms. 
At present, as a rule, he must citlier foiego the cli.iiicc or else put 
himself entirely in the hands of some ''trade-furiusher” or machine¬ 
making firm which can squeeze him as it likes. 

The machinery of credit and finance is the dominant factor in our 
modern capitalist system: more and more of the |)ractical control over 
industry, as well as of the profits, belongs, not to the manufacturer, 
the merchant, or otlier trade-capitalist, but to the financier. 1 am 
convinced that if a close .scrutiny into the distribution of wealth were 
made, it would be found that in every advanced country a ra])idly 
growing proportion of the wealth was |).'i .sing into the possession or 
control of that small class, the manipulators of (luid capital. Whether 
private co-operation is competent to solve the problem in this eountry, 
or whether a public system of loan banks is requiied, is a (jueslion too 
intricate to be discussed with profit here. 

If a man has his fair use of the land and other natural resources 
of his country, and of the national highways, and can get industrial 
power and financial iiowcr upon equal terms w^th any other man, 
he has made large slriiles along the road of liberty. Hut he is not 
really free—because he is not secure, and the sense and the substance 
of security belong to a free man. A working man, a clerk, a small 
shopkeeper or his assistant, in fai t, the great majority of the |)o])ula- 
tion in our rich and civilized country, are eoiisi ions alw’a\ s of standing 
in a precarious condition. They and their families may be plunged 
into poverty and its attendant degiadation and disease at any time 
by the ill-health or other disablement of the bread-winner, by the 
failure of an employer, by some change of public taste, some shift of 
market, some introduction of improved machinery, or some trade 
depression. Few of these emergencies can be foreseen; against the 
graver ones no adequate provision can be made, even liv llie best paid 
grades of workers. Among the middle classes, esiieeiaily among the 
professional and commercial classes of our towns, the competitive 
struggle is fraught with growing hazard; it is rarely jiossible to sec 
far ahead, and the complc.\ity of markets and of price changes baffles 
the keenest foresight. Though such men may make some fair 
provision against destitution, they cannot ensure a standard of comfort 
for tliemsclves and tlicir families, and the wear and tear of an.xiety 
is an increasing cost of production in modern industry. The business 
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of insurance has sprung up to deal with these conditions and is grap¬ 
pling manfully with some of them. But then insurance itself so often 
is not sure, and this applies particularly to the societies to which the 
working classes have recourse. An enormous proportion of the 
savings of the workers, made often at the expense of some element in 
their personal efficiency, goes in competitive expenses of management, 
contributing nothing toward insurance, while the system of weekh 
retail collection involves the maximum trouble of collection. It is 
quite evident that if there is one form of enterprise where the State 
has an advantage over private profit-making companies, it is insur¬ 
ance. The intelligence of civilized nations in all parts of the worki 
is coming to a clear recognition of tliis truth, and governments are 
everywhere assuming the new responsibility. Organized societv 
must do for its members what they are unable, either as individuals 
or as loose co-operative groups, to do for themselves, viz., to obtain 
such security of employment and of livelilioods as is ncces.sary to 
give them confidence and freedom in their outlook upon life. No 
man, whose standard of life lies at the mercy of a personal accident or a 
trade crisis, has the true freedom which it is the first duty of the 
civilized state to furni.5h. 

Freedom and equality of access to public ju.slice do not exist in 
this country. Neither in a criminal nor in a civil suit does a poor 
man stand upon a level with a rich man. So long as the preparation 
of a case, the feeing of counsel, the expenses of witnesses, court fees, 
and other costs of public justice are charged against private litigants, 
tire owner of tire long purse has an evident advantage, and can beat 
down, choke off, or wear out his poorer adver.sary. 

A man might have all the equal liberties which I have named, 
access to land, facility of travel, industrial energy, credit, economic 
security, and justice, all these things might be freely distributed 
throughout the community, and yet true equality of opportunity 
might be lacking; a society where all tliese liberties were won might 
be sunk in the stagnation of conservatism, or might even breed new 
forms of inequality and tyranny. 

For there is one opportunity upon which the efficacy of aU the 
others, as instruments of self-development and of social benefit, 
depends: equality of access to knowledge and culture. Without this 
every other opportunity is barren for the purposes of personal or social 
progress. Education is the opportunity of opportunities. We, 
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therefore, who are concerned, not with liberty to stagnate, but with 
liberty to grow, must set the nationalization of knowledge and culture 
in the front of our charter of popular frcc<lom. 

For consider what equal opportunity of knowledge and of culture 
implies. It implies that neither poverty, nor ignorance of parents, 
nor premature wage-earning, nor defects of teaching apparatus, 
shall keep any ])crson from any sort of learning which will improve 
his understaniling, elevate his character, and imietise his efTiciemy 
as a worker and a citizen. 



CHAPTER V 


MONEY ECONOMY AND FINANCIAL 
ORGANIZATION 

A. Problems at Issue 

Our individual exchange co-operation with its indirect methods of 
gratifying wants and its unconscious ajiportionmcnt of social energy 
is worked out in a regime of money (and ciedit) economy and is con¬ 
ditioned by tliat economy. Sometimes v\c plirase this another way 
by saying that there is a pecuniaiy organi/alion of society. 

Some economists classify the stages of industrial develo|)ment 
from this [)oint of view in terms of btu ler economy, money economy, 
and credit economy. 'I'lie |)rimilivc stage, knoun as barter economy, 
w'as attended by such diH'iculties as to render any considerable devel¬ 
opment of industrial life improbable if not impossible. Under barter, 
it was not possiljle that the market should have any considerable area, 
either of time or of space. A restiicted market meant lack of the 
possibility of spcliali/ation in its fullest sense, lack of large-scale 
productirtn—lack iinleed of most of those fetitures of our modern 
industrialism which we have come to consider the signiiicant and 
characteiistic ones. 'I’liesc features could come in only after the rise 
of mediated exchange—after the rise of money economy and its later 
dcveloinncnt, credit economy. 

Money economy has been described as “that organization of 
society in which exchange is carried on by money, by mediated 
exchange, rather than by barter.” The statement is a true one, and 
it implies much more than appears at first reading. It is easy to sec 
that in a rc'gime of money economy, exchange takes place through the 
use of money and credit. It is not so readily seen that this money, 
tliis price system, is a device or agency through which the organiza¬ 
tion of a very considerable jjortion of our ec onomic life is acconi])lished. 

The logic of the case runs in this way: Once it is granted (i) that 
a “satisfactory money good” has, among other attributes, the 
ciuality of universal or general acceirlability, (2) that value means 
“power in exchange,” or po-ver to command other goods in e.xchange, 
and (3) that e.xchange is an exceedingly broad term, covering, not 
only the usual buying and selling transactions of a market, but also 
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such transactions as paying; for the services of land, labor, and capital 
—once these things have been granted, it readily follows that the 
individual in possession of that which we call money (or ciedit or even 
property which is capable of translation into money terms) is in a 
position to command social energy. True, he docs not command as 
does the despot; he merely cotitmamls in hut this is quite 

enough. He becomes a responsible —sometimes irresjxinsihle—agent 
in the guidance of economic activity. 

It is inevitable that there should develop, in a |H’i nniaiily organ¬ 
ized society, a host of institutions and agents throiggh whose services 
this organization is carried out. The list of such instiluti'ms includes 
not only hanks, insurance companies, bond houses, the stoi k evi hange, 
and others, populaily teinied “tln.unial institutions,” hut also the 
various institutional forms of business oigani/ation, such as the 
individual tirm, the agency, the partnership, the joint-stock coniiiany, 
and the cor|)oralion. Husiness is organi.'ed on the pecuniary basis 
The forms it takes are, propc ily umlerstuod, types of financial insti¬ 
tutions. 

The money economy furnish.es not only the means by which the 
individual guides social energy; it ]irovides also the»s/a;i(/<;r(/.c for that 
guidance. This is what we mean when we say that c)ur evchange 
co-operation is regulated by [irice levels and margins of profits • 
that we prochu'e for gain and not necessarily or primarily for service. 
Of course tlic gain standard may be and is tempered and controlled by 
otlier standaids. Over all ami abocc all lulcs social control some¬ 
times ruling wisely, sometimes unwisely, sometimc.s adef|uately, 
sometimes inadequately. 

'J'o many minds the expression “pecuniary organization ” carries 
a snarling connotation. This is unfortunate. It cannot be success 
fully denied that there are evils coimeetecl with tills nietliocl of 
organization. lie who runs may read. It should he remembered, 
however, that this pecuniary organization is rcsjionsible for main 
lienelits—among others, facility ol capital formation, specialization, 
and large-scale [iroduction. Tlien, too, there is at least hope that, as 
time goes on, the evils may he reduced. Certain it is that we are 
working at the prirblem with coiisideralile diligence: witness our 
corporation laws, our hlue-'ky laws, our federal reserve and rural 
credit act, our development of codes of ethics in the hanking |)ro- 
fession, and the growing sense of trusteeship among our owners of 
projierty. Tliis pecuniary society of ours is, after aU, a very recent 



3o6 


INDUSTRIAL SOCIETY 


matter and it is not, we hope, as fully under wise control as it will be 
later. 

The following statement of an ingenious writer will aid in develop¬ 
ing a sense of relativity in human affairs: 

In order to understand the light which the discovery of the vast age 
of mankind casts on our present position, our relation to the past, our hopes 
for the future .... let us imagine the whole history of mankind were 
crowded into twelve liours and we are living at noon of the long human 

day.For over eleven and one-half hours there is nothing to record. 

We know of no |)ersons or events: we only infer that man was on the earth, 
for we find his stone tools, hits of his pottery, and some of his pictures of 
mammoth and bison. At twenty minutes before twelve the earliest 
vestiges of Egy])tian and Babylonian civiliziition begin to appear. The 
Greek literature and philosophy to w’hich we owe so much are not seven 
minutes old. At one minute l)cforc twelve Lord Bacon wrote his advance¬ 
ment of learning and not one-half a minute has elapsed since man first began 
to use the steam engine to do his work for him. 

Questions 

1. Precisely what is meant by money economy? Wherein does it differ 
from barter economy ? from credit ecoJiomy ? It has been said that the 
dilTerence between money economy and credit ocaMiomy is merely a 
difference of degree, whereas the difference between money economy and 
barter economy is a dilTcrencc of kind. Is this true ? 

2. Can you cite any cases of barter being used today? What diiTicultics 
of a system of barter are overcome by the use of money? Does 
“money” necessarily mean the use of gold and silver? Have other 
things been used as money ? 

3. It has been said that the exchange functions of money are to serve as 
(a) a medium of e.xchange, (b) a standard (coininon denominator) of 
value; (c) a standard for deferred payments Explain why each of 
these functions is useful, and cite cases wIumc money performs each 
of these functions. 

4. A buys 1,000 bushels of wheat from B at $i a bushel. B accepts in pay¬ 
ment a note for $i ,000 pay.ible with interest two years from date. Two 
years later A pays B the $i ,000 with interest agreed. Which of the three 
money functions does money perform in the course of these transactions ? 

5. To what extent would contemporary industrial methods be possible if 
the device of money had never been adopted as a means of facilitating 
exchange? Could the exchange system be as complex as it is today 
if we depended upon barter alon^j ? Would the productive process 
be as efficient ? Would we have large-scale production ? railroads ? 
spedalizatioD ? machine industry ? 
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6. Make a list of the qualities of a satisfactory money metal. In terms of 
the functions of money, show the signitic.incc of each qu.ility you h.ive 
listed. 

7. What reasons can you assign for having subsuliar>' coin? For having 
paper money? 

8. Some jicrsons have argued having a coin called a half-cent. Is 
there anything to be s.ud for tlie i)roje( t ? Whv do \\t have $i.ooo 
bills? 

9 What st.indard money in the United Mates ? What is the monetary 
unit ? Is the unit actually current as loin, or is it a mere defuntion ? 

10. In the d.iys of the (\ihforni.i gold di^cocerics different iiulivi<luaU 
and linns coined theii own gnid pieus Is there any reason for pro 
hibiling such a piaUue and rex rk ing (he right of coinage to the govern 
meat ? 

11. Why stamp a device on coins? Why mil! the edges of coins ? 

12 Much is said of the chsiiability of a st<:l>le money. What does this 
mean ? Why is it desiiable ? 

13. Explain these phrases. 

“Money is condensed j>roj)crty.” 

“ Money permits the organi/alion of consuinj)lion and production ’’ 

“Money fa».ilit.ites cai)ilal act mnnlation ’’ 

“Production for sale, not for use ’’ • 

i,| Define credit What is the basis of credit? Distinguish between 
credit and credit instruments. 

15 Wh.vt IS nicMiit by book credits? checks? promissory notes? drafts? 
bills of exchange? the bank note? bonds? sto*ks? mortgages? pulilic 
credit? personal credit? mercaiuilc credit? indusliial crcilit? 

16. Show how each of these credit devices may perforin money funi lions 
What is meant by the statement that we are now in tlie stage of credit 
economy ? 

17 “The full development of credit dejicnds u[)on (i) the stability of social 
conditions, (2) the exislcnd^ of a sound money.” Why? 

iS Some of the alleged advantages of credit arc that: 

a) It utih<:cs small sa\ mgs 

b) It furnishes a strong mulive for skiving 

c) It transfeis capital to more ()roductive uses 

It offers to persons of recogni/.ed capacity, but without adequate 
means of their own, .tn opportunity to engage in work for which 
they arc fitted. 

e) It makes possible great enterprises. 

f) It saves social energy by jiroviding a cheap medium of exchange, 
borne of the alleged disadvantages are that: 

a) It may promote extravagance. 

b) It may transfer wealth to less productive hands. 
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c) It may overstimulate prices. 

(f) It may make unsound speculation easier to accomplish and may 
result in crises. 

Explain how credit may produce each of these alleged effects. 

19. Ls credit capital? Does it add to the sum total of productive instru¬ 
ments or does it merely make possible a letter utilization of instruments 
already existing? Does it (juuken tlie i)roductive process? 

20 Henry T. Crouch of Erie buys $1,275 worth of wheat from T C. Craig 
of Detroit. 

a) Su[)i)ose settlement to l^e effected with a wlie.il bill of exchange 
(also called a sight draft) and write out the substance of the 
bill which would be used. 

b) Supi)ose settlement to be made wiili a check. Write out a 
fascimile (in substance). 

c) Sup[>osc settlement to be made with a bank draft. Write out a 
facsimile (in substance). 

21. “However great the volume of credit e.V(.hangcs, however extensive 
the use of credit may become in ;i community, s;des for direct money 
payment <’an never be fully displaced.” Why not ? 

22 “ It is crop-moving time. Since farmers do not use checks, more money 
will be needed for a time.” Why? Why “for a time”? 

25. W'ould you nilluL' have a slock certilic.ile or a bond ? (’ommon stock 
or preferred stock? A regi.slcred bond or a coupon bond ? 

’P “Stock certificates arc evidences of ownciship; bonds arc evidences of 
indebtedness.” What dues this mean? What docs it imply with 
re-^pect to the management of a corporation? 

25. “Credit, to attain its usefulness, must be capable of generalization 
One of tlic functions of the commercial bank is that of generalizing 
credit.” Wliat docs this me.in ? Is it true ? 

26. Enumerate the services performed by the commercial bank 

27. “C'ommcrci.d banks, through the use of their ow’d credit, can make 
loans and create deposits to many times the amount of their cash 
resources.” Explain Is any service rendered society? 

2S “d'he savings bank and the bond house are mere fiuancia! middlemen, 
the commercial bank is something more, it creates through the use of its 
credit new resources.” Is this true? 

;q. “The corporation, tlic bond house, the stock e.xchange, savings banks, 
and insurance companies unite in assembling capital for modern 
business enterprise.” How? 

50. Show in what ways each of our financial institutions contributes 
to making available a greater quantity of goods to apply to human 
wants. 

31. “The savings bank and the insurance company develop thrift.” What 
does this mean ? If true, what is its significance ? 



MONEY ECONOMY AND FINANCIAL ORGANIZATION ^o<) 


32. Does the pawnbroker conduct a financial in^iuution? Does the 
government maintain any finaiK ial insiiluiions ? 

33 “The truit company has been called the umnii)u> (>f tinam ial institu¬ 
tions.’' Why ? 

34. “The slock exchange contributes to a closer adjiislincnl of juoihntion 
to consumption, of the world’s work to the world’s need ’’ l-Aplam in 
detail how' it contributes to this end 

35 “Wall Street earns a rcwaid for an i^d^spen^a!'lc mtcuc’’ What 
does “Wall Street “ mean a'- here u^ed ? Doe^ it render a te.il service ? 
Are its rewards in exai t pioptu i i..n to its service > 

36 What arc the chief [K)1 iiIs of diiicienu' betweim a (ori)oratU)n and a 
{lartncrship ? 

37 Why was it that tlie corporation tlid not Iicuirnc a coininon form of 
bu-sincss organization until the ninele(nili century? What were the 
usual forms of oigaui/aiion before lh.it iinie ? 

3S What advantages has a (oi[«oialiou ,is (.nnpaicd willi a {xirtuershiji? 
Arc there any rcs[x‘cts in whiJi a pailneiship has a<lvaMl,iges not pos¬ 
sessed by a corj'ioralion ? 

30- A corporation has out standing ?i ,000.000 of s per cent mortgage bonds, 
$10,000,000 of 7 per (cut I It I lei n d ^loc k, and Si 0,000,000 of common 
slock. Gross annual eainings aie $11,030,000, total e\i>ein(“S for the 
year are $<g()oo,ooo, and deprci. i.ii urn of the j'l.int aiftounts to 10 piT (t nt 
on a valuation of $11,000,000 What is (he amount avaibible for dis¬ 
tribution among tlic seciiiity-lioiders, and how will lliis amount l)e 
distributed among the holdeis of ihe different sei urilics.-^ 

40 In the case of the (orporalnui <!csi iibed in llie [•uaeding (|iicstion wli.it 
would be the effect upon the diMdciids on the common sio(k if all the 
preferred stock were convcrleil into per cent mortg.ige bonds? 
Would this be a wise move if the biisine's wcie likdy to tluctuale so 
that the amount availalde for (listnbni ion among liie security-holders 
of the corporation would be cut in half 3 

41. In i8(;6 the following situation existed: 

Company Comnini .iti, k Divuteniti 

A $3,ooo,o(.'0 10 IK r cent 

B 2,000,000 8 per (.ent 

C 1,000,000 10 per cent 

On January i, 1897, a hohiiug lompany, I), absorbs all their stock, 
and in 1897 D gets, in addition to the former earnings, $500,oc>o 
monopoly profits and $100,000 by saving the wastes of competi¬ 
tion. What dividends could I) pay if its capital stock were 
$6,000,000? 

42. What is the relation between.par value and market value of a stock? 
betxveen par value and face value ? 
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43. If a benevolent despot ruled industrial society and he decided that 
society ou;;ht to have more capital, i e , tools, machines, etc , how would 
he go about getting this new capital ? How would a socialistic society 
solve sudi a i)roblemUnder a money economy what is the mecha¬ 
nism by which new capital is saved or brought into existence ? 

44 If a benevolent desfiot ruled society and he decided that ca[iilal ought to 
be shifted from industry x to industry y, how would he go about making 
that shift ? How would it be done in a socialistic society ? How is it 
done today ? In answering this last question make clear the use of the 
money economy in the transaction 

45 In praclic’e and williin certain limits land, labor, and capital may be 
substituted, one for another. On wlial basis <]ocs a business man of 
tod.iy deride whellier to use moic or less of one or the other when he 
engages in productive enteriirise? How would a society wliich did not 
Use a money economy decide such a question? Is it important to 
s<xiety that such a (jui-stion be decideil ? 

46. Some persons believe that we should develop a society which used no 
money. Would there he any items of loss to sexiety in the abandon¬ 
ment of nu'diiUsl exch.ingc? 

47 Is money an .uh ([u.iie measuie of effort ^ of utility ? of welfare ? 

4.S " In .in ecemomic s\ stem b.iscd on exch.inge the immediate .advantage of 
a b.arg.iin is mo*re likely to oeciip) men's nuii<!s .mil t</ cletermine their 
actions than is concern for the ultim.ite good which ni.iy result to 
society. It follows lh.it induidual .'ulvanlage is always .intagunistie 
to social adv.inlage ” Why or why not ? 

40 “rroducliitn for profit results in .oliiltei.ifcd goods, slioddy, polluted 
justice, child i.ibor, w.irs. hungry children, etc ” Does [irodiiction fur 
profit, standing by itself, rc-.ilty result in tho-c things? Is there any¬ 
thing to be said m /"(/tw ()/product ion forjirolit? 

“i'vwn from the point of view «)f business, prospective [irofit is an 
uiK'ertam, ihckering light ” Why? 

51 ■' We aie In a c ompniiive society, most of the sctious problems of which 
sum up into one gre.it and inclusive problem -how to limit tlie receipt of 
priv.ilo income to the rendering of social service’' Do you agree’'' 
W'h.it, if anything, are \vc doing .about the matter? How would the 
socialist attempt to solve llio pioblcm ? 

5 ’ “The lelation between the usefulness of the work and the remuneration 
of it is remote and uncertain to sueh a degree that no atlempl at formu¬ 
lating such a rc'lation is worth while.” As a means of seeing whether 
such an attempt is “worth while,” make it. 
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B. Money Economy 
113. A ri'CUMARY SOCIKTV 

Modern society is, tlien,distinctly a |i('( iiniai v society, a society 
1)1 business. Despite the fai t that society uas not ,duti\ s pecuniary 
—has, indeed, been so only for the narrowest inaryin of yeais out 
of a long humtin history, and may remain so onl\ foi the next short 
swing of the pendulum in the life of man the political eiouomy 
that we must study today is the political economy of today. 
Mainly, under piesent condition.s, we iiroduce for the mat Let, lor 
e.xchange, despite the f.u t that a few geneiations ago the contrary 
was the truth And at pic^ent we [irodiice in the largei patt for 
a competitive, impersonal woild-market. 'I his is the eta of free 
individual initi.itixc undei piic.ile property lor private gain. .So 
far, indecal, is this the truth th.il e\en combination and monopoly 
may be reyaidcil as meiely secomlary aspects of competilioti atid 
of individual initiatixe Stiihe this fact of competition at its eery 
center of tone, and we disco\er that we are in a u'gimc of price. 
Money is the focusing point of modern business aflairs. It is the 
standard of values simply because in a soi,iety producing foi 
e.xchangc it is the one established intermedlale commodity. 'I'heie 
fore, as medium of exchange, it is the standard of immediate and of 
deferred payments. Through credit, the money economy lays hold 
upon even the distant fiituie. 'J hus to object that mine and more, 
as society has advanced from a society of isolated piodiulion 
through a barter economy to a money economy, it is now moving 
over into a credit economy, is really to assert meiely that in new 
and marvelous ways money is l.iking on a still greaiei emphasis 
More and more, and more and more exclusively, and over an ever- 
widening held of human effort, human interests and deures and 
ambitions fall under the common denominator of money. Doubt¬ 
less many of the best things in life clo not get bought and sold 
Some of them are not exchangeable; and not all things that could 
be transferred are men weak enough to soil or other men strong 
enough to buy. Not every man has his money price Hut most 
good things do, in greater or Ic.ss degree, submit to the money 
appraisal. Health is easier for him who can take his ease and who 
has the wherewithal to pay for good foods and medicines, to travel, 

'Taken by permission from H J. Davenport, Economic! of Entaprise, 
pp (The Macmillan Co , igi3 ) 
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to employ good nursing, and to command capable physicians and 
efficient surgeons. And, in their degree, also, love and pity and 
respect and place are bought and sold upon the market. It takes 
a goodly number of dollars to get a child safely horn, and even 
more dollars to achieve for one’s self a respectable burial. Much 
money is power over many things. Money is the standard of value 
in the sense that all values of all exchangeable things are exprcs.scd 
in terms of it. And this holds, not only of all commodities and 
services, but of all incomes and of all capitals. The lajrilal of a 
banking house, or a factory, or a railroad com|)any is not a congeries 
of tangible things, but a pecuniary magnitude—so many dollars 
.All economic comparisons arc made in money teims, not in terms 
of subsistence or of beauty or of artistic merit or of moral deserving. 
This same standard tends to become also the test and measure of 
human achievement. Men eng,age in busijiess, not solely to earn 
;i livelihood, but to win a fortune in a pecuniary sense. To win by 
this money test is to certify one's self tangibly and demonstrably as 
having scored in the most widesjircad and absorbing of competitions 
Is one a great artist—what do his pictures sell for ? Or what is the 
income of this leadr'ng advocate ? or of that famous singer ? lion 
great are the author’s royalties? The pecuniajy stamlard tends 
to be carried over into non-pecuniary fields. 

It is almost past belief how far both in degree and in direction 
money valuations pervade all our thinking. Cheapness is prone to 
be synonymous with ugliness, richness with beauty, elegance with 
expensiveness. No one can tell for himself where the really 
aesthetic begins and the sheer [lecuniary ends. In the field of 
morals, also, the so-called cash-register consricnce is an actual 
thing. And one might go still further and note lhat almost all 
great politiral issues, and almost all absorbing social problems, and 
almost all international complications rest upon a pecuniary basis. 
Our national problems are tariff, labor unions, stiikes, money, 
trusts, banking, currency, railroads, conservation of resources, 
shipping, taxation. Success in elections, in the selection of senators, 
in the making of laws, and in the selection of judges is [tronc to be 
desired for financial ends and to be decided by pecuniary means. 
Diplomatic complitalions hinge upon trade connections, the open 
door, fisheries and sealeries, colonies for markets, and spheres of 
influence for trade. Navies are trade guardians and trade auxili¬ 
aries. Eliminate from local politics Uie influence of the public- 
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service corporation, of the contractor, and ot the seekers for special 
pecuniary privileges, and what is left of the nuiniii[)al problem will 
he mostly the pet uniary neciis ot the slum with the ballot box, of 
the saloon with the police system, and of saloon and slum and 
brothel with the city hall. 

It is, in fact, the value pioblcm—or more spccilitally and more 
accurately for present society the [iroblem of market piite- that is 
the central and unifyinf; problem of present-day economics. Price, 
then, must attend and characteri/e all thin/js that arc economic; 
and all thinys so attended are so far economic in character. .And 
more thinys than those which amirately are material must fall 
within the scope of [iricc Price e.xtends its sw.ay to the utmost 
limits of whatever is propeity, tangible or intangible—whelhei 
material or immaterial Pioperty covers—and therefore price 
covers—debts, "ood will, franchise.s—everything; that is bought or 
sold. Price includes also many non-property facts—human serv¬ 
ices, such as the poods for winch payment is made to the actor, 
preacher, teacher, or sinper. In the fact that anythinp sells at all 
in the present economic order is imiilicd its sale in terms of price. 
Wapes, foi esainiilc, are the pi ice of the serviceswf employed lalior; 
profit, the price-reward of the indcpenclent, self-employed laborer 
(the entrepreneur, enterpriser, Unteinelimcr, or imprendilor}-, rent, 
the price commanded by ])ropei ly lent in time for hire; interest, tlie 
per cent which the time-use of wealth, in terms of |)rice, bears to the 
total price. Each of these is a |iriie (|uantity or item, and each 
presents itself specifically as a problem of price adjustment. 


See also 88. The Meaning of Excliangc. 

114. THE SHORTCOMINGS OF HARTER’ 

The first difficulty in barter is to find two persons whose disposable 
possessions mutually suit each other’s rvants. There m;iy be many 
people wanting, and many possessing those tilings wanted; but to 
allow of an act of barter, there must be double coincidence, which 
W’ill rarely happen. A hunter having returned from a successful 
chase has plenty of game, and may want arms and ammunition to 
renew the chase. But tlio.se who have arms may hapficn to be well 
supplied with game, so that no direct e.xchangc is possible. Sellers 

’ Adapted by permission frorr/ W. .S Jevons, Money and the Meehanism oj 
Exchange, pp. 3-6. (D. A[)plcton & Co , i8y8.) 
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and purchasers can only be made to fit by the use of some commod¬ 
ity which all are willing to receive for a time, so tliat what is obtained 
by sale in one case, may be usc<l in [)urchase in another. This com¬ 
mon commoiiily is (ailed a tmilium oj exchange, because it forms a 
third or intc'rmediale lerni in all acts (tf commene. 

A second difTk ully arises in barter. At what rate is any exchange 
to be made? If a certain (juanlity of beef be given for a certain 
quantity of corn, and in like manner corn be e.xchanged for cheese, and 
cheese for eggs, and eggs for flax, and so on, still the question will 
arise—How much beef for how much flax, or how much of any one 
commodity for a given quantity of anotlier ? In a state of barter the 
price-current list would be a most com|)licated document, for each com¬ 
modity would have to he quoted in terms of every other commodity 
or else complicated rule-of-three sums would become necessary. 
Between one hundred articles there must exist no less than 4,950 
|)ossd)le ratios of exchange, and all these ratios must be carefully 
adjusted so as to be consistent with each other, else the acute trader 
will be able to prolit by buying from some and selling to others. 

All such trouble is avoided if any one commodity be chosen and 
its ratio of exchange with each other commodity be quoted. Know¬ 
ing how much corn is to be bought for a pound of silver, and also how 
much flax for the same quantity of silver, we learn without further 
trouble how much corn exchanges for so much flax. The chosen 
commodity becomes a common denominator or common measure of 
value, in teims of which we estimate the values of all other goods, so 
that their values bcaome cap.iblc of the most easy comparison. 

A thiid, but it may be a minor, inconvenience of baiter arises from 
the imiiossibihty of diviiling many kinds of goods. .\ store of corn, 
a bag of gold dust, a caicass of meat, may be portioned out, and more 
or le.ss may be given in exchange for what is wanted. But the tailor, 
as we are leminded in se\ oral treatises on politii al economy, may have 
a coat ready to exchange, but it much exceeds in value the bread 
which he wishes to get from the baker or the meat from the butcher. 
He cannot cut the coat up wiLliout destroying the value of his handi¬ 
work. It is obvious that he needs some medium of exchange into 
which he tan temporal ily convert the coat, so that he may give a part 
of its value for bread, and other parts for meat, fuel, and daily neces¬ 
saries, retaining perhaps a portion for futuie use. Kurther illustra¬ 
tion is needless, for it is obvious that we need a means of dividing and 
distributing value according to our varying requirements. 
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115. THK EXCHANGE FUNX'TIONS OF MONEY’ 

Money perforins two t fniu'lions of liiyli im|)ortani'e, ,ii lino 
a-i (t) a nicilium of cm lianye. (’) a lommon iium'-iiio of \,ilue. 

In its first form money is Mniply any coniinodm I'leeiiird l)\ all 
persons--any article of food, clollnno, or oriiainent ulinh any peison 
will readily receive, and which, Ihnefoie, e\ery pei'on deciles to ha\e 
by him in greater or less qnanlity, in order lhat he nia\ have (he 
means of procuring nece^saries of life at an\ time. Mlhongh ni.iin 
commodities may be capable of peiforniing (hi^ film lion of a inediiini 
more or less iierfectly, some one ailiile will imnally be Mdecled, a^ 
nioiiee /wr evci’llaue, by custom or the force of circuinslani es. Tho 
aititle will then begin to be u^ed as a iiieasnre of \ahie being 
accustomed to exchange things fiei|iientl\ for sums of nionet, people 
learn the \alue of other .iilnles in teiins of money, .so that all 
exchanges will most readilt be call ul.iled and adju -ted by comparison 
of the money values of the lliings exth.inged 

third function of money soon dexelo]), iDcli Commeiee 1 aniiol 
advance far before people begin to boiiow and lend, and debts of 
various oiigin arc contracted, it is in .some cases iisu.d, indeed, lo 
restore the very same article which was borrowed, a.td in almost eveiy 
case it would be possible to pay bat k in the same kind of commodity 
If corn be borrowed, corn might be |)aid back, with interest in corn, 
but the lender will often not wish to ha\ e things leturncd to him at an 
uncertain time, when he docs not muih need them, or when then 
value is unusually low, A boirower, too, may need several dilTeient 
kinds of articles, which he is not likely to obt.iin from one person, 
hence arises the convenience of borrowing and lending in one generally 
recognized commodity, of whidi the value \aiies little. Exei v peison 
making a contract by which he will rei eive something at a future day 
will piefer to secure the receipt of a commodity likely to be as valu¬ 
able then as now. This commodity will usually be the current money, 
and it will thus conic to perform the fumtion of a slandaul 0/ value. 
We must not suppose that the substance serving as a standard of 
value is really invariable in xaliie, but merely that it is chosen as (hat 
measure by wliii h (he xahie of future payments is to be rcgulatcil. 

It is worthy of inquiry whether money does not also serve a fourth 
distinct purpose—that of embodying value in a convenient form for 
convex ance to distant places. 

' Adapted by permission from \y S jevons. Monty and Ihe Mcihaniim oj 
Extlianf^t. pp 13-17. (D Appleton & Co , iSpS ) 
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It is in tlie highest degree important that the reader should dis¬ 
criminate carefully and constantly between the four functions which 
money fulfds, at least in modern societies. We are so accustomed to 
use the one same substance in all the four different ways that they 
tend to become confused together in thought. There is evident con¬ 
venience in selecting, if possible, one single sultstancc which can serve 
all the functions of money. It will save trouble if we can pay in 
the same money in which the prices of things are calculated. 

116. THE ROLE OF MONEY IN ECONOMIC ORGANIZYITON' 

The institution of money is inseparably linked with the whole com¬ 
plex of our soiial arrangements. Its part in facilitating market 
operations is so direct and evident that it is generally conceived 
of as a mere medium of established exchanges or a mere measure 
of predetermined values. Yet a little relleition shows that it 
permeates every as|)ect of economic life, conditions all economic 
activity, and brings to all things economic mutual commensur- 
ability. 

I. It facililal^'S economic calculation .—In an isolated agrarian 
community, composed of people possessing limited resources and 
loving the “simplit life,” few commodities will be |)roduced. Crudely 
measuring costs against returns, and goods against goods, the people 
will not formulate with any exactness a unit in terms of which values 
can be gauged. Such crudeness in calculation will finfl its counter¬ 
part in an economic order wdiercin the family is the economic unit, 
where there is little division of labor, where natural resources and 
personal talents are little (levclo|)ed, and where production and con- 
sum|)tiou are interdependent. But if rc.sourccs and talents are to 
be developed, if goods are to be produced to satisfy a larger range of 
wants, if t.asks are to be (h.stributed between individuals and com¬ 
munities, and if the.se are to be organized into a larger and more 
conptlex whole, a rather precise instrument for the calculation of 
values must be found. And, as the economic entity becomes larger, 
its uses of resources more inten.sive, its [iroducts more varied, and its 
agencies more inteidcpcndent, values must be calculated with more 
and more precision. 

' Acl.-ipted I)y [icrniission from W’. It. Hamilton, “The R 61 e of Money in 
Iwonomic Organization,” in Moulton’s Money and Banking, Part I, pp. 39-44 
(The University of Chicago Press, 1916) 
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2. It encourages ratioiia! economic judi^mcnt. —If one's economic 
world contains but a handful of tasks and goo<ls, he can, quite ration¬ 
ally and without complex (.ilciilalions, choose this rather than llial. 
Rut in a world in which his judgment is confronted :it e\ory point by a 
number of alternatives, and c\ery aitixity has pecuniarv conncitions 
witJi a large number of others, a deci-ioii is fiaught with diiTanllies. 
To 1)C rationally compared tlie allernaliees must be itshKeil to (]nanli- 
tative terms. Since their dilTerences are likely to be small, the 
determination of their values iei|iiiies pieiision. .Fah.ition is to he 
found in the “magic ritual of caknlation” based u[)on the “pei uni.iry 
unit.” The |)rcsence of such a unit, further, encourages the dec elop¬ 
ing of the “calculating mind,” wliidi the mediaecal man would h.ne 
regarded as an intelleitual curiosity but which the modern business 
man esteems a priieless treasme. It also stimulates the develop¬ 
ment and use of more c.x.act accounting systems and the ecclusion from 
economic judgments of non-pecuniary considerations. 

3. It permit-, the organization of comumption.—Wheri: an individual 
or a grou]) consumes its own |iroducts, it is a slave to its limited 
resources and its technical limitations. But under an oigani/ed 
pecuniary system this thraldom is broken. Imiicidual or gioiip, 
no longer compelled to satisfy all its wants, lan 1 house the tasks cvliii li 
re.sources or technical efl’niency suggest as most adcantageous. I'or 
his labor the individual receives, not the wlu at or the pig iron or the 
shoes which he has produced, but “generalized iiurchasing power.” 
For his con.sumption he chooses freely, .sjtending his jnircha ing 
power upon a large number of goods, quite obheious to his lack 
of technical versatility. For him consumption is thus differentiated 
from production and organized upon the basis of a rational calculus. 
Since other individuals arc acting likewise, the consumption of wealth 
by society is elaborated into a highly complex system. 

4. It permits the organization of production. —In an economic order 
without the division of labor, the “pecuniary unit” is unnecessary 
to the organization of production; but where siiecialization appears it 
is far otherwise. The single establishment uses divers kinds of 
laborers, a medley of raw materials, and quite varied industrial 
equipment. The costs of these and their proportions must be 
accurately gauged. Likewise the "production system” is a co¬ 
ordinated collection of specialized establishments that defies diagram¬ 
matic presentation. The individual establishment receives its “ raw 
materials” from many sources; its finished products become the raw 
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adjustments between produelidn and ronMiniplion and leaies tlie 
priec-structurc capable of snslainin" a vhicIv a'' liin'bK- inle^ialed 
as before. 

Theorganir.in" function of the peciiiii.in nn:t not i onlined to the 
present economic order. The jx'cuni.ui nnil is a lit conip.iiiion for 
such institutions as prieatc properle-, free loniract, pei uin.iiv lonipe- 
tition, and individual inilialiee. Hut il. onue would be ei|ualK 
indis|)ensable in a soiiety (|uilc unlike onis. I'nih'r ^oi i.disni, for 
instance, e\en tlioiinli the stale toid; the imli.iloe in [irodiii lion, lo 
guide its economic judgment it wonid n i|une ,i ine.uis foi deleinuniiig 
ibe qiianlilies in wliieli its vaiied gomb uue to be prodiued. This 
vsoidd requiie a means for e\ai I \ahuUon, siu h as could be foiiinl 
only in a proper accounling scslem, foi whnh llie |H'nii i.iiv unit 
must furnish tlie basis. .VicordiiigK we ni;n (omlude lh.it the 
pecuniary unit, the i)iiiKi]iai manifestation of money, is an tigeiu 
of prime im])ortaiKe in establishing and mainl.lining a conqile.v ei o- 
noniic order. 

ny. MONTY AM) ('M'l l'AL ACCTMI l.k'I ION' 

First, calf Illations on the basis of the "pe' uni^iry unit” aie nei e. 
sar)' to an a|i|ireciation of future values In a m um alcul.itiiig sm nu v 
few fiituie values will stand out. Tlieie is no w,i\' of me.isuiing x.ahies 
of varv'ing degiees of futurity. Hut the peiiiiii.iry i ah ulus e.isilv 
resobes these Not only does it pl.ue delniite values upon fuluie 
goods,lint It e'tiinatcs with considerable 111 miai \ then losl. lieiaiise 
of their assoiialion with the “roundabout” method of [irodiii I ion, 
the latter are varied and numerous. 'I'lie deterinimition of llieii 
values is further complicated by such Icabniial f.u m as replaiemeni, 
de])reiiation, and obsolescence. Conse(|nenliy an accurate aci oimlmg 
.svstein, based upon a precise unit, is neiessary to an appraisal of I be 
costs and values of future goods 

.Second, a ])ccuniary calculus is nei ess.ary to a r.it loi-al i omp.ii isoii 
of present and future values. Smb an iiisirunient enable, future, as 
well as present, needs to be Ir.iiisl.iied into “pines,” m wliidi form 
both can, in competition, make their appeals to the economii motives 
of man. The whole aggreg.ite of uses, present and future, to which 
goods can be put is reduied to an intelligible scheme. Thus rational 
thought can be taken both for today and for tomorrow. 

■Taken by permission from \V II ilnmilton, “.Money and C.t[utal .\reii- 
DUil.ilioii,'’ in Muiiiton’s Money a>ul> Banking, Part I, pp 32 34 (The Une.eisily 
of Chicago Press, 1916 ) 
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Third, accumulation and production of capital goods are organ¬ 
ized, as aggregates, into a comprehensive system. Under a non- 
exchangc system many, lacking means, will wish to invest; others, 
having means, will lack opi)ortunity for investment. But the system 
provides no instrument for bringing accumulations and o[iportunities 
together. But under the pecuniary system the processes of saving and 
technical investment arc sei)aratcd. The uses to whicli capital tan 
be put arc gathered together into a nicely arranged scheme. Likewise, 
potential savings are aggregated into a similar scheme. Through 
competition the two aggregates are brought into harmony at a “jtrice ” 
or a “rate of interest.” 

Fourth, the pecuniary calculus makes possible an intricate mecha¬ 
nism, which brings .savings and investments into a niier adjustment. 
There is created a co]n]ilc.x structure of savings ami investment banks, 
trust and mortgage companies, insurance associations, invcstmcnl 
companies, and underwriting syndicates, which together bridge the 
gulf separating the two. 

In these several ways an organization of society, ba.sed upon the 
“pecuniary unit,” furnishes both the incentives and the means for 
ca[>ital formation, t 

iiS. QUALIl'lLS OF A SATISFACTORY MONFY-METAI.' 

'To del ide upon the best material for money is a problem of great 
complexity because vve must take into account at once the relative 
importance of the several functions of money, the degree in whii h 
money is employed for each function, and the im|)orlancc of each of 
the physical qutditics of the substance with respect to each function. 
In a simple slate of industry money is chiefly required to pass about 
between buyers and sellers. It should, then, be conveniently jjort- 
able, divisible into |)icces of various sizes, so that any sum may readily 
be made up, and easily distinguishable by its appctirance or by the 
design imjiressed upon it. When money, however, comes to serve, 
as it will at some future time, almost exclusively as a measure and 
standard of value, the system of exchange being one of perfected 
barter, such properties become a matter of comparative indifference, 
and stability of value, joined perhaps to portability, is the mo.st 
important quality. 

‘ Adapted by permission from \V. S. Jevons, Money atui the Meehantsm of 
Exthon^e, pp 30-39. (D. Appleton & Co., 189S.) 
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1. Utility aiid value .—Since money lias lo be exchanged for valu¬ 
able goods, it sliould itself possess value, and it must tbcrefoie have 
utility as the basis of value. 

In order that money may perform some of il.s functions efiic iently, 
c.si)ccially tho.se of a medium of exchange and a store of value to be 
carried about, it is imjmrtant that it should be made of a substance 
valued highly in all parts of the world, and, if po-^ible, almost ecpially 
esteemed by all peoples. 

2. I’orlahitity .—The material of money must not only be valu¬ 
able, but the value must be so related to the weight and bulk of the 
material that the money shall not be inconveniently heavy on the 
one hand, nor inconveniently minute on the other. 'J'he portability 
of money is an iinjmrtant r|uality, not merely bei'ause it enables the 
on tier to carry small sums in the pocket w ilhout trouble, but be< arise 
large sums (an be transferred from jrlace to [ikne, or from conliirent 
lo conlineiit, at little cost. 'I he result is to secure an approximate 
unifotmiLy in the value of money in all parts of the world. A sub¬ 
stance whidi is \erv heavy and bulky in proportion to value, like 
corn or coal, may be very scarce in one place and overabundant in 
another; yet the supply and demand cannot lit equali/ed without 
great expense in carriage. Substances may be too valuable as well 
as too cheap, so that for ordinary transac tions it would be necessary 
to call in the aid of the microsco|)e and the chemical balance. Dia¬ 
monds, apart from other objeations, would be far too valuable for 
small transactions. 

3. Indedrmtihility .—If it is to be passed about in trade, and 
kept in reserve, money must not be .subject to easy deterioration or 
loss. It must not evaporate like alcohol, not iiutrefy like animal 
substances, nor decay like wood, nor rust like iron. Destructible 
articles, such as eggs, drieci codlish, cattle, or oil, have certainly been 
used as currency; but what is treated as money one day must soon 
afterward be eaten up. Thus a large stock of such perishable com¬ 
modities cannot be kept on hand, and their value must be very 
variable. The several kinds of corn are less subject to this objei tion 
since, when well dried at first, they suffer no appreciable deterioration 
for several years. 

4. Uomogencity .—All portions of specimens of the substance 
used as money should be homogeneous, that is, of the same ([uality, 
so that equal weights will have exactly the same value. In order 
that xve may correctly count in terms of any unit, the units must be 
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equal and similar, so that twice two will always make four. If we 
were to count in precious stones, it would seldom happen that four 
stones would he ju-^t twi(e as valuable as two stones. Even the 
precious metals, as found in the natne slate, are not i)crfeclly homo¬ 
geneous, being mixed together in almost all [)roj)ortions; but this 
produies little inconvenience, because the assayer readily determines 
the <|uanlily of each pure metal present in any ingot. In the pro¬ 
cesses of rclining and coining, the metals are afterward reduced to 
almost exactly uniform degrees of fineness, .so that equal weights are 
then of exactly eijual value. 

5. —Closely connected with the last property is that 
of divisibility. Every material is, indeed, mechanically divisible, 
almost without limit. The hardest gems can be broken, and steel 
can be cut by harder steel. But the material of money should be 
not merely capable of division, but the aggregate value of the nia,-.s 
after division shouhl be almost exactly the same as before division 
If we cut up a skin or fur the pieces will, as a general rule, be fai 
Ic.ss valuable than the whole skin or fur, except for a siiecial intended 
purpose; and the same is the case with limber, stone, and most othei 
materials in which fcimion is impossible. 

6. SUib'dity of valui -.—It is evidently dcsiiable that the currency 
should not be subject to lluctiialioiis of value. The ratios in which 
money exchanges for other commodities should be mainl.iined as 
nearly as possible invariable on the tiverage. This would be a 
matter of compaialively minor impoitance weie money used only 
as a measutc of values at any one moment, and as a medium of 
exchange. If all prices were alleied in like [iroportion as soon as 
money varied in value, no one would lose or gain, e.\(e|)t as re.gards 
the coin which he ha|;pencd to have in his pocket, safe, or bank 
balance. But, piactically speaking, as we have seen, people do 
employ money as a standard of values for long contracts: and they 
often maint.iin payments at the .same iiivari.ible rale, by custom 01 
law, even when the re.il value of the payment is much altered. 
Hence every change in the v.ilue of money does some injury to 
society. 

7. Coi^iiiziibility .—By this name we may denote the capability 
of a subslancc for being easily recognized and distinguished from all 
other sulcstancc'S. As a medium of exchange, money has to be con¬ 
tinually handed about, and it will occasion great trouble if every 
[terson receiving currency has to scrutinize, weigh, and test it. 
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Under cogni/^'ihility we may ])ni()crly include what has been aptK 
called impfc^sihtlity, namely, iho capability of a substance to reu'i\e 
such an im]>r(>sion, seal, or design as vliall estaldish its iliatailei 
as current tuom-y of ceitain value. W’e iiitghl more simply say lhai 
tlic material of inoiu') ''liouM \)ii <oinablf, so that a poi tion, being om e 
issued ac( oi.lmg to pioper rc'gulations with the impies^ of the ''(ate. 
may be known to all as good and legal ciniemy, ocjual m weight 
si/e, and value to all siiiidaily marked luneiiev. 

no A TVl'ICAb MONKI'VRV SVSPK.M- 

In the beginnings ot money-exchange, ihe money U''ed was litih 
more than ollicial ingots of one oi moie precious metals. Hut with 
the evolution of an elaborate i ommeii lal oidei. i! h“ pi imiii\e inonev 
has developed into a compile a led •'_\ lem ( on -i -1 ing ot se\ eml ditfei - 
ent kinds of money each adapte*! to a ’'pecial <iil ol work, but all 
embodying a common unit and ba-ed u[k>ii a (ommon standaid. 

The liisl thing to be noted m 'inli .i monet.u) s)sieiii is (lie 
Hint or p)ii!t'iptil (h iiioninuliio! and the .w/Ae/r/.m/Zt' denoniinaltoii'' 
rclatcil to the unit as multiples or liac iional [‘ai Is tin n ot In our 
system, the unit is a doilai, suboi dinate deiiommajion ■ aie I he (ent, 
dime, half-eagle, eagle, and double eagle In Great Hiii.im, (he unit 
is a pound or so\e!eigii, in brame, a fiane, in (n'linany, a maik, 
in Ru.ssia, a rouble, and so on 

Next after the diheient deiiommadoiis of a moiietar}' sysiein 
comes the ulmh is piojierly delined as that icIikIi ji\< \ (hr 

value of the unit In the United Slates, (he ultimate slaiidaid is a 
lump of gold weigiiing 23 22 gi ains juire or 258 giaiiis w hen alloyed. 
Whatever value such a lump of gold has, the dollar aKo ha^ Jf the 
value of the luinj) goes up, so also does that of the doiku. 1 he leki- 

lion of the monetary standard to (he s^-umi is closc-l} analogous to 
that of the standaid of lipuid measure to that system. I hat is, just 
as 8 33 pounds of pure water determines wh.it shall be llie \oluiiie 
of a gallon measure, so 25 8 giains ol gold deleimines what sh.dl 
be the \aluc of a dollai. 

'The monetary stock-the actual money—consists of 'b’/ulni'l 
money and several ^uboidiihito moneys ht.imlard money is llie kind 
which immediately fixes the \alue of the unit, and in terms of wlm h 
other moneys are reckoned. In a typical modern system, its most 

‘ Taken by }>crmbdon from F. M. Taylor, Vroiciples oj Economics, j)p. 131-32 
University of .Michigan, 1916 
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distinctive marks are the legal prerogatives of free coinage and full 
tender for debts. The chief subordinate moneys are, in our system, 
legal-tender treasury notes, bank notes, silver dollars and their cer¬ 
tificates, and subsidiary coin—fractional silver, nickels, and coppers. 

The legal-tender treasury notes are a quasi-standard money, i.e., 
they do more or less fully the work of standard money. Without 
them all institutions needing to keep reserves of money to pay 
demand obligations would have to keej) standard money for this 
purpose. As it is, such reserves largely consist of these treasury 
notes (in England, Bank of England notes). 

Bank notes, silver dollars, silver certificates, and subsidiary coin 
constitute the major part of the ordinary circulating money, the 
money actually directly u.scd in the conduct of business. Sub¬ 
sidiary coin has the following characteristics; (i) being made of 
metal different from that which is the standard, (2) being short in 
weight, (3) having its coinage limited, (4) having its legal tender 
limited, and (5) being redeemable. The first characteristic is neces- 
s;iry to secure convenience in size; the second, to keep this kind of 
coin from hein^ melted; the third, to keep it at par; the fourth, to 
himlcr it from displacing, the standard and to shut out forcing excessive 
quantities of it on creditors; and the fifth, to relieve the public of any 
excess, as also still further to insure the jiarity of this kind of money. 

The silver dollar is more or less of an anomaly in our system, 
having full legal tender but not being freely coined. In effect, it 
acts as a subsidiary coin of large denomination. 

C. Credit and Credit Instruments 
120. CREDIT AND ITS FUNCTIONS 
A' 

It is often stated that modern industrial society is a credit society, 
the implication being that credit is the most significant factor in the 
present-day organization of industry and commerce. “ Credit is the 
life-blood of commerce,” “Credit is the heart and core of the modern 
business structure,” are other common statements emphasizing the 
tremendous importance of this phenomenon that is called credit. 

While credit may be readily enough defined, an understanding of 
its real nature and significance is not so easily gained. It is a concept 

‘ Adapted by permission from II. G, Moulton, Principles of Banking, pp. 13-13. 
(The University of Chicago Press, 1917.) 
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rather than a visible something; or pcriiaps one might better say that 
it is incoqwrcal rather than tangilile. It is theiefore an elusive [the- 
nomcnon: "Now you see it anil now you don’t sec it." At any rate, 
the student usually has at first no little (iitlkulty in gras|iing its cs.sen- 
tial nature. In particular, credit is very often confused with the 
imtrumenls of credit. One can sfe a check or a |iromi.ssory note, and 
such instruments are therefore likely to appear as the very essence 
of credit. They are, however, merely evidences of the antecedent 
credit process or transaction and as such are quite irrelevant to credit 
itself. 

The subject may best be undcrstoivl through a study of the reasons 
for giving and receiving credit and an analysis of the many ways in 
which it manifests itself in our everyday business activities. It will 
be found that, whatever tlie partic ul.ir ciassilication, all credit ojicra- 
tioiis involve at bottom a common iiiinci]ile, though there has been 
niuch discussion as to just what this bust', of credit is -a discu.ssion, 
however, which apiiears to have been largely due to a loose or ditler- 
ing use of words. 

But while the granting of credit always involves a similar sort 
of analysis, there emerges, in the use of the funds or goods borrowed 
on credit, a sharp differentiation, one that is fundamental to the entire 
study of banking: namely, the distinction between commercial and 
investment credit. The one is related to the process of manufactur¬ 
ing and marketing consumers’ goods, converting raw materials into 
finished products in the hands of their final consumers; the other, to 
the creation of aqiital goods, machinery, tools and equipment, stores, 
factories, railroads, etc. The former usually gives rise, because of 
the very nature of the operations, to short-time credit instruments, 
notes, drafts, checks, etc.; the latter as a rule to long-time credit 
instruments, stocks, bonds, mortgages, etc. 

B- 

The fundamental notion in credit, as the name implies, is trust 
or confidence, but this characteristic obviously needs limitation; for 
the buyer of an article must always repose some confidence in the 
dealer even when the tran.saction is for ca.sh, and the practical rule 
is caveat emptor. There emerges then as the second principal charac¬ 
teristic the idea of deferred payment, taking payment in the widest 
12' Adapted by permission from I.,S. Nicholson, "Credit," in Paigrave’s Dtc- 
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sense of the term. A credit transaction involves time before it is 
completed; that is to say, a commodity, or the use of a commodity for 
a time, or some kind of service is rendered now, whilst the reciprocal 
service or commodity is given after a specified interval. 

Much controversy has taken place as to the distinction between 
capital, in the sense of production capital, and credit. The indi¬ 
vidual merchant or manufacturer regards his credit as one of the 
[irincipal recjuisitcs in carrying on his business. A manufacturer 
with good credit can at once expand his business to meet a growing 
demand, whilst his inferior in mercantile standing must proceed more 
slowly. It thus appears that, from the individual point of view, it 
is naturally regarded as giving increased productive power. Then, 
as so often happens in economics, a simple summation is made of the 
advantages of individuals, and credit comes to be regarded as part 
of the national (production) capital just in the same way as a national 
protectionist policy is fallaciously constructed from considering the 
gains to |)articular prolectcd industries. It is evident, however, thal 
in its sim])lcst form, so far as production is concerned, credit cannot 
directly increase the actual means of production which are poten¬ 
tially at the serv'ire of a nation, but can only transfer the right to 
use these means from one member of the community to another. 

But, although a sharp distinction may be drawn logically between 
exchange and production, it is obvious that in a modern industrial 
.society exchange is [iractically a necessary part of production. For 
w'ithout exchange, division of labor, which is fundamental in pro¬ 
duction, could not be carried out, and without credit, exchange itself, 
in the irrcsent state of society, could not be elTected sufliciently for 
division of labor. Accordingly, so far, a well-organized system of 
credit may be regarded as one of the productive forces of industry. 

At the same time, however, it seems useful to retain the old dis¬ 
tinction so shar|)ly emphasized by Ricardo, M’Culloch, Mill, etc , 
between the actual material (production) capital and the mere trans¬ 
ference of the right to use that capital. If this is done, it will still 
be open to the economist to point out the different methods by which 
indirectly credit tends to increase production and also the accumula¬ 
tion of capital (in the narrower sense), (i) By means of credit capi¬ 
tal finds its way into the hands of those who can use it to most 
advantage, as is shown in the increased discount of bills w'hen a 
trade begins to flourish. (2) By means of credit also the amount of 
national capital available for production is increased. Those whose 
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saviiifjs would be too small (e.g., the working classes) if used alone, 
and those (e.g., tJie professional clas'-es) wlnuannol use tlicir wealth 
in material production, ate enaliled by rreilit institutions atul all 
kinds of joint-stock associations to add to the nie.ins of [irodm lion. 

Credit is evidently essential to the full development of compe¬ 
tition, and the growth of credit is historically one of the most markeil 
characteristics of tlic [irogicss of society from status to contract. 
In nearly all contracts there is a deferred element on one side at 
least; in other words nearly all contracts involve credit, ami thus 
again, indirectly at le.ist, ciedit, by giving pl.iy to freedom of con 
tract and comitetition, incicases iiroduction 


in. Tlir. HAMs 1)1' ( RKDl P 


There has been a long-c ontmned disc us ,ion over the basis ol 
credit ojrer.itions, that is, the le.isons why credit is e.vtended by om 
person to another. ()ne pni I v to tlie contioversy has stoutly insisteii 
that coiijidciiic is the basis of ,ill grants of credit; that if one clnl not 
have confidence that a boiiower would repay a loan he wotihl novel 
think of making the lo.in, unless perchance for person.il or philan¬ 
thropic reasons. Others have held that property, latlier than con 
fidence, is the basis of all genuine credit transactions. Without 
altem[)ting to analyze the causes for this aiiparent dirfereiic e in v lew, 
a tabular cvhibit of the points usually investigated before ciedii is 
e.vtended by up-to-date business concerns will show lli.it while kiii- 
fidcnce must exist before a loan will be granted, such conlideiice is 
based in part on the borrower’s property and iii jiart on his jiersoiial 
characteristics. 

The customary matters investigated may be grouped in two 
general classes as follows; 


I'cki.cim.m: in Oiah 

a) Record for honest de.ihng 

b) Peisonal haiiits 

1. Church afliliations 

2. Gambling and drinking tend¬ 
encies 

3. Political ambitions 

4. Style of living; wife’s social 
ambitions 

‘ Taken by jiermission from II. G M 
(The University of Chicago Press, 1917.) 


rtli OF liOKKcjUEK 
Reputation for ability 
I Coninion sense ami slnewdnc-s 

2. Age ami general eviic-ncme 

3. .Slicc'ess in tills line of business 

4. Success in other lines of busi¬ 
ness 


I, Principles of Banking, pp. 15-16. 
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Pertaiotno to Character of Business 

a) Ratio of quick assets to current d) Rate of turnover of stock 
liabilities e) Location of business, and char- 

i) Amount of capital invested and acter of com[>ctition 
proportion owned /) Insurance carried 

f) Character of stock of goods 

It will be apparent that these points are not entirely unrelated. 
A man of excellent business ability, for instance, would have his 
business properly organized, and on the other hand, if it were found 
that a business was poorly equipped and managed, it would be cer¬ 
tain that the man’s business experience or business ca])acily was 
strictly limited. Investigation of these two kinds, however, usually 
serves to furnish a more adequate basis for a sound judgment of the 
risks involved. Perhaps one may conclude from thi.s analysis that 
before deciding to extend credit one should at any rate have ccuji- 
(lence in two points: (i) in the ability of the borrower to pay as 
[iromiscd; and (2) in his willingness or intention to pay. One is a 
matter of property and business ability; the other a question of 
honesty and bujiness reliability. 

122. THE DEVELOI'MEN'l' OF FORMAL CREDIT' 

From the point of view of credit, iudustiial development may be 
divided into five stages. Wheat-growing may be taken as rudely 
typical of tlie development: 

I. In the first stage the wheat-grower is practically isolated from 
the rest of the world, tlirown entirely on his own resources. Wheat 
does not satisfy all his watits. He must, therefore, after producing a 
certain amount of wheat, shift his labor to the production of other 
things. Credit has no place in such an economy. 

II. In tlie second stage our farmer has a few neighbors—a black- 
smitli, a shoemaker, a tailor, a storekeeper, a school-te:uhcr, a par.son, 
and tlie editor of a country newspaper, The farmer has learned 
that he gets a greater surplus utility by producing more wheat than 
he needs for personal uses, and bartering this excess with his 
various neighbors in return for their goods and services. The wheat- 
grower has now taken the first and most difficult step in industrial 
civilization. 

' Adapted by permission from Sidney Sherwood, “The Nature and Mechanism 
of Credit," Quarterly Journal of llconomics, VIII 116-67. 
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III. In the third stage regular markets for wheat and other goods 
have become estal)lishc<l, and money is in common use. Our farmer 
sells his surplus wheat for money, and afterwards buys the desired 
goods with money. There is no essential diflerence between this case 
and the last. I’hysirally, gold coin is imperishable; wheat is not. 
This is an atlvantage. Psychically, gold coin is a claim upon all men. 
.\o one in the market will refuse it. .Money is generic, not spetilic. 
Thi,s is another advantage. The bullion, as collateral, is much better 
than wheat. This is still another advantage. 

IV. In the fourth stage our farnter believes that, if he had more 
capital, so as to enlarge his operations yet farther, he would still 
gain. His neighbor, also a wheat-grower, now getting old and wish¬ 
ing to retire partially from active business, lends him $1,000 worth 
of capital in return for our farmer's note, p.ayable in a year. There is, 
furthermore, at the nearest village a grain-dealer who also deals in 
agricultural supplies. Our farmer, from time to time, buys from him 
various articles needed “on credit” and brings him wheat from time 
to time, for which he receives credit. He has now become a formal 
debtor as well as a formal creditor. He has given e.xprcss, definite, 
legally enforceable promises to other men to pay theirfat a future time 
certain amounts of wheat or money. These credits, book credits or 
promissory notes, I call “formal” credits. 

He will be able to borrow so long as he proves his ability to jtay 
more for the use of capital than its owners will gain by using it them¬ 
selves. Thus the “credit” which will be given to our farmer will 
depend upon his industrial worth as a manager of capital, and thus 
the c.apital of society tends to get into the hands of the competent 
managers. 

V. This is the most highly developed stage of industry, with 
credit organized in banks and banking systems. There is no need 
to describe the familiar processes of banking. In the further >-petiali- 
zation of industry due to credit a special class of dealers in credit 
instruments themselves has grown up. 

Credit, to attain its highest usefulness, must be capable of easy 
generalization. This is accomplished mainly in two ways: (i) by 
expressing credits in terms of money, which is generic; and (2) by such 
an organization of credit instruments and credit institutions that the 
owner of personal industrial capacity may readily exchange his indi¬ 
vidual credit, a purely specific thing, for wider credits. The banks do 
this, and the great banking systems which have grown up in the 
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present century carry the process still farther. Our national bank¬ 
ing system realizes in a marked degree the idea of universalizing 
individual credit. A man getting his note discounted by a nation.il 
bank has at his disjrosal a credit which is everywhere accejtted, and 
this, too, with a remarkable economy of gold money as a reserve. 

123. THE VARIOUS KINDS OF CREDIT' 

The divisions of credit have been classified as follows: Public 
Credit: Capital Credit; Mercantile Credit; Individual or Personal 
Credit; and Ranking Credit. 

By Public Ciedit is meant chiefly the borrowing operations of 
governments, whether national, state, or local, through the issue ot 
interest-bearing securities. The government promises to pay inlerest 
on a bond from year to year and to rep.ay the principal at some staled 
future date. The imrchascr of the bond accepts the governnienlK 
promise of intention to pay and has faith in its ability to keep that 
promise. The government by means of its credit is therefore able 
to secure funds for present needs. An issue of paper mo.aey by the 
government is anollier example of a credit operation. Even without 
any fund for red'eniption i)urposes an issue of ])a])er money will not 
for a time deprec i.ale to worthlessness; a promise of ultimate redemp¬ 
tion will give it some value so long as faith in the word of the goxern- 
ment is not entirely shattered. .\t any rate, a partial laoeree in 
coin, as in the case of our greenbacks at present, will maintain the 
value of paper currency. To the extent of the uncovered issue we 
have a pure credit currency. 

By Capital Credit, or Industrial Credit, to employ another term, 
is meant the credit used by corjioralions in procuring the necessary 
capital required in their business operations. Tlie cor|)oration agrees 
to return to tlie purchasers of its bonds at .some future date the equiva¬ 
lent of the funds borrowed, with interest. The bondholder thus 
extends funds to tlic corporation because he believes the credit of the 
corjioratioii is good. Tlie purchaser of stock, also, trusts his funds to 
tlie managers of a corporation, and it is understood that lie is to 
receive dixidends in the future (if oariied) and ultimately, if the busi¬ 
ness is liquidated, a leturn of his share of the capital. There is the 
obvious dilTcrcnce between a holder of stock and of bonds that one is 
an owner and tlie other a creditor, that tlie returns to the one are 

' Taken by permission from II. G Mmillon, Prificij)Us of Banking, pp. 16-21_ 
vThe University of Chicago Press, 1916.) 
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wholly contingent, and to the other definite, in so far as the mortgage is 
adequate. But credit, through llio entrusting of one's funds to a 
third party, is an csscnti.d element in hoth. 

Mcrranlile Credit is the credit used by jirodueers, wholesalers, 
commission merchants, retailers, etc., in connection with the manu¬ 
facture and sale of commoditic.s, that is, with the movement of goods 
from first producer to ultimate consumer. For instance, a manufac¬ 
turer who buys raw materials to be made into finished commodities 
may agree to pay the producer of the law matcn.ils onh after he h.is 
sold his product. He has thus been ‘'trusted" bv the |iioducer, 
there has arisen a “time obligation,” a future p.i\ mciit. Or the maun 
facturcr may at once jiay the producer with cash, procuring the cash 
by a loan from the bank, which he promises to rejiay after the goods arc 
manufactured and sold. In this case he has used his credit with the 
bank instead of with the producer of the raw inateri.iK, but it is 
obvious that the nature of the oiieration is the same. wholesaler or 
retailer may likewise ])urchase the goods he wishes to sell, on time, 
or on funds bonowcd from a bank, as the case may be, agieeing to 
repay the loan after the goocls aie sold. 

Mercantile Credit is to he ciislinguished from Capital or Indusiii.il 
Credit by the character of tire business wliich cmplocs it and the 
nature of the use to which the funds are put. /\ chararleiistic 
feature of Mercantile Crcilit is that it usually runs for a short time, 
wliercas Industrial Creefit is usually extended for long peiiods. Mer¬ 
cantile Credit is re]jresented hy promissory notes and bills of e.xcliange 
rather than by bonds or stock certificates. 

Personal or Individual Credit obviously takes its name from the 
fact that it is connected with individuals rather than with public 
or private corporations. It is tin; means by which an individual mac 
secure goods for consumption |)urposes without an immediale jiay- 
ment of cash. The laborer who settles his bills on the weekly I>ay 
dav, the salaried man who pays by check at the end of the month, 
and the farmer who settles his account at the village store when he 
sells his crops are cases in point. Personal Credit is distinguished 
from other credit in part by tlic character of the security furnished 
by the borroever and in part by the use that is made of the things 
borrowed. The basis of the security is an indirect one, consisliiig 
primarily, not of actual property in hand, but of a recognized earning 
power from personal or professional services. The things borrowed 
are generally used for immediate consumption rather than for further 
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production. Such credit is therefore often called “Consumption 
Credit.” It is also sometimes spoken of as “ Retail Credit,” because 
it is used primarily in retail transactions. 'I'liis, however, is con¬ 
fusing, because such a term miglit mean the credit of the “retailer” 
himself. 

Personal Credit is usually extended without requiring a deposit 
of collateral as security and even without a written promise to pay in 
the future. A promise is, however, implied, and the entry on the 
books of a retail store is the evidence of the credit transaction. 
“Book Credit” is a name commonly used in this connection; hut this 
name describes not so much the character of the credit operation as 
the manner of “evidencing” the credit transaction. The credit on 
the books is an evidence that a personal credit has lieen granted. 

The fifth form of credit has been called Banking Credit. As is 
well known, banks furnish funds to borrowers of every description; 
it is to tlic banks that one in need of credit naturally turns. But by 
Banking Credit is not meant the credit extended to individuals, cor¬ 
porations, merchants, and governments. Such forms of credit fall 
within the classifications given above. The essence of Banking Credit 
may be discovernl only in tlie answer to the question, Wliere do the 
banks procure the funds which they loan to the business world? 
These funds are ))rocured in part from the banks’ own ca|)ital, and 
in part from the funds that have been left with them by individual 
depositors; but in the main it is through the u^e of their own 
credit. 

A bank uses its own credit in much the same way as does an 
individual. A man who is responsible morally, who has a reputation 
for business honesty and aliility, and who has security in the form of 
commodities that enter into trade, is able to borrow on his credit. He 
uses his good name and his property as means of securing funds for 
immediate use. A bank likewise, if it possesses the conlidencc of the 
community, is able to extend its business by means of its credit. The 
simplest use of its credit is found in the entrusting of funds by deposi¬ 
tors with the bank—for safe-keeping or use, as the case may be. 
There is a more important way, however, in which our large com¬ 
mercial banks use their credit. A bank with Sioo,ooo cash on hand is 
able by means of its credit to do a business equal to five or six times 
this amount. This is accomplished through borrowing on its credit. 
Just as a government borrows when it issues paper currency, so a bank 
borrows when it creates obligations, either in the form of bank notes 
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or deposit accounts against which diecks may be drawn. The 
ordinary commercial bank usually owes on demand several times the 
amount of its cash. A bank is safe in thus extending its obligations so 
long as tlie management is ellicient and the resources other than ca.sh 
are ample. There are some si>ecial problems involved in Uie use 
and control of Bank Credit, but in essence it docs not differ from the 
oUier forms of credit that h,avc lieen enumerated. 

Viewing credit ajiart from particular groups of persons or organi¬ 
zations, sucli as governments, coiporations, wliolesalers and retailers, 
banks, and private individuals, two distinct ty^ies of credit may be 
distinguished, namely, commercial and investment credit. This clas¬ 
sification is of the foremo.st imiiortancc from the st.iiid|)oinl of eco¬ 
nomic analysis and a clear understanding of the jiriiu iples underlying 
the various forms of banking operations. 

Investment credit is that whiih is used in the rmancing and 
development of business enterprises such as railroads, factories, work¬ 
shops, stores, farms, and mines. Tiio funds borrowed are investeil 
ill fixed or durable forms of capital goods, as distinguished from con¬ 
sumptive goods. In consequence, the borrower does not e.xpecl to 
be able to re[)ay the loan within a few weeks or tilonths; rather, he 
|)lans to pay the [irincipal of the loan out of the accumulated earn¬ 
ings of the business in the course of several years. 'I'he lender, 
similarly, regards such a disposal of his funds as permanent, lienci* 
the term iiivalmciit. 

Commercial credit, on the other hand, is useil in linaiic ing the 
manufacture and marketing of goods, and it Inis to do only with con- 
sum])tive goods. It is only another name for the mercantile credit 
described on a previous page, viewed from another angle - that of 
the use to which the funds borrowed are put. Unlike the borrower 
of investment funds, the borrower here wi.shes to use his funds only 
temporarily. A concrete case will .serve to illustrate the dilfereiue: 
A borrows, let us say, Sio,ooo and |mrchases a slock of goods with the 
money. Two months later he sells these goods for $11,000, or at a 
profit of 10 ])cr cent. The goods purchased thus furnish the direct 
means of liquidating the loan. The borrower for investment [lurposes, 
on the other hand, invests the $10,000 in a factory. He does not con¬ 
template selling the factory witliin a few weeks or months. On the 
contrary, he o\|)ects to use the factory for many years in the manu¬ 
facture of commodities. It m.ty lake ten ycxirs or more before the 
accumulated profits will permit the repayment of the principal of the 
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loan. The latter is a long-time process, requiring years for fruition; 
the former a short-time operation, carried to completion in a few weeks 
or months. It is by means of the former that industries are developed 
and continued; it is by the latter that the manufacture and marketing 
of goo<is are accomplished, that commodities arc transferred through 
|)ur(hase and sale from the original producer to the hands of the 
ultimate cotisumer. 


124. TYI’KS OF t'OM.MERCIAL CREDIT IX.STRU.MEX'FS' 

promissory note is an unconditional written promise by X (the 
mtiker) agreeing to pay, either on demand or at :i delinite future date. 


A TKO.MISSORY NOTK 


CZ,U. 




7- 


THE National City Bank of Chicago 


- DOLLARS 


t/V--' ■ --r:- 

al lU Bonking Houm In • *ik-ago Illinois, with InWwl AFTER MATVKITY al the ralt of seven per cent per 
annum until paid and with eosts oicollcftlon and a rtasonabU atlomry lee If nolpaldol molurltg Pmtnlmtnl 
and demand for pai/mgnt. notice of non paymenl proint and notice of proleil are eoih and all hereby uialoed by 
the makrn. endorsers and guoranton Jointly and severally Any Indebtedness owing from said bank or ieyal 
holder her^ la the undersigned or fo any endorser or guaranlor may be approprialeif and applied by sold bank 
or legal holder on this note at any lane ellher before or after maturity of this note and without demand upon or 
notice to any one 


-AA 




tr sum of motley to V (the payee) or to V’s order or to bearer. It 
may or may not designate the jilace at which payment is to be made. 
I'romissory notes may be issued by institutions and governments as 
well as by individuals. Bank notes. United States notes, certificates 
of deiiosit, etc., are forms of the promissory note. 

To indor.se a note the paj ec writes his name across the back of the 
instrument. This act makes the payee, like the maker, responsible for 
the payment of the note. Notes ma>- also be indorsed by third parties, 
thereby adding to the number of those responsible for the pax'ment 
of the note. Notes which show only one person responsible for the 
payment are called single-name jiaper. Those which liave two or 
more signers arc called double-name or three-name paper. 

‘ 'I'.iken l)y permission from H. G. Moulton. Pnticipla 0}Bankiitp, pp. 32-35. 
{'tile Unii'ersity of Cllieago Press, 1916 ) 
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A bill of oxcliaiigi' is an uncondilional written oiiler, signed by X 
(the person giving the order the drawer), ordering Z (the drawee) to 
pav, either on denitind or ;il :i delinite future date, a sum of nionev 



to Y (the payee) or to V’s order or to bearer. 'I'he drawee may indi¬ 
cate his willingness to honor it by signing his name to the word 
“accepted)' written across the face of the bill. 
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liills of exchaiiRe arc of two kinds foreign, and domestic or inland. 
A foreign bill is legally defined as one the drawer and drawee of which 
live in different countries or different states, while a domestic bill is 
one both parties to which live within the same slate. Business 


A l OKEKI.N' IIH.I. OF L.XCIIANGK 



custom, however, warrants our using the term Jomcslh hill foi all bills 
when both [lartins live in the United Stales, regardless of state lines. 

'I'licre is likely to be some confusion as to when to use the term 
lirajt. Draft and hill of e.xchange are often used interchangeably. 


CASItlER'S CIIKC'K 



Bor instance, we speak of drafts on London and bills of e.xchange on 
London, and w-e say New York exchange and drafts on New York. 
In the business world, however, there is a growing custom of using 
the term draft w'hcn speaking of domestic transactions, while one more 
freciucntly hears the term bill of excJiangc in connection xvilh foreign 
transactions. 
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Bills of exchange may be chosihed acconling lo whellier or not the 
parlies to the order are bankers, .\ banker's draft is an order drawn 
bv one hank and paxabic by another. It is not necessary, however, 
that the party to wliom it is pax.dde be a bank. In the case of 
individual or trade bills of exchangi' the ]u\ee max be the drawer 
himself as well as a third jxarty, 'I'he payee may also be a bank. The 
second party, the dr.iwee, may likewise be :i bank, in xvhixh ease Ihe 
bill of exehange is in the form of the familiar i Imek ilrawn by .a person 
a,gainst his deposit aceount in a bank. 

Bills may be classiiied according to xxhelher or not they aiise out 
of aetu.d commercial transactions. Hence we have bankers’ or 
Unance bills, trade or commercial bills, and accommodation bills. 


I'l HsO\ M, II \Sk c HI ( K 



Bankers’ bills are used merely as a means of making payments and 
transferring balances and arc secured by the reiiutalion of the bank 
that draws them, A commerci.il bill aiises out of an actual sale of 
goods, and is secured, not only by the general responsibility of the 
draxver, but also bv the goods which have been exchanged for the 
purpose of .sale. Accommodation bills are bills xvhich do not arise 
out of any l)u,sines,s transaction already concluded, though there may 
be an intention to purchase goods xvith the funds procured, 

Tn order lo illustrate the use of these instruments, suppose that X 
has bought a bill of goods from V, X may itay in one of several ways: 
(i) He may ‘‘pay cash,”,and this may be in bank notes, United Slates 
notes, gold certificates, etc, (2) He may give Y a check on his (X’s) 
bank, (3) He may draxv and deliver a bill of e.xchangc on Z payable 
to Y or Y”s order. In such a case Z is presumably a debtor to X, 
(4) He may.give Y a promissory note. This will merely defer actual 
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payment. (5) He may “accept ” a bill of exchange which Y has drawn 
upon him. This also merely defers actual payment. (6) He may 
transfer to Y some check or promissory note or bill of exchange which 
some other person (say V) has drawn to X’s order or to bearer. (7) He 
may buy from his banker a banker’s draft drawn (on some other 
banker) in favor of Y. (8) He may buy from his banker a cashier’s 
check. 

125. THE INCREASING USE OF COMMERCIAL CREDIT 
INSTRUMENTS' 

1. The volume of business that can be done by credit paper 
depends on several circumstances. Obviously, in the first place, it 
depends upon the banking facilities of the country. If the banks are 
widely distriliuted, if they are willing to deal in transactions small 
enough to be within the reach of large numbers of people, many more 
transactions will be settled through them than would otherwise be the 
case. This fact undoubtedly e.xplains in large measure the develop¬ 
ment of what may be called the “banking habit” among the people 
of the United States. Undoubtedly our ])eople pay by check much 
more commonly 'iind much more largely than people of any other 
country. 

In the next place, the density of population is, of course, an impor¬ 
tant factor in the growth of credit e.xchanges. A larger volume of 
business is settled by bank paper in a commercial center than in an 
agricultural community, even though the jrroportion of total business 
thus settled may not be larger. 

Finally, the general education and intelligence of the mass of the 
people is an important factor. Men do not use banks unless they have 
confidence in them, and they have come to be regarded as a settled 
part of the ordinary commercial mechanism of the community. 

2. It is very clear that a large proportion of the business of the 
country, even in the retail trade, is done by means of credit instru¬ 
ments. We are justified in concluding that 50 or 60 per cent of the 
retail trade of the country is settled in this way. Over 90 per cent 
of the wholesale trade of the country is done with checks and otlier 
credit documents. We may therefore safely accept an average of 
80 to 85 per cent as the probable percentage of “business of tliis country 
transacted by check. 

* Adapted from David Kinley, Use of’ Credit Instruments in Payments in the 
United Stales, passim. National Monetary Commission, 1910. 
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3. The amount of money released by our credit transu■tioll^ is 
not equal in amount to the \oIunie of credit insirunienls, lor there 
must always be enough to settle the uncaiiceled balaiues railed for 
in money from day to day. 'I'lie amount of money displ.iced is the 
difference between the amount that would be needed in a |niu‘lv 
money regime and the amount needed to pay the niuani eh d balaiu es 
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of the credit transactions. Tt is im|)ortant to note that an ini rease 
in the volume of credit transaitions does not ncce.ssarily mean llial 
we must get a proportionate iiu rease in our reserve of money. l'.\ei \ 
refinement of the credit mechanism makes it possible to do a larger 
volume of business on the same reserve. 

4. The fact that so large a jiroiiortion of business is done with 
credit paper may or may not be a good thing. Whether it is or not 
depends on circumstances. If any part of the country is compelled 
to use checks because of the lack of currency, when it would prefer 
the latter, the situation is an evil. 
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In the next place, the settlement of a very large proportion of 
exchanges hy means of credit paper introduces a delicacy of character 
into the trading mechanism of a community which may cause it to 
be more easily upset. The larger the volume of credit settlements 
in proportion to the volume of money settlements, the greater the 
panic when confidence breaks down and the balance of canceled credit 
transactions thereby is made larger. A breakdown of confidence 
means an increase in the amount of transactions that must be settled 
by ready money. Therefore it is not a safe condition for the country 
to have the amount of actual money so small for its retail transactions 
that, when confidence fails, the strain on it will be severely felt. It 
would be belter for the country to have a smaller volume of credit 
transactions and a larger volume of direct money payments. If the 
habits of the people jircclude this, then there ought to be some means 
of sii[)plying additional currency when credit as a means of payment 
diminishes. This currency ought to be as safe and as uniform as the 
ordinary currency and it should be capable of being quickly emitted 
and recalled. That is, it should possess elasticity. 

5. Such evidence as there is seems to indicate that payment by 
check has shown t.n increase during the past few years; 

a) In the first place, the returns of our reports show a larger per¬ 
centage in retail trade. 

b) The prosperity of the farmers in the Central West has enabled 
many to have bank accounts who fifteen years ago could not carry 
balances. 

c) The third evidence is found in the growth of the number of 
small banks, cspeci.dly in the country districts. Since national banks 
have been permitted to establish themselves with a capital of $25,000 
their number has increased. 

d) The appearance of a considerable proportion of checks in the 
deposits of mutual savings banks is also, to some degree, significant. 
Of course the credit documents received in the de]>osits of these banks 
may be to a considerable extent money orders. Nevertheless their 
deposits show a certain use of credit paper by the patrons of these 
banks. 
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126. TYPES OF INVESTMENT CREDIT INSTRUMENTS- 
(BONDS) 

A comproliensive basis for tin- riassirualioii of bonds is not to 
bo found in the bond lists nor in unront market reports. The names 
and classes thus arranged are for [uirposes of eomeiiient reference 
and usually follow the ])ractice of the local e\ihaiige. (ienerally 
speaking, bonds recciee their lilies from one or more of the following 
characteristics: (i) The chai.nter of the coiporation using them; 
(2) the puriio^e of issue, f,;) the n.ilure of security given tor iMvinent; 
(4) the terms of payment, ami (=;) e\ idente of ownership and transfer. 
The first of tlie.se five cliarai lei bln ^ is used as a basis for general 
classification. 'I'hat is to say, (|uolatioiis arc usually arranged under 
the following heads: 

(iovernment slate anil national. 

Municipal and county. 

Railroad, e.xpress, and steamship com])anics. 

'I'raclion coniiianies. 

Gas, electric light, and water companies. 

Bank and trust (ompanie^ 

Investment com[)anies. 

Indusi rials. 

Mining companies. 

Mi.sccllaneous. 

ci-ASsiFic\I'lli\ .MioKDiMi 10 punrosr. of issuf. 

Among the many c'arietiis of bonds which take their names from 
the purpose of issue the following may be noted: 

Adjustment bonds, bridge bonds, coiisirui lion bonds, consoli¬ 
dated bonds, car trust bond-, dork and wharf bonds, e(|uipment 
bonds, estciisicin bonds, founders' bonds, ferry bonds, general bonds, 
ini])rovemenls bonds, interim bonds, interest bonds, purchase money 
bonds, refunding bonds, leorgani/ation bonds, revenue bonds, subsidy 
bonds, terminal bonds, tunnel bonds, teni[)orary bonds, unified bonds. 

CLASSIFICATION OF UOXDS ACClIKDI.NG TO lilt; ( IIAKAI IER OF SECURITY 
FRO'.IIU I) FOR PAYMENT 

From the point of view of the security given fur payment, bonds 
fall into two general classi s, c i/., (i) unsecured, and (2) secured. The 

‘.Adapted from F A Clewcl.iiid, ‘Classifiiation and Description of Bonds’’ 
Atiimls oj the American Academv oj I'altUcal and Social Science, XXX, (1907) 
400-411. 
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secured bonds may again be divided into two general classes, (a) those 
having personal security and (b) those secured by liens on specific 
property. These in turn may be subdivided as follows: 

I. Unsecured. 

a) Government bonds. 

b) Corporate debentures. 

II. Secured. 

o) Personal security. 

1. Indorsed bonds. 

2. Guaranteed bonds. 

a) Guaranteed as to principal. 

b) Guaranteed as to interest. 

c) Guaranteed as to both principal and interest. 

b) Lien security. 

1. By character of property pledged. 

a) Real property. 

1. Land-grant bonds. 

2. Real estate bonds. 

b) Personal property. 

1. Collateral trust bond. 

2. Sinking-fund bonds. 

2. By the rliaractcr or priority of lien. 

a) First, second, or third mortgage bonds. 

4 ) General mortgage bonds. 

c) Blanket mortgage bonds. 

d) Consolidated mortgage bonds. 

e) Income bonds. 

/) Profit-sharing bonds. 

g) Dividend bonds. 

By the chaiaclcr of the holding particiiialion receipts. 

BONDS CLAS.SIFIKD ACCORDING TO EVIDENCE OF OWNERSHIP AND 
TRANSFER 

Considered from this viewpoint there are three classes, viz., 
coupon bonds, registered bonds, and coupon registered bonds. 

Coupon bonds are issues the contracts for payment of interest on 
which are evidenced by separate coupons or contracts for payment, 
which fall due consecutively on the interest-paying dates. The 
coupons may be detached and constitute complete promissory notes 
in themselves, payable to bearer. The coupons are usually written 
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on small sections of a sheet of paper attached to the principal nhlica- 
tion and as they mature are clii)ped oil and jnosented for payment 
They arc frequently presented for payment through a hank as a 
check or draft would be. 

Rrgiilered boiuls are credit instruments the interest obligation 
in which is c\])resscd in the same writing or [)a|)er as in a promissory 
note, the ownership of the bond being registeied as a means of pro¬ 
tecting the payee against loss, necessitating a formal tnuisfer and 
registration to transfer the title when the old instrument is canceled 
and a new one issued. Interest is payable by money deli\eiy or bv 
check sent by mail to the ad<lress of the regislereil holdei. 

Ri'ghli’rcd coupon bonds are issues the |)rincipal of uhiili is tegis 
tered, the coupons being made |)aytible to liearer. 

In practice a single bond issue m.ay have any number of Ihese 
many distinguishing characteiistics, so long as they are not in 
conflict. 

127. T^■PKS OF IXVK.STMF\T CRI.nri' INSTRUMENTS' 
(S'I'OCKS) 

For the sake of accuracy and convenience in e^xpressing the inter¬ 
ests of the stockholders in the capiltd stock, ;ind in the corporate 
property and business which tliis caiiital stock represents. It is regarded 
as divided into equal shares, termed “shares of stork.” When by 
purchase or otherwise a person acquires an interest in the capital 
stock, he becomes a stockholder in the coqioration, and his interest 
is expre.sscd in these shares of stock. 

Certificates of stock are issued to stockholders evidencing the 
number of sliares which they own. These ccrtilicates of stock are 
po])ul.irly, though incorrectly, referred to as “stock.” The interest 
they repiest iit in the- corpoi.uion is also, and correctly, design.ited 
“stock.” 

The par or face value of shares of stock is fnxed by the charter of 
the particular corporation, and, unless c.xprcssly limited by statute, 
is [ilact'd at any amount desired by- the incorjjorators. One hundred 
dollars is the most common par value of shares. 

It may be noted that the par value and the actual value of a share 
of stock may be very different. A hundred dollar share of stock in a 
prosperous corporation will freiiuenlly be worth several times that 

‘ Adapted by permission front Thomas Conyngton, The Modern Corporation, 
pp. 45-57. (The Ronald Press, 1913.) 
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amount, while in an unsuccessful coqioration it may be worth little 
or nothing. In either case the par value remains the same. 

The “capital stock” or capitalization of a corporation should be 
very clearly distinguished from its “capital.” 

The caitital stock is the total amount of stock the coqwration is 
authorized by its charter to issue. This amount is fi.xed in the first 
place by the parties organizing the corporation—who are termed the 
incorporators—and, once accepted and authorized by the state, may 
only be changed by formal amendment of the charter. 

The capital, on the other hand, is the actual amount of property 
owned by the cor|)()ration—that is, its assets. It is obvious that the 
value of these assets is liable to change with the fluctuations of the 
business or from other causes. 

In conservative incorporations the capitalization usually corre¬ 
sponds with the initial ca]iital. That Is, for every dollar of stock the 
corporation issues at the time of its formation it receives a dollar in 
cash or property. Later this relation will vary, the ca[)ital stock 
remaining the same but the capital increasing or diminishing with the 
fluctuations of the business. 

Unissued stock L in itself a nullity. Until it is issued it represents 
nothing. It is not an ,asset of the company but is merely an une.x- 
ereised right to i.ssue stock when and as subscriptions for it can be 
obtained. 

Issued and outst.anding stock is that which has been issued foi 
cash, projrerty, labor, services, or other values, or which has been 
subscribed for and the siibscriptions accepted by the company. The 
actual certificates by w'hich this stock is rcpre.sentcd may not have 
been issued, but as soon as a purchase is duly consummated or a sub¬ 
scription properly accepted, the stock .affected is issued stock, and the 
subscribers or purchasers are stockholders of the company. 

In most of the states payment for stock may be made in anything 
of value. If the corjxrration has received the full f.acc value for issued 
stock in cash or in .any other permitted form of payment, such stock 
is termed full-paid, and its certificates should be nnarked “Full-Paid” 
in order to indicate this fact. After stock has once been issued for 
full value, it may be sold at less th.an par without involving the pur¬ 
chaser in .any lialrilily for the difference. 

If the cor[ioration has not received the full face value for issued 
stock, the stock is but partly paid, and the purchaser of such stock 
may usually be held liable for the amount necessary to render the 
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stock in his possession full-paid. This liability may be enforced cither 
by the corporation, or, in event of its insolvency, by any creditor of 
the corporation. 

It is to be nr>tcd, however, that if the corporatir'ii h.is af^roed to 
accept less than the face xaliie of stock in full payment, it is thereby 
esto[)ped from collecting the deliciency, though the rights of creditors 
would not be alTcctcd by such agreement. 

Common stock is the geneial or onlinary stock of a corporation 
with neither s[)ccial privileges nor restrictions. 

Preferred stock, as the term is usually employed, is that which 
has some preference as to diviilends or assets over other slock of the 
same corporalimi. 

Preferred stock may be ( ithcr cumulative or non-i imudative as 
to dicirlends. If the latter, it must rcreixe its preferred dividend for 
the current year before any dniilend is paid the common stork, but 
if in any year its dividend laiK or is only partly paiii it loses the unpaid 
amount. The dividends of a cunudatixe |jreferied sioik are, on the 
other hand, a chaige against the irrolits of the company, arc unuilating 
in case of failure from year to year until ixiiil, and t.iking precedence 
over any claims of the conunon slock. If its ib\»idends arc not paid 
in any year, or years, or arc but p.irtially paid, the timounls imjiaid 
go over, or cumukite, and must be .satisfied before the common stork 
receives anything. 

Cumulative preferred stork is sometimes callerl guaranteerl sim k, 
but this is a misnomer, as its tlividenrls are not guaranteerl am are 
not payable unle.ss [rrofits are earncrl. The better use of the Iri.n 
“guaranteerl” is to tlesignale strrek of rrne corporation uprrn which the 
dividend |)ayments have bren guaranteed by another corporatirni— 
an arrangement common among railroatl comiranies. 

It is usually procitlctl that [Ur teired rlivideiitls shall be ])airl in full 
before the common stock receives any rlivirlend. If there are further 
profits after the preference divitlends are jrairl, it is sometimes iiro- 
vided that the preferred stock shall share Cf|mdly in these with the 
common stock. More often -anrl always, unless otherwise expressly 
provided—after the preferred dividends are paid in any year, the 
common stock receives an equal dividend if the [irofils are suflirient, 
and both kimls of stock then share alike in any further dividends 
declared in that year. At tunes, however, the preferred stock receives 
its preferred dividend, but does not participate at all in any further 
dividends of that year. 
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Treasury stock, in the better use of the term, is stock which has 
been issued for value and has by gift or purchase come back into the 
possession of the company. It may be held in the name of the 
treasurer, of a trustee, or of the conijrany itself. Fur bookkeeping 
purposes it is accounted an asset of the company. It differs from 
unissued stock in the fact that it may be sold below par without 
involving the purchaser in any liability for the unpaid balance. So 
long as the treasury stock is held by the company it can neither vote 
nor draw dividends. 

The term “treasury stock” is sometimes loosely and inaptly 
applied to unissued stock and even to stock subscribed for but as yet 
unpaid. Unissued stock represents nothing but the unecercised right 
of issue, and its designation as treasury stock is inaccurate and 
misleading. 

See also 277. Preferred Stock and Concentration Control. 

D. Some Financial Institutions 
128. VARIOUS SERVICES OF BANKS- 

Banka are uselTil as places of security for the deposit of money. 
F.vcryone who has had the care of large sums of money knows the 
anxiety which attends their custody. A person in this case must 
either take care of his money himself or trust it to his servants. If 
he takes care of it himself, he will often be put to incoin enience, and 
will have to deny himself holidays a.id comforts, of which a man who 
is possessed of much money would tiot like to be deprived. If he 
entrusts it to others, he must depend ujwu their honesty and ability. 
Besides, in both these cases the money is lodged under the owner’s 
own roof and is subject to thieves, to fire, and to other contingencies, 
against whicli it is not always easy to guard. All these evils arc 
obviated by means of banking. 

The bankers allow interest for money placed in their hands on 
deposit. By means of banking, the various small sums of money 
which would have remained unproductive in the hands of individuals 
arc collected into large amounts in the hands of the bankers, who 
em])loy it in granting facilities to trade and commerce. Thus banking 
increases the productive capital of the nation. 

’ Ad.uitcil by permission from J.rnies W Gillart, The Ilislory, Principles and 
Practice of ISankmg, 1837. Miciiie’s revision (18S2), pp. 213-22. (G. Bell & 
Sons, Ltd.) 
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Another advantage conferred ii]xm socict)' by hankers is that tliey 
make advances to persons wlio want to borrow money. These 
advances are made by discounting hills, upon personal security, upon 
the joint security of the borrower and two or three of his friends, and 
sometimes upon mortgage. Persons engaged in trade and commerc e 
are Uius enabled to augment their ca|)ital, and consequently their 
wealth. The increase of money in circulation stimulates procim tion. 

Another benelit derived from bankers is that they tr.insmit 
money from one [tart of the country to another. There is scarcely a 
person in business who has not occasion sometimes to send money to 
a distant town. This can be most conveniently done by paying the 
money into a bank, which in turn arranges with a correspondent bank 
in or near the distant town to pay the de.signalcd party the amount 
specified. Periodical settlements between the two banks make stick 
transactions comparatively ine.xpensive. At the same time tlierc is 
not the least risk of loss. 

Wherever a hank is established, the public is able to obtain th.it 
denomination of currency which is best adapted for carrying on the 
commercial operations of the |)lace. In a town which has no bank a 
person may have occa,sion to use small notes, and Uive none but large 
ones; and at other times he may liave need of large notes and not be 
able to obtain them. The banks issue that description of notes wide li 
the receivers may require, and are always ready to exchange them 
for others of a different denomination. Banks, too, usually supply 
their customers and the neighborliood with silver; and if, on the other 
hand, silver should be too abundant, the banks will receive it, either 
as a deposit or in exchange for their notes. 

By means of banking there is a great saving of time in making 
money transactions. How much longer time does it take to count 
out a sum of money in pounds, shillings, and pence than it does to 
write a draft? And how much less trouble is it to receive a draft in 
payment of a debt, and then to pay' it into the banker’s than it is to 
receive a sum of money in currency ? 

A merchant or tradesman who keeps a banker saves the trouble 
and exqjense of presenting promissory notes which he holds or drafts 
which he may draw against customers. He may turn these over 
to his banker for safe-keeping and collection at maturity. He pays 
these into the hands of his banker and has no further trouble. He 
has now no care about the custody of his bills, no anxiety about their 
being stolen, no danger of forgetting them until they are overdue 
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and thus exonerating the endorsers, no trouble of sending to a distance 
in order to demand payment. He lias notliing more to do than to 
see the amount entered to his credit in his banker’s Iwoks. If a bill 
be not paid it Is brought back to him on the day after it falls due, 
properly noted. The banker’s clerk and the notar)’’s clerk are wit¬ 
nesses ready to come forward to prove that the bill has been duly pre¬ 
sented, and the notary’s ticket attached to the bill a.ssigns the reasons 
why it is not paid. 

Another advantage of kcciiing a banker is that by tliis means you 
have a continual reference as to your respectability. If a mercantile 
house in the country writes to its agent to ascertain the rcsiiectability 
of a firm in London, tlic first incpiiry is, ho is the banker?” And 
when this is asceitained, the banker is applied to through the proper 
channel, and he gives his tesliniony as to tlic res])eclability of his 
customer. When a trailer gives his bill, it ciiiukiles through the 
hands of many individuals to whom he is personally unknown; but 
if the bill is made [layable to a banking house, it bears on its face a 
reference to a party to whom the accepter is known, and who must 
have some knowledge of his character as a tradesman. This may 
be an immense aiUanlage to a man in business as a means of increas¬ 
ing his credit; and credit. Dr. Franklin sa) S, is money. 

By means of banking, people are able to preserve an authentic 
record of tlicir annual cx|)cnditurcs. If ;i person pa\ s in to his banker 
all the money he receives in the course of a year, and makes all his 
payments by cheques, then by looking over his bank-book at the 
end of the year he will readily see the total amount of his receipts 
and the various items of his expenditure. A bank account is useful 
also ill case of disimted payments. Peoiile do not always take receipts 
for money they pay to their tradesmen, and when they do tlie receipts 
may be lost or mislaid. 

By keeping a banker people have a ready channel of obtaining 
much information that will be useful to tlieni in the way of their 
business. They will know the way in which bankers keep their 
accounts; they will learn many of Uie laws and customs relating to 
bills of e.x'change. By asking the banker, or any of the clerks, they 
may know which is the readiest wax' of remitting any money they have 
to send to the country or to the Conlincnt. If they have to buy or sell 
stock in tlie public funds, the banker can give them the name of a 
respectable broker who can man.age the business; or should they be 
about to travel, and wish to know the best way of receiving money 
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abroad, or be appointed executors to a will, and lia\’e to settle some 
money matters, the banker v\ill, in these and many otlier cases, be 
able to give them the necessary information. 

Banking also exercises a powerful influence upon the morals of 
society. It tends to iirodme honesty and punctuality in pecuniary 
engagements. Bankers, for their own interest, always have a rigid 
regard to the moral character of the p.irty with whom they deal; 
they inquire whether he be honest or tiicky, indu.strious or idle, 
prudent or specul.itice, thrifty or pioihg.il, and they will nu)re readily 
iiiake advances to a man of mo.lerate ])iopertv and good mor.ils than 
to a man of large property but of infenor rei)Utation. 'I'liiis (he 
establishment of a bank in any |)l.u e irnmedi.Uely advances (he 
pecuniary value of good moral char.uter. 

See also 329. The function of the Banker. 

129. A CLASSIFICATION OF BANKS AND TYPES OF BANKING 
OPERATIONS' 

Banks are commonly classified cither according to the type of 
business in which they S]>ec.iali/c, or according to the legal authority 
under which they conduct their business. Undef the first classilKa- 
tion we find the following: commercial banks, in\es|ment banks or 
bond houses, sacings institutions, and (rust companies. However, 
there is often a far from complete s|)eciah/ation in the work [lerformed 
by thc.se vaiious institutions; indeeil, “commercial” banks and trust 
companies as a general rule now |)erform nearly every kind of banking 
operation. 

Under the second classific ation we have: national and state banks 
and private banks—the classification indicating the source of, or the 
absence of, specific authority to conduct a banking business. 'Fhe 
term “state b>ank,” however, has numerous connotations. Most 
commonly the term is used in connection with state institutions which 
eng,age in commercial O])erations. I'rom this standpoint—the char¬ 
acter of business carried on- savings banks and trust companies can¬ 
not be called state banks, even though incorporated under state law. 
Again, private unincorporated banks have also been classified as state 
banks where tliey are subject to regulation by the state. For our 
present purpose, however, the distinguishing feature is the chartering 
by state governments. Trust companies, savings banks, bond houses 

'Taken by permission from U. G. Moulton, Principles of Hanking, pp. 6-7 
(The I'nivcrsity of Chiungo Press, 1016 ) 
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where incorporated, and commercial institutions are all state banks 
in this classification. 

Private banks are of various kinds; (i) small concerns which 
engage in a general banking business (largely savings), without any 
specific grant of authority; they may or may not be under the super¬ 
vision of the state banking department; (j) various co-operative 
credit or loaning associations; (3) unincorporated investment banks, 
or bond houses. 

But while banks may be classified into several different kinds of 
institutions, and while, from the standpoint of services pcrforme<|, 
they offer a wide variety of advantages in the way of affording a place 
for the safe-kcc])iiig of money, transfer)ing fluids at small e.vpcnsc for 
the benefit of customers, providing a convenient and uniform system 
of currency, etc., there are neveithcless hut two fundamental types 
of banking operations. In tlie last analysis all banking may be 
classified as either commercial or investment business. 

130. INVKST.MENT BANKING' 

The service rendered by the investment bank differs greatly from 
that of the commctcial. It acts as an intermediary between the per¬ 
son who has accumulated capital and those who are m a position to 
invest it in fixed forms. Two processes are here involved: the 
accumulation of the savings of the community on the one hand, the 
development of natural resources anil the construction and manage¬ 
ment of manufacturing and transportation agencies on the other. 
The transfer of capital to public bodies, such as central governments, 
states, municipalities, and other politic.il divisions, for unproductive 
consum]>lion is a process also carried on by investment banks similar 
to the other in its nature, but having peculiarities which place it in 
a class by itself. 

It is the business of the investment banking institutions of a 
country to sec that this work of directing the savings of the country 
into its various enteqirises is economically and efficiently done. It is 
their business to stimulate saving and to provide facilities by which 
every person who saves can readily put his accumulated funds to pro¬ 
ductive use. It is their business to search out opportunities for 
investment, to see to it that the natural and human resources of the 

' Adapted by permission from W. A. Scott, " Investment vs. Commercial 
Banking.” Fro< filings oj the Second Annual Convcjition of the Investment Bankers 
Association of America, 191,1, pp. 76-80. 
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nation are used to the best pos',il>le advantage in the promotion of 
its economic interests. Tliis is a great work, as important and essen¬ 
tial to the well-being of the nation as that which commercial banks 
or institutions of any other kind perform, 

t,;i. 'IIIK .SKRVK'KS OF BOND HOUSES' 

The purdhising funition .—If a municipal loan i.s offered, the l>nr- 
chase is a comparatively simple matter, pio\ideal the mimic ipahiv is 
well known to the fraternity. 'I'hen no preliminary in\eslig,uic'n is 
required; a bid is made for the loan at the current market rales and 
acceptaiiee on award is subject to the ajiproval of the bidder's atloiney 
in all respects affecting the validity of the obligation. 

If the municipality is not well known to the bidder, a qualified 
representative will, or should, be sent to learn at first hand the physical 
and financial condition of the city and to form an estimate of its prob¬ 
able future willingness and ability to meet its jiresent and future 
obligations. 

If a corporation loan is oflensl, it will jirobably be submitted at 
tire offices of the b.iiikers by a repiesenlalivc of the company or by a 
promoter. If the aiipluaiil is of a soc lal turn of iiihid, he will probably 
not lack company of his kind in the anteroom. Competition, for¬ 
tunately, is keen. 

If the house is satisfied by interview and correspondence and if a 
suitable jirice can be agreed upon, then engineers ami acroiinlants 
may be sent to the plant and oflices to make a thorough ccamination; 
and the members of the hrm, willi lonnsel, meet offueisof the com¬ 
pany and their attorneys to settle the matters of form. On acec.qitaime 
of an issue a careful banking liou.se may de mand re]-)resentalioii on the 
directorate of the company until such time as the conijiany shall have 
discharged its bonded obhg.ition. 

The adi'isory fniulioii. -'I'liis advisory and directive {unction is 
more prominently ojiciative in lioncl selling than in liond hnying. 
It has its source in tlie statistical clejiartments wliich every house of 
quality must maintain. It finds its chief cxiiression, as already 
slated, in taiiloid investment lessons, [uinted in the adveilising 
columns of newspapers and periodicals, or with somewhat greater 
fulness in pamphlets and monograpiis. If a prospective client lias an 
investment policy that is apparently not suited to his jiarticular needs, 

■ Adapted by permission from Lawrence Cli.ainberlain, Principles of Bond 
Investmeit, pp. 516-^2 (Henry Holt & Co loil) 



3S2 


INDUSTRIAL SOCIETY 


the home office may tactfully direct his attention by letter or through 
their representative in his territory to a means by which he may 
better his position. Some bond houses maintain a daily news sheet for 
the benefit of their salesmen in which are printed, not only pertinent 
items of current interest, but timely discussions of different problems. 

The banking funclion. —Illustrative of the relation between house 
and client, there has arisen the demand that banking departments be 
established for the safe-kee[)ing of funds destined, upon enlargement, 
to go into investment, and also to accommodate those who wish to 
purchase securities before they have sufficient funds to pay in full for 
them. From the necessities tor these two situations it is only a short 
step to the conduct on a small scale of a bank deposit subject to check. 
But properly and ordinarily the banking department of a bond house 
is conducted as a matter of accommodation to its customers and not 
primarily to do a general banking business. 

The bond houses as fiscal agents. —Because of purchasing, advi.sor)-, 
and banking functions bond houses are called upon to act as fiscal 
agents for corporations, municipalities, and even states. 

The selling funclion. —.American banking houses are not eleemosy¬ 
nary. Whatever miy be their usefulness in the community, it is the 
result of that enlightened sclf-inlerest which used to be e.xpresscd in 
the phrase, “Honesty is the best policy.” Their reason for being is to 
make money by selling bonds, and the competition is getting keener 
everyday. Many of the ordinary elTec Is of competition are noticeable 
in the bond business. There is a standardization of wares and policies, 
there is diminution in ratios of profits. But two ordinary effects of 
competition are conspicuously absent. There is no deterioration of the 
product and no tendency toward consolidation among the vendors. 

The prolct lice function. —There is a radical difference in the attitude 
of bond houses in this matter of repurchasing securities of clients to 
whom they have sold them. Some take the stand that a sale is a sale, 
and the responsibility of a house that has acted in good faith ceases 
upon delivery of the bond and the receipt of payment. This jiosition 
is logical and just, but again comjietition steps in to benefit the cus¬ 
tomer. Other houses say: “We shall put out our issues as nearly as 
possible on a plane of marketability with active listed securities. We 
make no promises, but, exxcpt in times of panic, when it may be 
impossible to raise money to satisfy everybody, we hope and expect 
to be so situated as to buy back at the fair market price the securities 
we have sold.” 
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But the protective function of the bond house is most important 
in respect to the moral respoiivilnliiy of “sceinj; the clients through” 
default, reorgani/,ation, and reimhihtalion in the extremely rare cases 
in which trouble arises. In some instances losses amounting to 
hundreds of thousands of dollars have been made good; in many 
instances the firms have x'oluntcered to pay interest which has been 
suspended; in every case a reputable bond house will feel (alleil upon 
to take the active leadersliip, at its own exiieiise, in upholding the 
mortgage rights or other legal claims of the bondholders. 

See also 330. The Underwriter. 

132. TRUST COMI’ANIKS' 

The trust company has been called the onmibus of fmaiui.d 
institutions. Originating in the early |iart of the nineteenth century, 
it specialized at first in the management of estates, .uting as trustee 
under wills. Hence the name, trust company. The scope of its 
business has broadened as lime has gone on until now almost every 
xariety of financial o[)eration is conduc ted by it. It is, in fact, many 
institutions in one: (r) it is a commercial bank, operating upon prin- 
ciidcs identical with those of our national and state commercial 
banks; (2) it is a savings bank, (3) it is a bond house, (4) it is an 
insurance company. Life insurance, once an important function, is 
now fast disapiiearing, but title and fidelity insurance retain their 
importance; (5) it is a trust company iierforming the following serv¬ 
ices: trustee for corporation, and indixidu.ds; fiscal agent for cor¬ 
porations and individuals in making interest payments, collections, 
etc.; registrar for corporate issues, tr.insfer age-nt in buying and scal¬ 
ing of bonds and stock; financial agent of committees engaged in 
railroad and other reorganizations; assignee and receixer in individual 
and corporate insolvency or bankruptcy. 

The great xariety of business conducted by trust compaidcs is 
due in part to an imperalix'e need for a well-ec|uipj)cd and responsible 
company to take charge of the many minor forms of financial opera¬ 
tion which characterize niodcun industrial society, es|)e(ially those 
not adequately handled by [irivalc individuals and not provided lor 
by other financial institutions, and in part—where it invades the 
field of the commercial bank, savings bank, bond house, and insurance 
company—to the process of integration which is coming to charac¬ 
terize modern industry in general. 

• From an unjiublishcd article by H. G. Moulton 
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133. THE FUNCTIONS OF THE STOCK EXCHANGE- 

The fundamental function of the exchanges is to give mobility 
to capital. Without them tlie stocks and bonds of tlic share company 
could not be placed to advantage. No one would know what their 
value was on a given day, because the transactions in them would be 
priratc and unrecorded. The o])portunities for fraud would be 
multiplied a hundred fold. The mobility for capital afforded by the 
corjroration would be meager and inadequate if the holder of its bonds 
and shares did not know that at any moment he could take them to 
the exchanges and sell them. The publicity prevailing in stock- 
e.xxhange quotations gives the holder of a security not only the direct 
benefit of publicity, but the opinion of the most competent financiers 
of Fiuropc and America. If they were dealing with him privately 
they might withhold the information, lint the quoted price stands a.s 
a guide to even the most ignoiant holdei of secuiitics. 

The second benefit is in affording a test of tlie utility to the com¬ 
munity of the enterprises which solu it the 5U])port of investors. The 
judgment of experts is there expressed, through the medium of price, 
on the utility of the object dealt in. If an unprofitable railroad is 
built in the wilderness of Maidtoba, the investor does not ha\ e to 
hunt up information on the freight and icassengers carried; he ha; 
only to look at the quotations on the New York .Slock I’.xchange to 
know at once the judgment of experts on it as a commercial venture. 
Jf the investor finds that the stoc ks of cotton mills arc declining, he 
makes up his mind that tlieie aie no further demands for cotton 
mills. If stocks are e.xceptionally high, he knows that the public 
demands more cotton mills, and that aii investment in them will 
prove profitable. .All tliis infoiinalion is put before the investor in a 
single table of figures. It would be practically unattainable in any 
other form. 'I'liiis there is afforded to caiiital throughout the world 
an almost unfailing index of the course in which new production should 
be clirec ted. 

Siqipo.se f(;r a moment that the slock maikels of the world were 
closed, that it was no longer pos^ilfie to learn what coneerns were pay¬ 
ing dividends, what their slocks were Worth, how iiulustiial establish¬ 
ments were faiing. How would the average man determine how new 
capital should be inx ested ? He would ha\ e no guide except the most 
isolated facts gatliered here and there at gieat e.xpense and trouble. 

-Adapted by [icninssion from C. A. Conaiu, Wall Street and the Country, 
pp. 88 -116. (G. P. Putnam’s Sons Copyriglit by Ibe autbor, 1904.) 
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\ great misdirection of capital and energy would residt. The stock 
market is the great governor of values—tlic guide which points the 
finger to where capital is needed and where it is not needed. 

The very sensitiveness of the stock market is one of its safe- 
gilards. Again and again it is declared in tlie market reports that 
certain events liavc been discounted. As a conse(]uencc, when the 
event actually happens it results in no such great disturbance to 
values as was e.\pecte<l. Is it not better that this iliscounting of 
future possibilities should occur ? Is it desiralile that capital and pro¬ 
duction should march blindly to the edge of a precipice and then leap 
off instead of descending a gradual decline? 

Anotlier important iiilluence of the stock e-vchange is that which 
it exerts upon the money market. The ])ossessioii by any country of 
a large mass of salable securities affords a ]>owerful guarantee against 
the effects of a severe money panic. If in New York tliere arises a 
sudden pre.ssure for money, the banks call in loans and begin to hus¬ 
band their ca.sli. If tliey hold large quantities of securities salable on 
the London or Paris or Berlin market, a cable order will effect the .sale 
of these in an hour, and the gold proceeds will soon be actulable. 
These securities prevent siuhleii contraction and> e.xjiansion in the 
rate of loans. This influence of the slock market has much the 
effect of a buffer upon the impact of two solid bixlies. Crises are 
[rrevented when they can be prevented, and when they cannot they aie 
antici[)ated and their force is broken. 


See also 99. Stock E.xchanges. 

134. A FAVORAliLK VIKVV OF VVAl.l. .MKKI-.T' 

New York is the gateway of the nation’s commerce, and Wall 
Street has been likened to a toll-gate, to jrass which every jtroduct of 
the country must [)ay tribute. As no one likes to j>ay trrll, this would 
account for much of the animosity so often manifested against the 
financial center. Yet someone must make, maititain, and operate 
the various agencies by which the products of the country reach the 
markets, and it is right that the service should be paid lor. 

Wall Street is the directing head of the great system of transpor¬ 
tation, using that term in its broadest significance, as including, not 

‘Adapted by pcrnii.ssion froip S. S, Pratt, The Work of Wall IStreit, 
pp. 4S-4S. (D. Appleton & Co., 1912.) 
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only the railroads and steamships, but also the banks and exchanges 
and all the other manifold agencies by wliiili llie |)roducts of llie soil 
are brought to the homes of consumers in forms lit for human use 
Wall Street, in its financial machinery, facilitates the natural How of 
money, provides the means for the promotion of enterprises, safe¬ 
guards and assists the movement of commeice, and maintains that 
system of credits by which a tenfold power of service is given to every 
dollar. 

by the machinery of its stock market it promotes the diffusion of 
wealth; it makes pos.siblc for great capital to be accumulated for vast 
undertakings, governmental and private, too big for individual effort; 
it enables a multitude of small ca|iitalists to liecome partners in tlicsc 
big enterprises, by its agencies for the distiilmtion of securities from 
the hands of iiroducers into the hands of investors as the ultimate 
consumers; and it is able by its speculative macliincry to anticipate 
human needs, and to secure a more even and ei|uitable level of prices. 
For this work it must be paid; call it a fee it it be reg.irdcd as pro¬ 
fessional service, call it a toll if it is thought to liken Wall Street to a 
gate, or a tax if one prefers to speak of Wall Street as exercis¬ 
ing legislative jtoiver, or a price if it is thought more proper to 
regard Wall Street as a merchant selling credit and securities for 
the most they will bring, but whether a fee, a toll, or a price, it 
cannot be disputed that Wall Street earns a reward for an indis¬ 
pensable service. 

Nowhere else in the world is actual money handled with such a 
minimum of loss, through dishonesty and caiclessncss, as in Wall 
Street; and in its credit and security transactions it compares well 
for good faith and efficiency with any other department of human 
endeavor. 

Wall Street is the seat of, (i) the stock market, (2) the money 
market. Each is distinct from the other, but both are interdependent. 
The stock exchange is the head of one and the bank clearing-house 
of the other. 

The stock market is a place where securities may be bought or 
sold, (a) for investment; (b) tor speculation. 

The money market is in four main divisions, all closelyallied to each 
other and having many subdivisions: (a) foreign exchange, by which 
the operations of international enterprise and international commerce 
are financed; (i) domestic credits, by which, through checks and 
commercial paper, food and merchandise are marketed and the mani- 
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fold needs of inland trade cared for; (c) promotion, by which corporate 
and other large enterprises arc created, underwritten, and financed; 
(d) stock-exchange loans, both on call and time, by winch investment 
and speculative transactions in securities arc made [xissiblc. 

135. LIFE INSURANCE COMPANIES AS INVESTMENT 
INSTITUTIONS' 

From a financial point of vdew tlie life insurance com])any is a 
device for accumulating savings which shall be returned, not to the 
man who saves, but to Ids heirs at his demise. Some of the insured, 
it is true, die long before the sum of the premiums they have paid 
equals Uie sum diat tlic insurance com])any has agreed to i)ay at their 
death. On the average, however, the insured live long enongh so 
that their premiums, together with the earnings of tlic capital whiih 
those premiums form, are at least equal to tlie sums which the insur¬ 
ance company pays out in death claims. 

It is obvious that in a country like the United Stales, where life 
insurance is exceedingly common, immense sums of money must be 
collected by the companies every year to be held as a reserve agaijist 
death claims. As the business of life insurance is steadily growing, 
the funds accumulated by these companies arc also increasing. 'The 
annual receipts of practically every important life insurance com¬ 
pany exceed the annual disbursements. Accordingly, a life insuram e 
company may invest its funds widiout much regard to the possibility 
of turning its investments into cash at short notice. It is im[)ortant, 
however, that tlie business should be conducted in a conservative 
manner, since the failure of an insurance comiiany would be a more 
widely felt calamity than the failure of almost any other business 
enterprise of equal magnitude. 'The loss would be borne in the end 
largely by the dependents of propertyless men. 

The reserves of life insurance companies arc largely invested in 
real-estate mortgages, in state and municipal bonds, and in the bonds 
of railway, commercial, and industrial corporations. Stock invest¬ 
ments have often been made by insurance companies, but the practice 
is now generally regarded with disfavor, since the values of stocks 
are likely to show a wide range of fluctuation. 

* Taken by permission from A. S. Johnson, Inlroduction to Economics, 
pp. 320-ai. (D. C. Heath & Co., ipop.) 
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136. TYPES OF BUSINESS ORGANIZATION' 

In an individualistic competitive economic society every com¬ 
petent individual of mature age is a potential entrepreneur. Each 
person is in varying degree awake to the voicing,; of demand for 
consumable goods. There is no ear on which these fall wholly 
without answering resonance. 

Of all these itossible cnter[)risers there are a comparative few who, 
from training, e.vpericnce, temperament, or what not, are inclined to 
answer some of thc.se demands. There is, si)caking broadly, only one 
form which their answer can take. If they wish to reply to the 
demand for consumable goods they mu.st undertake production. This 
means that they must assume to direct the forces which ])roducc 
wealth; to “start up in business,’’ in the ordinary sense of the term, 
is to declare one’s self to society as ready to undertake the direction 
of its social energy. 

The potential enterpriser, having decided to what end he will 
undertake to direct social energy, looks about for ways and means. 
There are chielly three ways in which the cutcri)riscr may launch his 
business. They are these; 

1. He may became an imlividiial organizer or entrepreneur. 

2. He may join in a relation with other irersons, cal led a partnership. 

3. lie may decide that his business should be conducted by a 
cor])oration. 

There arc some advantages and disadvantages in each of these 
forms of business organization from the standpoint both of the entre¬ 
preneur and of society as a whole. We shall consider the three types 
in order. 

I. The individual entrepreneur organization .—A first advantage of 
the individual entrepreneur organization is the case with which it 
may be formed and terminated. To start in business it is not neces¬ 
sary to go through any formalities. One may begin with any kind of 
business. He may start any time he thinks he can do so profitably, 
and may stop without consulting anyone but himself. 

A second advantage which the individual finds in going into busi¬ 
ness alone Is that If there are profits he takes them all. If he is capable 
and energetic he is likely to be successful, and can keep for himself 
all the results of his ability and industry. His management is likely 
to be definite and coherent in its policy, and will never suffer from a 
variety of counsels. 

‘ Prepared by L. S. Lyon. 
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In some ways society also gains by having individual entrepreneur 
organizations. Men who know tli.it their cliances of success or failure 
depend on themseKos will work hard. The eliance for g.iin is a 
strong incentive. This means, if they are ra|>al)le, increased produc¬ 
tion of goods, which of course me.in.s that there will be more for society 
to consume. Society also iirohts from this type of organization 
because these people arc being constantly eiknated in busine.ss 
management. Lured by the fjrize of profits, threatened by the rod 
of failure, they are diligent in learning to direct more and more social 
energy for society’s benclit. 

There are, of course, disadvantages in this form of organization. 
If a man goes into business alone he makes all the profits, Init if there 
is a loss he has no one with whom to share it. lie.sides this, he has 
always to rely mainly on his own judgment. Management is limited 
in breadth of view. The enteriiriser has no one who is really interested 
in his business with whom to consult. Liniil.ilioiis in capital are also 
apparent. The amount of money which he can ])ut into his business 
is limited by his personal fortune and Ids credit. It may be that there 
will be times when he could make large prolils if he had more funds, 
but he is unable to supply them. At smh times he is likely to wish 
for a partner. The final disadvantage in this form of business, as the 
entrepreneur views it, grows out of the fact that there is no disfinetion 
between his business liabilities and assets and bis [ler.sonal liabilities 
and assets. He is unable to take the risks of business with part of his 
money only. If his business fails I he receiver will utilize “personal 
propcrty’’as well as “business properly” in satisfying creditors. 

2. The partnership.—'Au\)\v)se. that, instead of going into business 
alone, the cnter[)riscr joins with two or three others, agreeing to divide 
the profits and losses. Although men may be, and often actually 
become, partners by implication, partnership is u.sually based upon a 
simple oral or written agreement. The legal relationship arising from 
their agreement to transact business in this way is called a partner¬ 
ship. The partners together are usually spoken of as a firm. The 
partnership brings with it changes in management and ordinarily of 
capital. The management generally rests with all the partners and, 
though by no means necessary, all may invest capital. 

From what has just been said of the individual entrepreneur, it 
is easy to see why the partncrslnji should arise. When business began 
to be transacted on so large a scale that one man did not have sufficient 
capital to conduct the business alone, and when business became so 
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specialized that one man was not likely to know everything about 
every phase of the business, the partnership became a valuable 
institution. 

From the standpoint of the individuals concerned it is valuable 
because, though each of them has only a small amount of money, they 
may, by combining, have enough to carry on an extensive business. 
One of them may be a specialist and expert in managing a small manu¬ 
facturing plant. The other may be aix able salesman, and, by com¬ 
bining the ability of both, they are able to manufacture goods and 
sell them to advantage. Neither has the partnership necessarily 
lessened the driving motives. Reward still depends on success. 
Profits will still be closely related to endeavor. 

It is easy to sec that this institution of partnership is a good tyiie 
of business organization in each of these cases, from the standpoint 
of society as well as from the view of the partner. It makes good 
use of social energy. 

As the entrepreneur views the matter, there are some disadvan¬ 
tages and limitations connected with the partnership. The first is 
that the amount of capital, although fairly large, may be insufficient. 
Even by joining their money the two or three or more persons 
may not have secured enough to carry on the business which tliey 
have undertaken. The discussion of other disadvantages will reveal 
why the number of persons in a given partnership must be somewhat 
limited. 

A second grouj) of difficulties grows out of the new elements in 
management. One of these is a certain degree of inllexibilily. 
Policies cannot be so easily modified and fitted to new conditions as 
they can be where one individual is in command. Lack of harmony 
in management may easily grow out of the responsible relations of 
partnership where viewpoint and opinion vary. 

Another objection to partnership, which comes from the widened 
management, is a certain amount of instability. The partnership may 
undergo dissolution from a number of causes. Some of these it is 
beyond the power of the firm to prevent. The bankruptcy of a part¬ 
ner or his death will ordinarily cause a dissolution of the firm. Unless 
there is an agreement to the contrary, one party may withdraw or 
sell his share and thus bring about a dissolution. Even though an 
agreement may exist, one partner may withdraw if he cares to undergo 
an action for damages. Any of these things occurring at certain times 
might be disastrous to the welfare of the firm. 
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A final disadvantage which the entrepreneur sees as arising from 
the broadened management is a new element of risk and responsi¬ 
bility. This grows from the legal fact that each partner is, in all 
ordinary affairs, an agent for the firm. Each jiarlner may, in matters 
that relate to the general business of the firm, make contracts binding 
on the firm. This becomes a serious consideration in view of the 
liability of partners. The obligations of a [lartnership are the joint 
obligations of its members —that is, tlie action to enforce it is brought 
against all jointly. But, although the creditor brings an action for 
his debt against all the memiiers of the partnership jointly, he may 
satisfy his judgment out of the individu.d iirojicrty of one partner, and 
is not bound to levy u|)on the joint iiarlnershij) projierty. 

It is obvious that this obligation for debts makes partnership a 
form of business organization into which a man will go only after a 
careful consideration of the tyjic of men with whom he is joining. 
From this groat liability for debts, however, arises one additional 
advantage to the partnership form of organization. 'I'his is the case 
with which a partnership can borrow money. Pco]ilc are willing to 
lend where the liability reaches so far. 

3. The corporation .—It should be ncedle.ss, in (l*scussing the cor¬ 
poration, to clear the mind of such dusty impressions as the notion 
that a corporation is necessarily a large and usually a vicious organi¬ 
zation. Many corporations are capitalized for only a thousand dol¬ 
lars, and the .American Bible Society and several boards of foreign 
mi.ssions find it convenient to transact their business through the 
coqrorate form. 

The corporation, like the individual organization and partnership, 
is simply a type of business organization which has grown up because 
society needed it as a device through which social energy could be 
effectively directed in satisfying wants. A corporation is sometimes 
defined as an artificial entity, created by statute law under a special 
name, with the liberty of pcr])etual succession, acting in many respects 
as an individual. The point to be held clearly in mind is this, that 
the corporation is a separate person. Nine jicrsons in a room, to use 
a common illustration, form a corporation. There arc then ten indi- 
N'iduals in the room. A cor[)oration is a distinct legal entity, separate 
from the people who compose it. 

Some of the advantages of the corporation are quite obvious. 
Most notable of these perhaps is the readiness with which it adapts 
itself to the raising of large amounts of money. Shares of ownershio 
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in corporations may bear a face or par value set at prices ranging from 
hundreds of dollars to a few cents. There is ordinarily no limit to the 
amount for which a corporation may capitalize, and no limit in either 
direction to the amount an individual may subscribe to the capiLili- 
zation provided he is willing to subscribe for at least one share. It 
thus becomes possible to interest many persons and to accumulate 
gigantic sums of money. 

If the individual who is contemplating the formation of a new 
business has in mind an undertaking which will require a great deal 
of capital the corporation plainly lends itself to his needs. In the 
matter of ca|)ital possibilities the corporation is no less advantageous 
to society. It is not enough to say that such vast undertakings as 
railroads, steamship lines, and large manufacturing plants would have 
been difficult without the corimrate type of business organization. 
It is not too much to say th.it the whole new technology, which was 
the w'ondcr of the nineteenth century, and which was made possible 
by the scientilic discovciies of the earlier centuries, would not have 
been so cpiickly and so fully available to man had it not been for the 
corporate ly|)e of business organization. In several other wavs 
society finds advantage in the capitalizing methods of the corporate 
form. 'I’he small sac ings of many people are brought into icroductive 
use. These might lie idle were it not for the possibility of investments 
of small amounts. 

As the individual views the corporation it has a further advantage 
in the matter of liability, an advantage which also rellects favorably 
upon the amassing of capital. Ordinarily there is noliahihty or chance 
lor loss beyond the amount invested in the stock of the corjioration. 
The debts of the corporation, being those of an artificial but distinct 
personality, are quite separate from the projierty of the individual 
shareholders. Now it should be noticed that there is nothing here 
in the law that is new or that is more favorable to coqiorations than 
to private persons. The corporation is absolutely liable to the e.xtent 
of all of its assets for all of its debts. But the coqtoration is an 
individual. The peojilc who ovem shares are no more the corporation 
than they are each other. Thus their [iroperty cannot be applied to 
the obligations of the corporation. National banks, where double 
liability attaches, are the principal exception to this rule. The 
advantage of this situation to society as a whole is somewhat more 
doubtful. Complaints that responsibility cannot be located, and that 
reckless action has often been taken by corporations because of this 
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limited liability, are not uncommon. So far as the limited responsi¬ 
bility leads to unwise ilirortion of the social energy under control 
these complaints are a justiliahic objection to the corjwratc form. It 
must be recognized, however, that those who deal wiUi cor|iorations 
arc generally fully aware of this limited liability and guide themselves 
and grant credit accordingly. It must also be recognized that this 
limited liability has been of tremendous benefit in drawing the money 
of investors into profitable enter|irise. 

A final consideration in viewing the corporation as a type of busi¬ 
ness organization is its scheme of management. Control is usu.illy 
vested in the stockholders in iiroportion to the number of shares which 
they oevn. Frequently only stockholders of a certain type, as the 
holders of preferred stock or of common stock, may have the right to 
vote. This control is almost invariably turned over to a board of 
directors who may delegate it in turn to an e.xecutivc committee, who 
may redclegate it to a general manager. Where the interests of the 
corporation are hirge it is usually possible and profitable to secure tlie 
most able managers. If managers are not good it is easy to remove 
them. It is interesting in this connection to com[)arc the diHirulty 
and friction of removing or changing the managem*nt of a partnership. 

Out of this form of management there arise situations to whic'h 
society as a whole may fairly raise some objection. The control of the 
corporation by stockholders is likely to be a merely nominal matter, 
because of the disinterest, distance, lack of knowledge, and the like, 
many stockholders do not vote. 'I'liis enables the few who are inter¬ 
ested to direct the control of the corporation. There are various 
other ways in which this can be done. Through stock niauipulatioii 
the actual direction of poliiy of a corporation is likely to be concen¬ 
trated in a few hands. An objection closely allied to this is the imper¬ 
sonal relations which grow' out of the type of iiusiness organiz,ation 
having this form of management. The stockholders arc easily duped. 
Managers are not always honest, and stockholders, hundreds or 
thousands of miles away from the real activities of the coqioration, 
arc in no position to judge of the service being rendered them. Closely 
allied with this also is the lack of ethical sense often charged in the 
term “soulless corporation.” The actual owners of the social energy 
which has been concentrated into such a potent force are scattered and 
innocent of the acts of their company. Their sole point of contact is 
likely to be through the dividend check. This is not calculated to 
stimulate an interest in the ethics of the company. The corporation 
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in this respect contributes its share to the impersonal relations flowing 
from the exchange organization of industrial society. 

Som hybrid types of business organization.—Ihit discussion of the 
types of business organization has held definitely to the three distinct, 
clearly marked, well-defined forms. All of these, however, have been 
modified into dozens of varieties. Worth notice perhaps as examples 
(there are plenty of others) are the joint-stock company and the limited 
partnership. The joint-stock company is somewhat of a cross between 
the partnership and the corporation. In form of organization it is 
like the corporation, shares beiiig issued and sold to a wide number 
of owners. These shares are transferable without the consent of 
other owners. The management is also like the corporation in that 
it is usually delegated to a board of directors. Liability, however, in 
the joint-stock company is ordinarily the liability of partnership. 

The limited partnership is another example of a hybrid ty|ie. 
The limited partnership has some features of the general partnership 
and some of the features of a corporation. Such a partnership can 
usually be created only under special provision of state law. In 
the limited jjartnership certain members must be general partners, 
that is, they must ^lave all the liabilities and rights of members in the 
ordinary [(artnership. The limited partners, however, have a liability 
limited to the amount of money invested. 

All of the other varieties of partnershi]), such as the dormant 
partner, the silent partner, and the secret partner, are modifications of 
these three tyi)es, which attempt to merge in a business organization 
some ot the qualities which we find in two or more of the distinct t>q)es. 

A multiplying device.—Vihen the individual cntre])rencur organizes 
his business it is possible that he will find two things desirable. One 
of these is multiplicity of effort. The other is co-ojreration. He may 
need co-operation in two dilTercnt ways—in management, in finance. 
If co-operation is the thing needed it is likely to develop either into 
a partnership or a corporation. The partnership will add co-operation 
in management and consirlerable co-operation in finance. In the cor¬ 
poration there is the possibility of limitless co-operation in finance, 
and of any degree in management. 

It may be, however, that this business docs not need co-operation, 
but multiplicity of effort. If this is true another device is likely to 
be called into use. This is agency. Agency does not change the 
liability of the enterpriser. It adds no capital. It does not change lire 
motive of the cntcr|)riser himself, but it does multiply the effort which 
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he can exercise. Agency viewed in its functional aspect might, there¬ 
fore, be properly called a multiplying dc\’ice. Agency is equally useful 
to the individual organization, the partnership, or the coqwration. 

All of these types of busine.ss organization, hybrid as well as 
definite, together with the other relations, such as agency, whii h 
spring from them, grow out of a need in which industrial society finds 
itself. In the regulation of the relationships which arise society lays 
down law. The law views all of them typically from two asi>ects 
one, the relation between the parties who have entered the relation¬ 
ship; the other, the relations between these parties and the rest of 
society. The law, in taking this double view, is quite in harmony 
with the thought that types of business organization iiresent to those 
interested commercial advantages and disadvantages, while society 
may justify them as proper devices and instruments only when they 
work a public service rather than a public harm. 

137. THE IMPORTANCE OF THE CORPORA! ION' 

One of the striking features of the evolution of modern industrial 
society has been the development of the corporation. The statistics 
in this field are of such very recent origin that, e\t*pt for the last few 
years, no quantitative study of the growth of this form of organizalion 
can be presented which can lay any claim to accuracy. From the 
United States Census we find that, during the decade iSgq iqoy, the 
fraction of the mineral output produced by corporation-owned mines 
increa.sed from about 85 o to 92 2 ])er cent, while, in the manufai tin 
ing field, during the same period, corporations increased their sliaie 
of the value added by mamif.acturers from ajipro.ximately 63 3 to 
77 2 per cent. \Vc know that transjiortation by water, rail, and wire 
has been mainly carried on by corporations for several decades. In 
commercial enteritises, the general impression is that the stock com¬ 
pany is gradually playing a more imirortant part than formerly. Only 
in the field of agriculture does the individual entrepreneur—the man 
who controls and directs his own business—still remain dominant and 
almost without coqrorate rivals. A rough estimate indicates that, 
of the total products of American industry in rSgy, sonte 39 per cent, 
or appro.ximately seven billion dollars’ worth, and, in 1909, about 
44 per cent, or thirteen billion dollars’ worth, were turned out by 
corporation-owned plants. 

'Adapted by permission from^W. I. King, The Wealth and Income oj the 
People of the United States, pp. 208-11. (The Macmillan Co,, 1915.) 
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138. CLASSES OF CORPORATIONS- 

Corporations are used for such a wide diversity of objects that 
any classification based on the purposes for which they are formed 
overlaps and is apt to be confusing. 

A logical classification is that which separates all corporations into 
(i) public and (2) private corporations. Public coqiorations are 
those formed by the community for its own governmental puq)oses, 
as in cities, villages, and towns. These arc called munRi])al corpora¬ 
tions. In the Dartmouth College case it was said that “strictly 
speaking, public corporations are such only as are founded by die 
government for public puriioscs where the whole interests belong also 
to the government.” All other coqiorations are private corporations. 

Corporations formed to conduct public utilities, such as railroads, 
turnpikes, and telegraph systems, or to sujiply water, gas, and elec¬ 
tricity, are frequently termed qiiasi-public corporations, but, if they 
are conducted for private gain, they are pro|)erly classed as private 
corporations, even though the state may own |iart of their slock. 

Private corporations may be divided into corporations without 
capital stock and corporations with capital stock. 

a) Corporation's without capital stock .—Most religious, educational, 
charitable, and .social organizations belong to this class. 'I'hey are 
non-stock, or mcmberslii[), corporations. In some cases certificates 
of membership are issued to the nicnibcrs, but these are not stock 
certificates and are not usually transferable. When corporate action 
is taken each member has one vote without regard to the amount of 
his financial interests, if any, in the corporation. IMutual insurance 
companies are non-stock corporations, as are also stock e.cchanges 
and other similar organizations. 

b) Corporations with capital stock .—Stock corporations liac-e a 
capital stock divided into shares, usually of like amount, which arc 
evidenced by transferable certificates of stock. 'J’licse stock certifi¬ 
cates arc i,ssucd to the members of the corporation, who arc termed 
stockholders, the certificates evidencing the number of shares to which 
their owners are entitled. 

On account of the convenience of tire system, all corporations 
intended for profit are organized as stock corporations. 

Stock coqrorations may be conveniently divided into the 
following classes: (i) corporations for general business purposes; 

* Adapted by permission from Thomas Conyngton, The Modern Corpora¬ 
tion, pp. 16-20. (The Ronald Press, 1913.) 
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(2) corporations for public service; (3) corporations for financial 
purposes. 

1. Corporalions for general btisuiess purposes .—This class includes 
the greater number of existing corporations. In most states of the 
Union general laws have been passed providing that up<m compliatiee 
with simple prescribed formalities atid payment of certain moderate 
fees companies of this class may be incorporated In a few states, 
corporations may also be authori/cd by special act of the legislature, 
but the practice prevailing in most of the slates permits incoi|)oralion 
only under the provisions of general laws, the benelits of which may 
be enjoyed by all alike. Many of the slates have constitutional 
])roliibitions against special incorporations. 

The law and itroccdure relating to corporalions for general busi¬ 
ness purposes, such as manufacturing, mining, and industrial coqtora- 
tions, make u]) the great body of moilern coritoration law. 

2. Corporations for public .service. —'I'lie corporalions which control 
railways, telegraph, and telephone lines, and which furni.sh transporta¬ 
tion, light, water, and power in our gieat cities, form another exceed¬ 
ingly important class. These corporations arc allowed, under certain 
restrictions, to exercise the right of eminent domain, *nd in some cases 
are given special and exclusive privileges in the public ways. The 
peculiar nature of the jtrivileges confericd upon this class of corpora¬ 
tions, and tile not infrequent resulting abuse of their monopohslii 
powers, render them the subject of constant and increasing legislative 
restriction and regulation. 

3. Corporalions for finaniial purposes .—Under this head are 
included all banks, trust companies, insurance com|ianies, guaranty 
companies, building associations, and other similar institutions hand¬ 
ling the funds, savings, or inxestments of the public. 'I'hc laws 
under which the.sc may be organized usually require evidence of sub¬ 
stantial financial responsibility and of actually [laid-in cash ca[)ital. 
.After organization certain detailed rojtorts ate required and the cor- 
[loration is usually subject to some form of gocernmental super¬ 
vision. In each state, corporalions of this class are subject to special 
statutory regulation, except national banks, which are created and 
supervised only by the National Government. 

See also 282. The Holding Company 
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E. Some Defects of the Pecuniary Order 
139. FAULTY DIRECTION OF ECONOMIC ACTIVITY- 

The union between encouragement of individual efficiency and 
opportunity for wide co-operation is the great merit of the money 
economy. It provides a basis for what is unquestionably the best 
system of directing economic activity which men have yet practiced. 
Nevertheless, the system has serious limitations. 

I. Tlie money economy provides for effective co-ordination of 
effort within each business enterprise, but not for effective co¬ 
ordination of effort among independent cnterpiLses. 

The two schemes of co-ordination differ in almost all respects. 
Co-ordination within an enterprise is the result of careful |)lanning 
by experts; co-ordination among independent enterprises cannot be 
said to be planned at all; rather is it the un]danncd result of natural 
selection in a struggle for bu.siness survival. Co-ordination within 
an enterprise has a definite aim—the making of profits; co-ordination 
among independent enterprises has no definite aim, aside from the 
conflicting aims of the several units. Co-ordination within an enter¬ 
prise is maintained by a single authority possessed of power to carry 
its plans into effect; co-ordination among independent enterprises 
depends on many different authorities contending with each other, 
and without any [lower to enforce a common programme except so 
far as one can persuade or coerce others. As a result of these condi¬ 
tions, co-ordination within an enterprise is characterized by economy 
of effort; co-orciination among independent enterprises by waste. 

In detail, then, economic activity is planned and directed with 
skill; but in the large there is neither general plan nor central direction. 
The charge that “capitalistic production is planless” therefore con¬ 
tains both an important clement of trutli and a large element of error. 
Civilized nations have not yet developed sufficient intelligence to make 
.systematic plans for the sustenance of their populations; they con¬ 
tinue to rely on the badly co-ordinated efforts of private initiative. 
Marked progress has been made, however, in the skill with which the 
latter efforts are directed, and also in the scale on which they are 
organized. The growtli in the size of business enterprises controlled 
by a single management is a gain, because it increases the portion of 
the field in which close co-ordination of effort is feasible. 

'Taken by permission from W. C. Mitcheli, Business Cycles^ pp. 38-40* 
(University of California f'ress, 1913. Author's copyright.) 
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2. But, as pointed out above, the managerial skill of business 
enterprise is devoted to making money. If the test of efficiency in 
the direction of economic activity be that of determining what needs 
are most important for the common welfare and tlicn satisfying 
them in the most economical manner, the present scsteni is subjcNTt 
to a furtlicr criticism. For, in nations where a few liave incomes 
sufficient to gratify trilling whims and where many cannot buy 
things required to maintain their own efficiency or to give proper 
training to their children, it can hardly be argued that the goods 
which pay best arc the goods most needed. It is no fault of the indi¬ 
vidual business leaders that they take pros]Ha tive iirolits as their 
own guide. On Uie contrary, they are com])elled to do so; for the 
men who mLc too much philanthropy with business soon cease to be 
leaders. But a system of economic organization which forces men 
to accept so artificial an aim as pecuniary profit cannot guide their 
efTorts with certainty toward their own ideals of public welfare. 
The business management of .single enterprises may be admirably 
systematic in detail; but it is controlled by no large human purpose. 

3. Even from the point of view of business, prospective profit 
is an uncertain, flickering light. For it has already*l)ecn shown that 
profits depend upon two variables - on margins between selling and 
buying prices and on the volume of trade related to each other in 
unstable fashion, and each subject to perturbations from a multitude 
of unpredictable causes. That the system of ])riccs has its own 
order is clear, but it is not less clear that this order fails to 
alTord certainly of business success. Men of long experience and 
proved sagacity often find their calculations of profit upset by con¬ 
junctures which they could not anticipate. Thus the money economy 
confuses the guidance of economic activity by interjecting a large 
element of chance into every business venture. 

4. The hazards to be assumed grow greater with the extent of 
the market and with the time which elapses between the initiation 
and the fruition of an enlcrjirise. But the progress of industrial 
technic is steadily widening markets, and requiring heavier invest¬ 
ments of capital for future production. Hence the share in economic 
leadership which falls to lenders, that of reviewing the various chances 
afforded them for investment, presents increasing difficulties. And, 
as has been shown, a large proportion of these lenders, particularly of 
the lenders on long time, lack the capacity and the training for the 
successful performance of such Wk. 
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These defects in the system of guiding economic activity and the 
bewildering compiexity of the task itseif aiiow the processes of eco¬ 
nomic iife to faii into those recurrent (iisorders which constitute 
crises and depressions. Much patient analysis, however, is required 
to discover just how these disorders arise, and why, instead of becom¬ 
ing chronic, tliey lead after a time to the return of pro.sperity. 

See also 9. Planlcssness and Conflict. 

104. Some Sliortcomings of Self-Interest. 

140. PRODUCTION FOR I'ROFIT' 

Ail our system revolves around that central sun of proflt-niaking. 
Here is a factory in which a great many people are making shoddy 
clothing. You can tell at a glance that it is shoddy clothing, and 
quite unfit for wearing, liut why are the people making shoddy 
goods—why don’t they make decent clothing, since they can do it 
quite as well ? Why, because there is a profit for somebody in mak¬ 
ing shoddy. Here a grou[) of men are building a house. They are 
making it of the poorest materials, making dingy little rooms; the 
building is badl^' constructed, and it can never be other than a 
barracks. Why this “jerry-building”? There is no reason under 
the sun why poor houses should be built e.vcept that somebody hopes 
to make profit out of them. 

Goods are adulterated and debased, even the food of the nation 
is poisoned, for profit. Legislatures arc corrupted and courts of 
justice are polluted by the presence of the bribe-giver and the bribe¬ 
taker for profit. Nations are embroiled in quarrels and armies 
slaughter armies over questions which are, always, ultimately ques¬ 
tions of profit. Here are children toiling in sweatshops, factories, and 
mines while men are idle and seeking work. Why ? Do we need the 
labor of tlie little ones in order to produce enough to maintain the life 
of tlie nation? No. But there are some people who arc going to 
make a profit out of the labors which sap the strength of those little 
ones. Here are thousands of people hungry, clamoring for food and 
perishing for lack of it. They are willing to work; there are resources 
for tliem to work upon; tliey could easily maintain themselves in 
comfort and gladness if they set to work. Then why don’t they set 
to work ? Oh, Jonathan, the torment of this monotonous answer is 

■Adapted by permission from John Spargo, The Common Sense 0} Socialism, 
pp. 75-78. (Charles H. Kerr & Co., iprt.) 
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unbearable—because no one can make a profit of their labor Llicy 
must be idle and starve, or drag out a miserable existence aided by the 
crumbs of cold charity I 

If our social economy were sucli that we [iroduced things for use 
because they were useful and beautiful, we shoiilil go on producing 
with a good will until everybody had a plentiful sup|)ly. If we found 
ourselves producing too rapidly, faster than we could consume the 
things, we could easily slacken our pace. We could spend more time 
beautifying our cities and our homes, more time cultivating our minds 
and hearts by social intercourse, and in the companionship of the great 
spirits of all ages through the masterpieces of literaluie, mu.sic, 
painting,and scul|)turc. But instead, we produce for .sale and profit. 
When tlie workers have produced more than the master-class can use 
and tlicy themselves buy back out of their meager wages, there is a glut 
in the markets of the woild, unless a new market can be opened up by 
making war upon some defenseless, undeveloped nation. 

When there is a glut in the market, Jonathan, you know what hap¬ 
pens. Shops and factories are .shut down, the number of em])loyees 
is reduced, the army of unem[)lo_\'ed grows, and there is a rise in the 
tide of poverty and misery. Yet evhy should it b*so? Why, simjily 
because there is a su|)erabundance of wealth, should people be mailc 
pooler? Why should little chihlren go without shoes just becaii.se 
tliere are loads of shoes stacked away in stores and warehouses? 
Why should peo|ile go without clothing simply because the ware¬ 
houses are bursting wdth clothes? 'Idle answer is that these things 
must be so because we prodiii e for jii ofit instead of for use. All these 
stores of wealth belong to thecl.iss of iirofit-lakers, the ca]iitalist class, 
and they must sell and m.ike jirofit. 

The root of evil, the tajiioot from which the evils of modern society 
develop, is the profit idea. Life is subordinated to the making of 
profit. If it were only possible to embody that idea in human shaiie, 
what a monster ogre it would be! And how we should arraign it at the 
bar of human rea.son! Should we not call up images of the million of 
babes who have been needlessly and wantonly slaughtered by the 
Monster Idea; the images of all Uie maimed and wounded and killed 
in the wars for markets, the millions of others who have been bruised 
and broken in the industrial arena to secure somebody’s profit, because 
it was too expensive to guard life and limb; the numberless victims of 
adulterated food and drink, of cheap tenements and shoddy clothes ? 
Should we not call up the wretched women of our streets; the 
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bribers and the vendors of privilege? We should surely parade in 
pitiable procession the dwarfed and stunted bodies of the millions 
bom to hardship and sufiering, but we could not, alas! parade the 
dwarfed and stunted souls, the sordid spirits for which the Monster 
Idea is responsible. 


See also 87 
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Unrest because of Violation of Reciprocity. 

Some Criticisms of Commerce. 

The Delicate Mechanism of Industry. 
Impersonality under the Primary Regime. 

The Socialists’ Indictment of Competitive Society. 
Property at its Zenith. 




CHAPTER VI 

SPECIALIZATION AND INTERDEPENDENCE 
A. Problems at Issue 

In our discussion of the |)rcsciit day individual-fNc!iani;e- 
co-opcralive-pecuniary society wc have aisunied both llie exisieiHe 
and the defeiisilnlity of spec iaii/.alion and interdependence. This was 
permissible. They arc familiar concepts—commonidaces. It fre¬ 
quently happens, however, that the siitnilicancc of commonplaces is 
overlooked and these particular commonplaces are so iireftnant with 
consequences that they must not be passed by without some detailed 
explanation. 

In considering the topic spcciali/.ation, care must be given to ter¬ 
minology. Some writers use the expre.s^ion “division of labor” as 
synonymous with “specialization.” Others use “division of labor” 
with particular reference to the apportionment of (asks within the 
industrial plant. Still others use the [ihiase in no sinjle definite sense. 
In this introductory statement, specialization will be used as the 
inclusive term and succh jihrases as “separation of occu|)ations,” 
“division of labor” (within a given plant), and “territorial or geo¬ 
graphical specialization” will be regarded as sub-classifications of the 
general heading. In no event .should confusion of terminology pre¬ 
vent our seeing that ca])ital, land, and organization are as truly 
“divided” or “specialized” as i,i labor. 

What is a specialized society ? It has two significant aspects. 
The first is differentiation, but differentiation would be purposeless and 
barren of results were there not also [iresent unification. How far 
differentiation can be carrierl, as a matter of laboratory experiment, 
will depend upon technological considerations primarily. It will be 
conditioned by the prevailing slate of the arts and sciences. How- 
far differentiation may wisely be carried is another matter. That 
will involve a sense of proportion—w-ill raise considerations of the 
economical expenditure of social energy. If differentiation is “ carried 
too far” there is waste, readily seen by everyone. If differentiation 
is “not carried far enough” there is none the less waste, uneconomical 
expenditure of energy, even if it be not so readily seen. Clearly there 
must be some means of estimating and correlating the results of 
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differentiation—there must be some unifying agency. The unifying 
agency mainly used by our private-cxchange-co-operative society is 
the appeal to gain. We carry differentiation as far as it pays to 
carry it. Whether that is a long or a .short distance depends, barring 
monopoly and predation, upon the size of the opportunity commercial 
organization has created. The term “commercial organization” will 
be found to include a great number of factors. Patent to the most 
artless mind would be considerations of market area, whether it be 
time area or geographical area, considerations of the efficiency of 
marketing agencies, and of the character as well as the volume of the 
demand. Conditioning these will be found technological considera¬ 
tions, psychological considerations, and the efficiency of the mechan¬ 
ism of the pecuniary organization of society. 

A dilTercntiated-united society is in the nature of the case an 
interdependent society. No individual of civilized society is today 
economically independent. What one does is a matter of concern to 
many others, and he must not be surprised if they feel disposed to 
regulate his activities. The connective fibers of this interdependent 
structure arc numerous, interlacing, and of curious composition. 

« 

QUESTIONS 

1. Is specialization peculiar to our society? Was there specialization in 
the manorial economy ? Would there be specialization under socialism ? 

2. Can you think of anyone today who engages in every kind of work 
necessary to produce the commodities which he uses? 

3. “Any intelligently ordered society will have siiecialization; it is only 
a competitive society that requires also trade and money.” What 
does this mean ? Is it true ? What other ))0.SMhle devices (than trade 
and money) could be used to secure and maintain a specialized society ? 

4. Nowadays one machine comitletes the process of pin-making which in 
Adam Smith’s d.ay occupied ten men. lias there been an increase or 
a decrease in specialization ? 

5. Give e.xampics of (a) the division of labor; (6) territorial grouping of 
related industries; (c) territorial grouiiing of [ilants of the s,ime indus¬ 
try; (d) geographical specialization in agricultural products. 

6. “Perhaps the form of specialization which is of greatest importance in 
economics is the functional specialization in bringing labor, land, 
capital, etc., into the producthe process.” What does this mean? 
Name some economic and social problems which grow out of tliis func¬ 
tional specialization. 

7. What new forms of specialization apd what enlargements of the market 
accompanied the transition from the handicraft to the factory system ? 
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8. “Capital, land, and organization are as truly divided or 5i>ecialized as 
is labor/’ Cite iliustr.uions. 

9. Is specialization responsil)le for the increase<l participation of woman 
in work outside the home ? 

10. “ WTiatcver unpleasant elTec ts the divisi<'n of l.ilH)r may have, as regards 
monotony, may be counteracted and mitigated.” How? Can these 
unpleasant effects be entiiely overcome? 

11. “Division of labor promotes invention by standardizing a process and 
thus pointing out how it may be taken over by a machine.” “Division 
of labor hinders invention by deadening human faculties.” With 
which quotation do you agree ? 

12. “Once we had a watclimaker; now we have a one hundred and fortieth 
part of a watchmaker confincii to a single process. A man lias become 
a small part of a man. This is the boasted gain of specialization ” 
Comment. 

13. “Division of labor tends to reduce the pleasure men derive from their 
work.” Doyouagico? 

14. How can it be argued that spcai.ili/ation makes possible greater quantity 
and better quality of products? 

15. Draw up in parallel columns the advantages and disadvantages of 
speu'ali/ation. 

16. In what way.'^ does specialization “greatly facilitate the acquisition and 
retention of the sum of kno\\le<!ge which is transmissible from one 
generation to another?” 

17. Classify the advantages of division of labor (within a given businc.ss unit) 
according to (a) the business point of view, (b) the social point of view. 

18. Mr. X is a high-grade lawyer. He is also the best stenographer in his 
state. Is he likely to hire someone to do his stenographic work ? Why 
or why not? 

19. A is a good musician but h icmpiTamcntally unhltcd for other work. 
B, while fond of music, is elVuicnt only in farming. Is an exchange 
likely to take place? Would the situation be different if A and 11 
represented regions of different natural endowment? 

20. A by one day’s labor can make 9 units of x or 2 units of y. B by one 
day’s labor can make 2 units of x or 9 units of y. Would specialization 
and exchange be likely to take plaoe ? Would the situation be difTercnt 
if A and B represented regions instead of men ? 

21. A by one day’s labor can make 20 units of x or 10 units of y. B by one 
day’s labor can make 15 units of x or 5 units of y. Would specializa¬ 
tion and exchange be likely to take place? Would the situation be 
different if A and B represented regions instead of men ? 

22 An American statesman of the nineteenth century declared tliat it was 
bad policy for the United States to import any commodity that could 
be procured in the United States. Do you agree ? 
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23. Another statesman urged that no commodity which can be produced 
in the United States with the same amount of labor as in foreign coun¬ 
tries could be economically imported. Do you think this [wsition 
tenable ? 

24. It has been asserted that the income of the citizens of the United States 
could be greatly augmented if all commodities now imported were pro¬ 
duced at home, and all commodities now exported were consumed at 
home. The cost of transportation, now amounting to several hundred 
millions annually, would then be saved. Apply this argument to trade 
between the Middle West and the Pacific slope, and expose the fallacies 
involved in it. 

23. "We m.ay often by trading with foreigners obtain their commodities at 
a smaller expense of our labor and capital than these commodities cost 
the foreigners themselves.” 

a) Explain carefully how this can be. 

b) Show that in sjiite of this the foreigner gains by the transaction. 

26. What fixes the mechanical limit to specialization? What fixes the 
commercial limit ? 

27. Why is it that a country store keeps a little of everything, while a city 
store very often deals in only one kind of commodities, such as shoes or 
china or sporting goods ? 

28. Can specializatioh be carried as far in bicycle repair shops as in bicycle 
manufacturing ? Why or why not ? 

29. Give examples of specialized occupations which are made possible by 
the degree of exchange co-operation which exists within (a) small 
villages; (b) towns of 5,000 inhabitants; (c) large cities. 

30. Cite cases where specialization is limited by (n) the nature of the indus¬ 
try itself; ( 4 ) the extent of the market; (c) soci.il institutions; (d) finan¬ 
cial organization; (e) commercial organization. What factors go to 
make up “the extent of the market”? 

31. Have widening markets led to specialization or has the increased produc¬ 
tivity of specialized industry enlarged markets ? 

32. “Specialization is a means whereby a nation attains to essential unity. 
It develops the sense of each working for all and all for each.” Has 
our specialization developed any such sense ? 

33. Draw up a generalized list of types of interdependence in modern indus¬ 
trial society. Try to work out another list of consequences of this 
interdependence. 

34. “There is a sympathy and opposition between all trades due to the 
fact that they draw the very breath of life from common sources. ” 
What docs this mean ? What determines how much “ breath ” a given 
industry shall obtain ? 

35. “Mining and agriculture are fundamental industries; transport and 
finance are pervasive and connective.” What does this mean? Do 
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mining and agriculture serve as connective industries in any sense? 
What docs transport include? What does hnance include? 

36. “One of the connecting fibers of our interdependent society is the 
financial mechanism. It makes the sttaicture particularly sensitive to 
shock.” Is this true ? 

37. Is interdci>endcnce peculiar to the com|>clitive system? Would there 
be any interdependence under socialism ? Under the family economy ? 

38. Trace in detail and from the very first the processes which liavc aided 
in supplying you with your cup of cotTee. IIow many peojilc do you 
suppose helloed in those processes? Do you think it is desirable to be 
dependent on so many people in the satisfying of your wants? 

39 “Interdependence puts us, as it were, at one another’s mercy, and so 
ushers in a multitude of new forms of wrongdoing.” Kxjdain. What 
can we do about it ? 

40. “One evil of interdependence—and one that is commonly overlooked— 
is the fact that by so much leaning on others the stamina of individuals 
is weakened.” Is this true? 

41. “You cannot toucli the consumer in any point in his expenditure with¬ 
out altering in countless ways his whole standard of valuation and thus 
affecting industrial processes.” Show what this means by w’orking out 
some specific illustration. 

42. “Among other evils which may be charged agaiiftt interdependence is 
the pervasive sensitiveness of our modern society. There follows the 
widcsj)rcad evils resulting from commercial panics.” Is this true? 
Would these things be true under socialism? Is it your guess that 
something more than interdependence may be needed to explain tlie 
cause of panics ? 

43 “A football celebration in which windows arc broken may harm house¬ 
holders but it is a good thing for labor. It gives employment to labor.” 
Prove or disprove this on the basis of the thoughts suggested by the 
topic of interdependence. 

44. “Such events as the Galveston flood are not unmixed evils. Employ¬ 
ment will now be found for many laborers and this benefit should not 
be forgotten or minimized by us.” What do you think of the state¬ 
ment ? 

B. Some Forms of Specialization 
141. SPECIALIZATION AND CO-OPERATION' 

In our general account of the co-operation prevailing under the 

present order, no attempt w’as made to .go into the matter at all 

specifically. In fact it was vaguely assumed that all co-operation 

* Taken by permission from F. M. Taylor, Principles of Economics^ pp. 21-2^. 

fUniversity of Michigan, 1916.) 
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takes a form wherein each producer makes some one thing from first 
to last—starts it and finishes it ready for the consumer, e.g., the 
farmer supplying potatoes. This sort of co-o|)eration we might dis¬ 
tinguish as primary co-operation or primary division of occupation, 
hut everyone knows that co-operation commonly goes much further 
than this. Almost no one carries from the beginning to the end the 
[)rocesscs necessary to the production of a particular consumption 
good. The work of the baker must be preceded by that of the miller 
and the farmer. So, the work of the shoemaker must be preceded 
by that of the tanner and the stock farmer. Further, between each 
[rroducer in the scries and his successor, must come the dealer, the 
middleman, to effect the necessary transfer of the product between 
the independent producers. In addition, the various members in the 
original series make much use of the products and services of producers 
in other series. Thus, the dealers who transfer the hides from the 
stock farmer to the tanner make use of the services of various pro¬ 
ducers outside the series, especially those engaged in the transirorta- 
tion business. 'Fanners again use coal produced by another group, 
also bark, and various chemicals. In like manner, shoemakers use 
thread, bristles, ntedles, machinery, cloth, etc., etc., which they 
obtain from other classes of proilucers quite outside our original series. 
Here then we have division of occupation within division of occupation. 
We might call it secondary co-operation or secondary division of 
occupation. 

But, in an economic society having any considerable degree of 
development, co-operation and specialization go still further than has 
yet been brought out. Even in the last case we were thinking of 
undivided industrial units, though each was devoted to providing only 
some one element in the ultimate product; e.g., a stock farm devoted 
to raising cattle, a tanneVy occupied in preparing hides for leather 
and so on. But we all know that there is specialization within each 
industrial unit. The tannery, which as a whole produces leather, has 
some men scraping hides, some attending to the curing of the hides 
in the various baths, some staining, some finishing, some keeping 
books, some writing letters, etc. Obviously tliis sort of specialization 
is also of very great significance. Writers have sometimes distin¬ 
guished it from the kinds already considered as Division of Labor, 
w'hile tho.se are called Division of Occupation._ 

But we have not yet brought out the full extent of co-operation 
and specialization under the present order. The specialization thus 
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far considered more especially grows out of the differences in the 
physical or technical operations to be performed, as just seen in the 
case of tanning. But Uiere arc deeper dilTcreiites among the functions, 
processes, factor.s, involved in irroduction. Production requires tliat 
some man po.ssessing more or less wealth should assume the respon¬ 
sibility oi production; it reriuiics that he should have land upon which 
to work; it reriuircs that he should have laborers to perform the differ¬ 
ent tasks; it requires that he should have materials, tools, and machines 
to assist these men. In short, to use the more technical language of 
economics, tlicre must be at least three factors of production: land, 
labor, and capital. As the last of these comes to the work in two 
different relations, controlled by two different sets of (icrsons, we have 
in reality something like four groups of productive agents engaged 
in every industry, namely: landloids, laborers, capitalists proper, tho.se 
who supply the capital needed in production, and entrepreneurs, those 
owners of wealth who assume the responsibility of production. Heie, 
manifestly, we have a dce[)er sort of co-operation and specialization 
than anything yet considered. This particular kind of co-operation 
and specialization now under consideration, I will for the lack of a 
better term designate as Juintional co-operation. We at least ought 
to realize the existence of suih a sy.stcm, even if we seldom have 
occasion to make special reference to it. 

The student should further note that the development of tliis 
functional sperialization and co-oiieration brings in its train new cases 
of specialization analogous to the simpler forms already considered, 
Thus, the more completely the furnishing of capital has become iso¬ 
lated from taking the responsibility of jiroduction, the more there 
have developed institutions for dealing in this capital. Prominent 
among such institutions are commercial banks, .savings banks, trust 
companies, and so on. 

At this point it seems desirable to remark on one very important 
general result of the great extremes to which specialization is carried 
in the present order, viz., that this fact gives to the existing system an 
extraordinary comple.xity which is very confuting to the general public 
and not a little so to the trained thinker. It is often difficult to 
isolate the precise function played by a jiarticular business; and people 
who form hasty conclusions arc very apt to deny the existence of such 
a function, to affirm that the business in question plays no legitimate 
part, so that those who pursue it are mere parasites upon society. 
The student should studiously avoid this practice. In fact, he will 
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do well to assume at the outset that every occupation, not catering 
to human vice, plays a real and legitimate r 61 e in the total conduct of 
economic affairs—is doing some one of the numberless things necessary 
to be done if we are to attain the highest economic efficiency. 

To summarize this discussion: The present economic system pre¬ 
sents itself to us as one wherein we have a vast complex of different 
industries, mining, stock-raising, farming, manufacturing, transport¬ 
ing, etc., each concerned in the production, of some commodity at 
one or another stage of completion, while, within each of these 
industries, different functional groups of productive agents, entre¬ 
preneurs, capitalists, laborers, and landlords are co-operating, and 
while, finally, this vast industrial complex is brought tojicthcr, is held 
loi^ethcr, and is regulated itnough exchange —buying and selling. 

See also 4. The System of Individual Exchange Co-operation 
85. The Great Co-operation. 

142. SPECIALIZ.ATION IN CAPITAL' 

Certain fundamental principles characterize American methods of 
manufacture; siv.'h as the employment of special machines to per¬ 
form specific operations only, whereby the oul|)ut of a factory is 
enormously incre.ascd, minute and systematized division of labor 
effected, the costly work of finishing and adjusting minimized, and the 
highest dcveloiimenl of skill, accuracy, and dispatch acijuircd. The 
high wages paid to skilled labor in this country have acted as a stimulus 
to the invention and perfecting of labor-saving machinery, and the 
employment of such labor-saving machinery operated by high-priced, 
intelligent mechanics has resulted sometimes in a very much larger 
output and lower cost of product per man employed than anywhere in 
Uic world under old conditions. These features have perhaps received 
most notable development in the fine art of watchmaking by machinery 
in America, wherein the acme of perfection and economy is shown. 

The system of concentration of labor in large factories for making 
watches in this country is the antithesis of the method of scattered 
manufacturing which prevailed for centuries in Europe, notably in 
Switzerland. M. Favre-Peret, who investigated this industry in the 
New England States .some years ago, stated that the average produc¬ 
tion of 40,000 workmen in Switzerland was 40 watches each per annum, 

* Taken by permission from A. E. Outerbridge, Jr., “ Specmllzation in Manu¬ 
facture,” Antials of the American Academy of Political and Social Science, XXV 

(190s). 47-48. 



SPECMLIZATION AND rNTERDKrKN'Dl- NCE 381 

while in America the average was 150 fine waklics for eaeli man 
employed. 

By the aid of special machines in these wall h faclm ies one man can 
make 1,200 fine screws per day, sonic of whii h aie mi small lhal more 
than 100,000 arc required to weigh a pound. One of the liiiesi piece.s 
made is a “])allet-arbor” or pivotal boll, aliiili, for a small si/ed 
watch, has a thread of 260 to the imli, weighs 1/130,000 of a pound, 
undergoes 25 operations, and costs but 2J cents. Measuicmenis .iie 
gauged to 1/25,000 of an inch. 

The balance wheel, after being in.uhincd, weighs onlv 7 giaiiis, 
and when fitted with 16 gold screws weighs 7 2 gi.iins, there aie So 
separate operations upon a balance wheel, 00 of them being dulling, 
threading, and countersinking holes; the drills revolve at a speed of 
4,,Soo turns a minute and one operator can drill u|)w;uils of 2,200 holes 
for the balance wdicels per day. 

143. LABOR Sl’KCIALIZATION IN MK.Vf PAt.'KINO' 

The division of labor grew with the industry, following the inlio- 
duction of the refiigeialor car and the marketing of dress'd beef, in the 
decade of the .seventies. Before the market was vTideneil by these 
revolutionizing inventions, the killing gangs were small, siiii e only the 
local demands were sup|ilied. But, when the number of cattle to be 
killed each day increased to a Ihousand or more, an imiiasing g.ing 
or crew of men was put together, and the best men were ke])l at the 
most exacting work. .At what point the greatest eioiioniy is reai lu d 
was discovered by e.xperiinent and by com|iarisoii of one house with 
another. Each firm has accurate knowledge of the labor force and 
the output of every other house, and in this way each ini[)rovenieiit 
becomes general and each su[)eiintendeiit is keyed up. Taking a crew 
of 230 butchers, helpers, and laborers, handling 1,050 cattle a ilav 
under the union regulations of output, the time rc<niired for each 
bullock is equivalent to 131 minutes for one man, from the pen to 
the cooler, the hide cellar, and all the other dejiarlmenls to whiih 
the animal is distributed. But this is made up of 6 4 minutes for the 
So-cent man, ij minutes for the 45-cent man, and so on, and the 
average wage per hour for the gang would not exceed 2 1 cents, making 
the entire labor cost about 46 cents per bullock. 

Three main objects were gained by this division of labor. First, 
cheaper men—unskilled and immigrant labor - could be utilized in 

‘Taken by permission from J. R. Common.s. “Labor Conifitions in Meat 
Packirut," Quarterly Journal oi Economics, XIX (1904-5), 6-7. 



382 INDUSTRIAL SOCIETY 

large numbers. Second, skilled men became more highly expert in the 
quality of their work. VV’hile, on the one hand, this greatly increased 
the proportion of low wage men, it also pushed up the wages of the 
very few skilled men on the delicate and particular parts of the work. 
An all-round butcher might expect to earn 35 cents an hour, but the 
highly specialized doorman or splitter earns 50 cents an hour. Some 
of these expert doormen work a week at a time without cutting a 
single hide, so deft and delicate becomes their handling of the knife. 
If the company makes a few of these particular jobs desirable to the 
men and attaches them to its service it can become independent of 
the hundreds who work at the jobs where they can do but little 
damage; and their low wage brings down the average to 21 cents, 
where, if all were all-round butchers, the average would be 35 cents, 
Con.sequently, in the course of time the companies put a few of the 
strongest men, and those with a particular knack for their work, on 
“steady time,” paying them a salary of $24 to $27 a week, regardless 
of time actually worked; but the other nine-tenths of the gang were 
hired by the hour, and paid only for the lime at woik. These steady- 
time men not only stood by the company, but acted as pace-setters, 
and in this way a third object of division of labor was brought about— 
namely, speed. 

144. SPECIALIZATION IN MANAGE.MENT- 

Let us go over the duties which [an old-fashioned] foreman in 
charge, say, of lathes, or planes, is called upon to perform, and note 
the knowledge and qualities which they call for. 

First. He must be a good machinist—and this alone calls for 
years of special training, and limits the choice to a compaiatively 
small class of men. 

Second. He must be able to read drawings readily, and have 
efficient imagination to see the work in its finished state clearly before 
him. This calls for at least a certain amount of brains and edu¬ 
cation. 

Third. He must plan ahead and see that the right jugs, clamps, 
and appliances, as w’ell as proper cutting-tools are on hand, and are 
used to set the work correctly in the machine and cut the metal at the 
right speed and feed. This calls for the ability to concentrate the 

* Taken by permission from F. W. Taylor, Shop Management, pp. 96-9S, and 
The Principles of Scientific Management,' pp. 123-25. (Harper & Bros. Copy¬ 
right by author, 1911.) 
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minu upon a multitude of small details and to take pains with little, 
uninteresting things. 

Fourth. He must see that each ni.in keeps his machine clean and 
in good order. This calls for the ecamide of a m.ui who is naturallc 
neat and orderly himself. 

Fifth. He must see that each man turns out work of the proper 
quality. This calls for the conservative judgment and the honesty 
which are the qualities of a good in^pector. 

Sixth. He must see that the men under him work steadily and 
fa.st. To accompli.sli this he should himself be a hustler, a man ol 
energy, ready to pitch in and infuse life into his men by working faster 
than they do, and this quality is rarely combined with the pamstakuig 
care, the neatness, and the conseiwative judgment demanded as the 
third, fourth, and fifth requirements of a gang boss. 

Seventh. He must constantly look ahead over the whole held of 
work and see that the parts go to the machines in their pro[)er sequem e 
and that the right job gets to each machine. 

Eighth. He must, at least in a general way, supervise the time¬ 
keeping and fix piecework rates, llotli the seventh and eighth duties 
call for a certain amount of clerical work and ability, and this class 
of work is almost always repugnant to the man suited to active execu¬ 
tive work, and diflicult for him to do; and the rate-fixing alone re¬ 
quires the whole time and careful study of a man especially suited 
to its minute detail. 

Ninth. He must discipline the men under him, and reailjust their 
wages; and those duties call for judgment, tact, and judicial fairness. 

Under functional management, the old-fashioned single foreman 
is superseded by eight different men, earh of whom has his own special 
duties, and these men, acting as the agents for the planning depart¬ 
ment, are the expert teachers, who are at all times in the shoj) helping 
and directing the workmen. Being each one chosen for his knowledge 
and personal skill in his specialty, they arc able not only to tell the 
workman what he should do, but in case of necessity they do the 
work themselves in the presence of the workman, so as to show him 
not only the best but also the quickest methods. 

One of these teachers (called the inspector) sees to it that he 
understands the drawings and instructions for doing the work. He 
teaches him how to do work of the right quality; how to make it fine 
and exact where it should be firje, and rough and quick where accuracy 
is not required—the one being just as important for success as the 
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Other. The second teacher (the gang boss) shows him how to set up 
the job in his machine, and teaches him to make all of his personal 
motions in the quickest and best way. The third (the speed boss) 
sees that the machine is run at the best speed and that the pro|)er 
tool is used in the particular way which will enable the machine to 
finksh its product in the shortest possible time. In addition to the 
assistance given by these teachers, the workman receives orders and 


Diagram Iluistkating thk Piuscii’i.e of Few nos m. or .Scientific 

IttANAI.EMF.NT' 



help from four other men: from the “repair boss’’ as to the adjust¬ 
ment, cleanliness, and general care of his machine, belting, etc.; from 
the “ time clerk,’’ as to everything relating to his pay and to proper 
written reports and returns; from the “route clerk,’’as to the order in 
which he docs his work and as to the movement of the work from one 
part of the shop to another; and, in case a workman gets into any trouble 
with any of his various bosses, the “ disciplinarian ’’ interviews him. 

*This diagram is taken from F. B. Gilbreth, “Units, lifethods, and Devices 
of Measurement under Scientibc Management,’’ The Journal oj Political Economy, 
XXI (1913), 619. 
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145 - WOMAN IN INDUSTRY' 

The census of 1910 shows a total of 7,608,000 female wage-earners 
as compared with 5,319,000 in 1900. This is an increase of 43 
per cent. In the same decade the number id females ten years of 
age and over had increased but 22 per cent. The significance of the 
first column in the table belowr is to disclose which occupational 
groups are attracting a larger and whiih a smaller percentage of the 
total number of women workers; of the second to show in whiih 
occupational group women arc gaining, and in which losing ground, 
as compared with male workers; and of the thu d to allow a comparison 
of the inciease of women workers in the occupational groups on a 
numerical and a percentage basis. 
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There is evidence of this transferal of work from the home in other 
fields than manufacturing. Among domestic workers laundresses 
numbered 335,000 in 1900, of whom 325,700 were handworkers; less 
than 10,000 were employed in steam laundries. In 1910 this occu¬ 
pation included 597,000 women, of whom 520,000 were handworkers 
and 76,000 steam-laundry operators. The increase of factory workers 
was over 600 per cent; that of home workers less than 60 per cent. 
Again, of servants and w’aiters combined, there were 1,284,800 in 1900, 
of whom 1,242,000 were servants and 42,800 were waiters. In 1910 
the combined figure was 1,495,000, of whom 1,309,000 were servants, a 
■ Adapted by permission from C* E. Persons, “Women’s Work and Wages in 
the United States,” Quarterly Journal of Economies^ XXIX (1914-15), 302-6, 233. 
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slight increase, and nearly 86,000 were waiters, a gain of over 100 
per cent. These examples and others which might be given illustrate 
the continued progress of the industrial revolution. Obviously the 
change now taking place affects most largely the fields traditionally 
occupied by women. Just as the New England women followed 
their work as spinners and weavers from the rural home to the urban 
factory, women today, if they are to maintain their position as pre¬ 
parers of food and garments, must leave the home for the factory. 
Thus work is being transferred from family control to corporate 
management. The home is less a workshop. The family is no longer 
the industrial, though it remains the social, unit. Where the trans¬ 
formation will stop is not yet airparent. The past decade shows a 
rapidity of change seldom equalled, and we may expect, with the 
growing urbanization of our population, a continuance of this rapid 
movement. It is to be noted that this brings more women within the 
ken of the census. It means more work done by women outside 
the home, though there may still be room to doubt whether it mean, 
that tire total amount of work done by women is greater. It thus 
means tliat increasing importance will attach to problems of women’s 
work and wages. >' 

146. GEOGRAPHICAL SPECIALIZ.UTON' 

First In importance in fixing the home of certain industries is the 
presence of natural deposits or supplies. This determines imperiously 
the location of mines, quarries, oil or gas wells, fisheries, lumber and 
fur industries, and the collecting of nitrates, borax, sponges, pearls, 
buffalo horns. Thus the Chilian desert is the site of nitrate mines, the 
oyster industry haunts the Chesapeake, dye-woods are furnished from 
tropical forests, while the sulphur pits of Sicily supply brimstone to 
all parts of the world. 

Besides the simple finding, digging up, breaking off, cutting down, 
dislodging, capturing, or bringing together of natural substances or 
growths, we often find these reduced, refined, prepared, preserved, or 
otherwise worked up before leaving their original locality. Here we 
may, in thought, distinguish two industries, one working on raw 
materials supplied by the other. Many elaborative processes are in 
this way attached to some extractive industry, and located with refer¬ 
ence to it. The weaving of basket ware established itself in Fran- 

* Adapted by permission from E. A. Ross, “'the Location of Industries,” 
Quarterly Journal of Economics, X (1S95-96), 247-68. 
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conia, owing to the splendid growth of willow-trees in the neighlwring 
valley of the Main. Most of the slate pencils of the world are made 
in the Thuringian forest, the site of the finest slate quarries. 

Probably next in importance is nearness to the sources of raw or 
auxiliary materials. This consideration will have most influence first, 
when the materials are bulky and hca\y relatively to their value; 
second, when the finished product embodies but a small part of the 
materials employed or contains much greater value, third, when 
transportation facilities are backward, or the mateiials are protluced 
in a mountainous district or in the interior of a country where the 
cost of transportation is unusual. These conditions are met with in 
the metal industries, so that ore is for the most part smelled near the 
mine, if fuel be forthcoming. The sawmills, in turn invade the 
wilderness or follow uj) logging streams in quest of their material. 
While there is no gieat shrinkage in sawing logs into lumber, the 
greater ease of handling is suflicient to carry the sawmill to the logs 
instead of the logs to the sawmiill. 

Here we bring in a new consideration—the fact that extiactive 
and elaboralive industries are linked together by technical as well as 
economic bonds. 'I'hc perishability of the materials iiuikes the luia- 
tion of the dependent industry in many cases sonielliing more than 
a matter of freight bills. Neither cane nor raw juue lan be carried 
far without spoiling, for a similar reason salmon canneries will cling 
to the banks of the Columbia, while fruit and vegetable canneries will 
stick close to Maryland orchards and California ranc lies. This tether 
that binds one industry to a certain .spot, cles]iile the economic attrac¬ 
tions of other localities, is weakened by every new device to preserve 
form and stay' decay. So far, the frozen meat cargoes and refrigerator 
fruit .shipments are in the service of the consumer rather than of 
dependent industries; but we may yet see these industries set free 
to obey other forces of location. 

Whenever great heat is needed, it is imjiossible to ignore the 
sources of fuel supply. This, therefore, is of great importance in 
locating the metallurgical, chemical, and refining industries, the 
smelting, casting, rolling, or forging of iron or steel, the manufacture 
of brick, hardware, glass, stoneware, pottery, and porcelain. 

When coal is burned simply to develop steam power, its cost of 
carriage is not so great as to make nearness to source of fuel a prime 
desideratum in location. Its rival, water power, on the other hand, 
has not been portable in any forrh, and, if used at all, has to be used 
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in strict connection with the falling water that generates it. Around 
eligible water power, therefore, settle industries employing heavy 
machinery such as flour mills, planing mills, sawmills, and many 
manufactures of wood and metal. The manufactures that seek cheap 
power are mainly those that receive the crude natural materials direct 
from the extractive branches, and im[)ose on them their first and 
greatest change of form. For the more purely elaborative processes, 
lying nearer the consumer, labor and light machinery effect the 
transformations. 

A power site thus becomes the core of an industrial center. 
Lowell, Lawrence, Fall River, Concord, and other manufacturing 
towns on the streams tumbling from the granite hills of New England 
owe their rise to this cause. The South owes part of its growth to 
the falls in its rivers. Great milling centers, like Rochester, Niagara, 
and Minneapolis, are the result of cheap power. It is likely that, 
with the advent of the economical transmission of electrical energy 
to a distance from the place of generation, the value of the more 
eligible power sites will be enormously increased; while, on the other 
hand, the concentrating tendency being checked, the milling industries 
will be left free to follow other attractions. 

Sometimes a trade takes up its home where, as supplement to 
some other branch, it can fill up an industrial chink. In Switzerland 
hand-carving maintains itself, because not only can it be pursued in 
the winter and in the long evenings, but the occupation is so light 
as to refresh rather than to weary. The poultry industry is in most 
countries scattered and conducted in a small way, because it fills a 
chink in farming, and up to a certain point costs almost nothing. A 
great deal of stock-raising is merely incidental to farming. The peach 
industry of Belgium is likewise a parasite. The clusters of site 
industries that grow up about packing establishments, refineries, or 
gas-works, engaged in turning refuse into by-products, are also para¬ 
sitic. We note, on a higher plane, the obvious connection between 
the literary and scientific life of an educational center like Leipzig and 
its prominence as a book mart. 

Climate is not only decisive for vegetal products, but appears to 
play no small role in locating manufactures. Partly to the fact that 
a very moist atmosphere is necessary in order to spin the finer cotton 
yarns is due the steady concentration of the cotton industry in Lan¬ 
cashire, where high hills inland keep off the dry east wind, and pre¬ 
cipitate a copious downfall from the sea winds from the west. 
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The residence of the consumer frequently determines the location 
of the industry. The whole groups of service industries of course 
follow the consumer. In fact, the chief economic difference between 
goods and services lies in the fact that the place of production of the 
latter is in relation to the consumer. Besides this, certain industries 
that produce goods such as tailoring, millinery, photography, and 
pharmacy, must refer to the person of the consumer. Repair work 
settles near him. Confectioneries, bakeries, and market gardens must 
be near to him to avoid deterioration of product. Daily newspapers 
are published where the readers dwell, in order to secure promptitude. 
The bulk and waste of artilicial ice in transportation, as well as the 
bulk of coopers' products, com|>cl them to be made where wanted. 

If raw materials, fuel, and [tower are necessary to production, no 
less are labor and sjtecialized ca|)ital. The ta[)ital rerjiiired for build¬ 
ings and m.achincry is, however, rarely influential in locating an 
industry, because the buildings are locally su[)plicd, while machinery, 
if brought from elsewhere, is transported once for all, and cannot 
therefore compete with material or fuel as a factor in Uxation, 
Capital, the most mobile and dynamic factor of production seeks its 
allies instead of requiring them to come to it. It efaces itself in the 
location of industries, consulting always the local affinities of the 
other productive factors. 

Labor is not sharply localized, as is natural power, for insttince. 
Like fuel or materials, it can be transported; and, like them, its pri( es 
in different markets perpetually tend to converge. But the trans¬ 
plantation of the laborer entails the expense of transportation of him¬ 
self, family, and belongings, and all the costs in trouble, risks, and 
sentiment that attend a change of residence. While the elaborative 
industries performing the first operations on nature’s products are 
the most regardful of nearne.ss to materials, fuel, and power, the 
higher branches that fabricate finished goods are apt to attend more 
carefully to labor cost. In the manufacture of clothing, linen, under- 
weat;, gloves, boots and shoes, millinery, cigars, patent medicine and 
cutlery, the cost of labor enjoys the controlling position. A])art, 
therefore, from the cost of moving materials or product, industries 
will tend to congregate in commercial centers, in order to profit by the 
cheapness of labor that results from a cost of living kept low by easy 
resort to a wide supplying area. 

Many items enter into the articles of union between labor and 
capital besides the matter of remuneration. Cash wages, prompt 
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payment, notice of discharge, liability of employer, provision of fire- 
escapes, fencing of machinery, limited hours for women and children 
- all these obligations, w hether imposed by law or by labor organiza¬ 
tions, will, if unattended by heightened efficiency, be unfavorable to 
capital and may lead to its migration. So, too, industrial disturb¬ 
ances, rioting, frequent and prolonged strikes, dispose capital to 
exodus if a more tranquil seat can be found. With more capitalistic 
methods of production, outlay for labor and material diminishes rela¬ 
tively to that for plant and machinery. This necessity for specializing 
and sinking vast initial sums makes industry increasingly de[)endent 
on order, security, and continuity of conditions. Civil disorder, 
revolutionary changes, sudden alterations in laws, or even a vigorou,^ 
reform policy, scare away capitalistic industries. On the other hand, 
docility of laborers, absence of trade unions or restrictic e laws, unques¬ 
tioning submission to the terms offered by capital, attract an industry. 
Easy incorporation, light taxes, severe [renalities for olfctices against 
property, lavish grants of authority to private watchmen, such as the 
Coal and Iron Police of Pennsylvania, prompt use of police or milititt 
in labor disputes, pliant legislatures, complaisant courts, conupt 
officials—all these, so long as they provoke no dangerous reaction, 
attract outside capital, and make a community the home of vast 
industrial investments, 

Occa.sionally wc find industries confined to a certain locality 
because of dearth elsewhere of adequate technical knowledge and 
inventive talent. The manufacturers of one eountry get a start, and 
by a recourse to native technique arc able to keep their lead. In the 
manufacture of dental instruments and supplies Americans have 
unquestioned leadership, owing to their inventive faculty and to the 
constant stimulus afforded liy a highly-developed profession. Similar 
causes give llicm pre-eminence in the making of farm machinery, while 
the ingenuity with vvhirh utility and convenience are wrought into 
their implements and tools gives American hardware a great name 
abroad. T'hc lead acquired by Prance in articles of beauty and taste 
is undoubtedly due to the presence erf abundant and well-organized 
artistic ability. The high development of the chemical industries in 
Germany is connected with tlie aulont cultivation of chemical 
science in that country. While, of course, experts may be trans¬ 
ported as any other factor in production, e.xjitriencc shows that an 
industry permanently dependent ujion imported technical knowl¬ 
edge will pay high salaries and receive service less conscientioas. 
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responsible, and well considered (ban would be rendered by the same 
men at home. 

The concentration of a scattered industry usually comes about by 
some locality outstripping llic other centers and linally extinguishing 
them. The initial growth is due, of course, to some superiority of this 
locality over the others. But, as the center leaves its rivals behind, 
it requires a momentum from the fact that the economics of concen¬ 
trated industry now work in its favor as well as its special advantages. 
With these urging it in the same <lirection, one might wonder why the 
rising center does not go on killing out its small rivals over larger and 
larger areas and appropriating their businc^s. But trees do not grow 
up into the sky, nor does an industrial center expand till it absorbs 
the custom of the globe. For this there are two chief reasons. One 
is that, as a place becomes more of a center, its special advantage 
tends to disappear. If it is water power the multiplication of mills 
raises the cost of power till it is no longer cheaper than elsewhere. 
If it is accessible coal, the increase of consumirtion com|)els shafts to 
be sunk deeper and galleries to be cut farther till the local superiority 
has vanished. The other reason is that, as industry concentrates, 
the radius of the territory from which its materials and*the subsistence 
of its dependent population are drawn, and of the territory over which 
the finished product is distributed, increases; the average cost of 
transportation per unit of industry grows, until its growth neutralizes 
the economies of further concentration. 

147. INTERNATIONAL SPIX'IAI.IZATION AND FREE TRADE' 

It has not been possible to get thus far in our discussion of eco¬ 
nomic principles without bringing out by implication one of the prin¬ 
cipal reasons why economists as a class are free traders—they favor 
the utmost possible freedom from restrictions, because this means the 
largest possible amount of co-operation—it enables everyone to 
benefit most completely by the jiroductivc activity of everyone else. 
But, whatever economists think, governments continue to try to 
guide our trade into more or le.ss artificial channels. In doing this, 
they profess to act on the basis of principles. We have no intention 
of undertaking here a study of these [irinciplcs. But one or two of 
them belong to our present topic in that they concern directly the 

* Adapted by permission from F. M. Taylor, Primipla oj EcontmicSt 
pp. 73-77. (University of Michigan, 1916.) 
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question—When is exchange-co-operation, trade, between different 
countries profitable ? To this question, therefore, we must now give 
a little attention. 

One general condition under which exchange-co-operation would 
surely be profitable would be realized if two communities, C, and C,, 
produced just two things, P, and P,, and C, could produce P, much 
more cheaply than could C,, while C, could produce P, much more 
cheaply than could C,. Evidently both would gain if C, should pro¬ 
duce enough P, for both, and C, enough P, for both. On the basis 
of this case, we might say that exchange will usually pay if each of 
the exchanging countries can produce some particular thing much 
more cheaply than the other. 

But, while the most important cases of exchange-co-operation 
between countries would probably be covered by such a principle, 
fuller analysis long ago showed that this statement does not cover all 
cases, is in fact misleading. If we stopped at this, the reader might 
very naturally conclude that trade would pay only when the condition 
just exidained was present. He might even conclude that we ought 
never to buy a thing from other countries if we could produce that 
thing as cheaply as those other countries. This notion, though quite 
wrong, is quite common. U'he unsoundness of the doctrine as applied 
to the case of an individual is at once evident. Here, for e.xamplc, is 
a lawyer who very likely can mow hi.s lawn, cultivate his garden, and 
take care of his furnace much belter than the person or persons whom 
he hires to do these things. But what he does is to devote himself to 
the practice of his profession, and buy the services named from other 
people; and of course he acts wisely in doing so. So long as he can 
find a market for his jrossible output, he would better devote his time 
entirely to doing the thing for which he is pre-eminently fitted, and 
get his supplies of other things from his neighbors, even though he 
can make those other things better than his neighbors. 

Now, it seems pretty evident that the case of a community or 
nation is in this respect no different from that of an individual. The 
Upper Peninsula of Michigan produces little but copper and iron, 
getting most other goods through exchange with other communities. 
Yet it W'ould be easy to prove that Upper Michigan is really better 
fitted to produce some of these things which she buys from the rest 
of us than we are, and that her people are quite aware of this. The 
e.xplanation of this situation is to be found in what has been long 
known as the Law of Comparative Cost. 
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Ignorinj’ cost of transportation, two communities (persons) find 
it profitaldc to specialize respectively in tlie ])roduction of two com¬ 
modities and to exchange those commodities each for the other 
provided the comparative real costs of the two commodities in one 
community arc dilTcrent from their com|)arative real costs in the 
other community. 

Illustration: Letting labor repie.sent all real costs, suppose that 
in England the cost of a ton of iron is 25 days’ labor and the cost of a 
yard of broadcloth is 5 days’ labor, while in America the cost of the 
iron is i6 days’ labor and that of the broadcloth 4 da\s’ labor. 

Eng. cost Iron : Eng. cost ('loth :: 25 : 5 
Am. cost lion : Am. cost (.'loth 16 : 4 

The comparative costs arc not eciual; therefore, by the principle, 
specialization and exchange will pay. 

Argument: Since in England a Ion of iron costs five times as muc h 
as a yard of cloth, it will naturally lend to be worth the same as five 
yards of cloth, under which conditions England can alTord to give 
iron for cloth if, and only if, she can get more than five yards per ton; 
or trade cloth for iron if, and only if, she 1 an get it wfth less than live 
yards per ton. In America, on the other hand, a ton of iron tends to 
be worth four yards of cloth; under which conditions America can 
alTord to trade iron for cloth if, and only if, she can get more than 
four yards |)cr ton, or to trade cloth for iron if, and only if, she can 
get it with less than four yards. But the first hypothesis for England 
and the second for America arc [ilainly shut out. England cannot 
get more than five yards of cloth for iron, since in Ameiica it is worth 
only four yards. So America cannot buy iron with less than four 
yards of cloth since it is w'orth live yards in England. On the othei 
hand, the second hypothesis for England and the first fot America 
fit each other perfectly. England can get iron for less than five yarcls, 
since it is worth only four in America, and America can sell iron for 
more than four yards of cloth, since it is worth five in England 
Accordingly, under the conditions supposed, an exchange of English 
cloth for Ameriran iron would be profitable. 

The foregoing statement of the Principle of Comparative Cost puts 
it in terms of the reciprocal trade of two countries. But in fact most 
international trade is not of this twofold character. It is triangular 
or multiangular. Nation A sells to B; B sells to C; and C sells to A. 
At bottom, however, the cases are substantially alike. The condition 
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which makes specialization and exchange profitable is a difference 
between the comparative costs to one country of the things exchanged 
and their comparative costs to other countries. 

See also 90, The Benefits of International Trade. 

C. An Estimate of the Value and Limits of Specialization 
148. ADVANTAGES OF STECIALIZATION- 

I. The first of the advantages of division of labour is that it 
enables man to make the best use of the various qualities jwsscssed 
by different parts of the surface of (he earth. If each man worked 
entirely by himself, he would be obliged to get everything from a very 
small area. 

We must not think only of the impossibility of obtaining certain 
])roducts from certain areas. There is a great deal more than that to 
be considered. There are many degrees of difficulty short of the 
infinite degree which is literal im|)Ossibility. We get coffee from 
Brazil, tea from Ceylon, and bananas from Teneriffe or Jamaica, not 
l)ccausc it is absolutely impossible to grow these things in England, 
but because it is much inore difficult to grow tliem here where the soil 
and climate are not so suitable. It would be obviously the act of a 
madman to insist on growing a little of everything on each acre, or to 
cut the farm up into sections for wheat, meadow, potatoes, and so 
on, witli no regard to anything except facility of transport to the home¬ 
stead. Mankind at large is in much the same position. 

We must be very cautious about accepting any short and taking 
phrase for a summary description of the advantage resulting from 
the local concentration of industries. To say, for instance, that it 
“enables everything to be done in the place be.st fitted for the purpose” 
is not satisfactory, since it often hap[)ens that one place is the best 
fitted for carrying on two, or even more tlian two, different industries. 
Then, as there is not room for more than one, the others must be 
placed, not in the best, but in the second or even third, fourth, fifth, 
or sixth best place. Industries must be arranged in what is the best 
way on the whole, taking into consideration all of them and also the 
amenities enjoyed by the consumer so far as these are to be considered 
separately from tlie industries. This last proviso, concerning ameni¬ 
ties, is necessary in order to prevent such tilings as the discomfort of 

* Adapted by permission from Edwin Cannan, Wealth, pp. 41-51. (P. S. King 
& Son, Ltd., 1914.) 
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living in a bad climate from being overlooked. A concentration of 
industries wliich was e.xtremely f;<iod so far as the mere product of the 
industries was concetned would be a very bad one if it com]H'lleci a large 
part of t))e i)eople of the world to live on the Antarctic continent. If 
we adhere to the phrase adojtted at the begintiing of this section and 
say tliat co-operation enables man to make the best use of the various 
qualities possessed by different ptirts of the earth’s surface, we seem 
to be on hiirly safe ground. 

2. The second great advantage of division of labour is that it 
enables labour to be so distributed between different persons that 
their original or natural qualities may be best utilised. 

Obviously it will be better to divide the whole of the work to be 
done between all the workers concerned in such a way that the work 
reriuiring great strength is given to the strong, work requiring de.x- 
tcrity of min<l to the clever, and so on, as far as possible. The proviso 
“as far as irossible” is necessary because, just as it is not true to say 
everything must be done in the place best fitted for it, so it is not true 
to say everything must be done by the person be.st fitted for it. 
Often the person best fitted for one kind of work will also be the best 
fitted for another kind of work or for several otliSr kinds: he must 
then be allotted the labour which it is best he should perform when 
the .s[)ecial cajiabilitics of all the workers, including liimscif, arc taken 
into const!lerat ion. Some of the work will then necessarily he allotted, 
not to the person best fitted for it, but to the second, third, fourth, and 
fifth best fitted. 

In practice this advantage of division of labour is inextricably 
mixed up with the third, to whiih we now proceed. 

3. The third advantage of division of laliour lies in the fact that 
it enables much greater skill and de.xtcrity of hand and brain to he 
acquired for each of the various occupations. “Jack of all trades” 
is proverbially “master of none.” A per.son who had to supply all 
his own needs would have to do so many things that he could not 
e.xpect practice to make him perfect at any of them. When different 
kinds of labour arc allotted to different persons, so that the whole or 
greater part of the working time of each is given to one, or at any rate 
a few kinds of labour, each acquires in a high degree that special 
dexterity rcijuircd for his particular w'ork which is obtained by prac¬ 
tice. Furthermore, it becomes possible to give to each person the 
perhaps more important kind of skill and dexterity which is to be 
obtained by education or deliberate training. Human life is far too 
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short to make it worth while to give individuals the elaborate train¬ 
ing necessary for more than one of the more dfficult employments. 

This advantage is necessarily mixed up with the second, because 
when once particular qualities have been acquired, it does not matter 
whether they have been acquired by training and practice or are the 
result of “original” or “natural” characteristics. 

4. The fourth advantage of division of labour is that it greatly 
facilitates the acquisition and retention of Ithe sum of knowledge which 
b transmissible from one generation to another. Thb b quite dis¬ 
tinct from the advantage of skill and dexterity just discussed. Skill 
and dexterity enable people to use known processes themselves. 
Without division of labour the inventions and discoveries which have 
made modern man’s power over the forces of nature so much greater 
than that of his remote ancestors could not have been made, because 
no man would have had time to specialize sufficiently in the particu¬ 
lar lines of study required. When the knowledge has been once 
acquired, it would often be lost if it were not for the existence of 
books and instruments which could not be produced without division 
of labour. In other cases the retention of the knowledge in the 
world is only eflected by means of tlie exertions of a class of 
educators, which, again, could not exist in the absence of the division 
of labour. 

5. The fiftli advantage of division of labour is tliat it economises 

tools and machinery of all kinds, including the buildings in which 
work is carried on. By this we mean that it makes a given amount 
of machinery “go farther,” or be more effective, and so makes it 
advantageous to mankind to provide itself with machinery which 
would otherwise be too costly. Everyone has experienced difficulties 
from the want of appropriate tools when he has attempted quite simple 
jobs outside his own trade or profession. “Jack of all trades” is not 
only unskillful, but also ill-provided with tools. Evidently if every¬ 
one had to do all kinds of work it would have to be done for the most 
part with very much less effective tools and machinery than at 
present. As things are, these things can be liberally provided, even 
when costly, because the division of labour allows them to be kept in 
continuous use, which would be impossible if everyone had a complete 
equipment of each. _ 

Set also 85. The Great Co-operation. 

86. The Indirect Method of Satisfying Wants. 

89. Benefits of Exchange. 
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149. DISADVANTAGES OF SPECIALIZATION 
A' 

Whether we fasten our eyes upon the ordering of the individual 
life or upon the life of a social group, over-specialization looms before 
us as one of tlie gravest and largest social dangers, the more insidious 
because it conceals its “social” nature and masquerades as individual 
liberty. 

Society, wc have admitted, properly requires its individual mem¬ 
bers to specialize—that is, devote a considerable amount of their time 
and energy to serving society by the performance of certain routine 
work which shall contribute to the social support. Modern methods 
of mechanical production and of business organization favour a con¬ 
tinual advance of this specialization, and have brought about certain 
notable changes in its character and its reaction upon those who 
undergo its influence. So long as the specialization needed to con¬ 
tribute to social service meant that each person should ply some par¬ 
ticular trade or profession, should apply himself exclusively to the 
production of some single class of commodities as farmer, tailor, doc¬ 
tor, under conditions which required considerable variety of skill and 
experience, and evoked a corresponding interest irf the work, so iong 
as the range of specialism at least allowed each man to see the end 
and the utility of the work he did, no net injury to individuality was 
wrought. But where machinery of ever nicer character is brought 
more and more into play, and where the arrangement of large busi¬ 
nesses and the increased specialism of sm.all bu.sinc.sses, proceeding 
apace over tire industrial world, brings about an ever finer subdivision 
of labour, for the express purpose of rendering such labour as far as 
possible unskilled and purely mechanical, in order that a larger 
quantity of routine products may be turned out by each worker in a 
given time, such specialization has distinctly degrading effects upon 
the life and character of the workers. Enlightened teachers of 
humanity—such as Carlyle, Emerson, Ruskin, lolstoy have uttered 
vain protests against the degradation of individual life and character 
by this narrowing and monotonizing of all labour on the one hand, 
and the grossly materialistic conception of civilization involved in 
measuring prosperity by quantity of mechanically wrought goods on 
the other hand. No one acquainted widely with the facts of industry 

I Adapted by permission from J. A. Hobson, The Social Problem, pp. 226-30. 
(James Pott & Co., 1901.) 



398 


INDUSTRIAL SOCIETY 


can seriously question the statement that the conditions of much 
modern work tend to crush out all human interest in it. A man can get 
no pleasure from his work when it imposes a constant strain upon the 
same muscles and nerves, and can be most easily done so far as the 
actions become automatic; when the tedium of constantly repeating 
the same narrow movements compels the cultivation of indifference; 
when sfrict coniinement to a single process hides from him the true 
purpose and utility of his work, and he cannot claim any single whole 
commodity as the product of his labour. By such methods the eco¬ 
nomic “cost of production’’ of commodities is reduced to a minimum, 
but the real human cost is continually enhanced. TIuit cost consists 
in the degradation of the individuality of the worker, primarily as 
worker, but secondarily as consumer, by tlie oppression of society. 

These dangers of over-specialization, due to a detective order of 
society which subordinates the interests of tlie producer to the sup¬ 
posed interests of the consumer, are not confined to individuals, but 
beset the life of larger units of society. Nations are specializing 
more and more, some confining themselves to growing corn or cotton, 
sugar or tobacco, others to particular departments of manufacture. 
England is devoting herself to textile and metal manufactures, ship¬ 
building, and certain branches of commerce; wilhiii England large 
districts are monotonized by e.xxiusive devotion to pottery or iron; 
town life is becoming more strongly ditTerentiated from the country, 
the town itself divided into rcsklential and business quarters, while 
these again arc split by endless subdivision. These are but the wider 
social aspects of an excessive division of labour, which reaches its 
culmination in the machine-tender of fhe most highly organized 
modern factory— a man whose working life is incomparably narrower 
in scope and more vacant of human interest than that of any living 
creature in the past. 

Local specialization exaggerates tlie ill effects of over-specialism 
upon the individual w'orker by furnishing a material environment 
which offers no relief. To have one’s life bounded by a horizon of 
“black country’’ or “potteries,” “cotton” or “coal,” the land 
and labour of which are alike devoted to a single industry, implies 
not merely a daily dullness and monotony of outward life, but an 
absence of all wholc.some stimuli to the development of the intellectual 
and moral tastes which make for the progress of national life and 
character. Cheap railway trips, cheap print, and external machinery 
of education are ineffective to counteract the degrading provincialism 
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of these specialized industrial areas of which modem countries are 
more and more composed. 

B- 

The division of labor, and the accompanying development of 
madiinery, give inducement to the cmploynmnt of classes that stiould 
not be employed at steady and inonolonous labor. Small children 
and persons failing in licahh are drawn into the circle of sustained 
labor. The former should be allowed to develop their faculties in a 
natural vray; the latter to recover their health. When each employ¬ 
ment required all the faculties of a norm.vl man, tlicre was nothing 
to tempt producers to employ laborers of this class. Since the intro¬ 
duction of division of labor, the evil of emitloying tliose who should not 
be employed has assumed serious jtroportioiis. Legislation htis beeti 
invoked to limit the employment of children, but in few countries 
has child labor been subjected to wholly satisfactory regulation. 

A further disadvantage of division of labor is that it renders the 
workman dependent on a certain kind of work, and therefore c.xposes 
him to the risk of non-eniidoymcnt when supplies of material arc 
wanting or when markets fail. There are in most modern countries 
many men and women who are well-trained textile workers, but who 
do not know how to find em[)loynient when a crisis causes a contiac- 
tion of the textile industry. 'Lite higher the degree of specialization 
the more serious are the ett'ects of changes in industrial conditions. 

C' 

Besides tire physical strain due to speed and complc.xity of 
machinery, health is injured by the extreme monotony of many 
branches of industry. Specialization has been carried so far that 
change and variety of work are reduced to a minimum. Minute 
division of labor results in the constant repetition of similar motions 
and processes by the same worker, favoring the onset of fatigue 
and requiring for relief the establishment of a .shorter workday. 

Monotony of occupation is a true factor in inducing fatigue, 
because it has a true physiological ba.sis, which can briefly be made 
clear. Wc know that with repetition and sameness of use there 
results continuous fatigue of the muscle or organ used. So, too, with 

* Taken by permission from A. S. Johnson, Introduction to Economics, 
pp. 117-18. (D. C. Heath & Co , ifjog.) 

’ Adapted by permission from Josephine Goldmark, Fatigue attd EJfkiency, 
Part I, pp. 67-68: Part 11 , pp. 43-44. (Charities Publication Committee, 1913.) 
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the nerve centers from which our motive power springs. We must 
bear in mind that the special functions of the brain have separate 
centers. Thus, there is a center for hearing, another for sight, 
another for speech, etc. When certain centers are working continu¬ 
ously, monotonously, from morning to night, day by day and week by 
week, it is physiologically inevitable that they should tire more easily 
than when work is sufficiently varied to call upon other centers in 
turn. 

The monotony of so-called light and easy work may thus be more 
damaging to the organism than heavier work which gives some chance 
for variety, some outlet for our innate revolt against unrelieved 
repetitions. Monotony often inflicts more injury tlian greater 
muscle exertion just because it requires continuous recurring work 
from nerve centers, fatigue of which reacts with such disastrous 
consequences upon our total life and health. 

ISO. THE LIMITS OF SPECIALIZATION 
A‘ 

So long as differentiation of functions rests upon a direct exchange 
of services, it cannot be carried far. Population would need to be 
fairly dense before a man could devote himself exclusively to the 
building of houses, even if he undertook the work of stone mason, 
brick mason, and plasterer in addition to that of carpenter. Such 
trades as that of locksmith could hardly exist at all, since a scattered 
rural population could scarcely furnish work enough to maintain it. 
An important step in tire direction of economic specialization was 
taken when men began to produce commodities for sale. 

Differentiation of function in production is in large measure 
dependent upon the character of the existing commercial organization. 
In the mediaeval towns the artisan was at the same time a trader. 
He was compelled to supply himself with materials, often from distant 
sources; he was often compelled to carry his wares from place to place 
in order to find purchasers. The risks incident to procuring materials 
and marketing products weighed heavily upon him. Co-operation, 
as in the German Hanse towns, reduced his difficulties in some meas¬ 
ure; nevertheless, under the conditions, comparatively few men could 
rely for their subsistence upon a single occupation. With the develop¬ 
ment of a merchant class, the producer was relieved of the labor and 

* Adapted by permission from A. S. Johnson, Introduction to Economics, 
pp. 107-13. (D. C. Heath & Co., 1909.) 
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risks of assembling materials and marketing products. The accumu¬ 
lation of large and permanent stocks of material gave occasion for a 
constantly increasing number of occupations or subdivisions of 
occupations. 

In the field of production at the order of the consumer, division 
of labor is dependent largely upon the density of popidation. Where 
the producer of a commodity deals directly with the consumer, the 
o])portunity for minute di\ision of labor is not so great as where 
the producer is brought into relation with tlie consumer through the 
intermediation of a general market. The amount of work that may 
be secured by a single custom-tailor’s shop is limited by the nmnber 
of purchases of custom-made garments within easy distance. In a 
village this numl)cr may be so small that anything like subdivision of 
the tailor’s trade is impracticable. In a large city the case is different. 

The degree in vvhicli the functions of production may be subdivided 
is dependent upon the prevailing form of economic organization. 
Where each workman is lus own cni[)luycr, as was generally tire case 
in the mediaeval industrial organization, labor cannot be very minutely 
subdivided. Where, on the other hand, industry is carried on under 
the factory system, the workmen are assembled under ene roof, subject 
to the control of an employer. Tlic material passes through the shop 
without interruption, and ap])rcnticcs arc taken on in each branch in 
tire proportions which experience shows to be most desirable. Of 
course this implies a large accumulation of wealth on the jiarl of the 
employer, who must provide tiie premises, furnish materials, pay 
wages, and assume all other expenses of production. In fact, we 
may say tliat large capital and efficient management are prerequisites 
to a thorougligoing system of division of labor. 


B- 

The division of labor is also limited, in many cases, by the nature 
of the employment. Agriculture, for example, is not susceptible 
of so great a division of occupations as many branches of manu¬ 
factures, because its different operations cannot possibly be simul¬ 
taneous. One man cannot be always ploughing, another sowing, 
and another reaping. A workman who practiced only one agricultural 
operation would be idle eleven months of the year. The same person 
may perform them all in succession, and have, in almost every climate, 

* Taken by permission from John ^tuart Mill, Principles of PolUicol Economy, 
1 ,175. (D. Appleton k Co., 1893.) 
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a considerable amount of unoccupied time. To execute a great 
agricultural improvement it is often necessary that many laborers 
should work together; but in general, except the few whose business is 
superintendence, they all work in the same manner. A canal or a 
railway embankment cannot be made without a combination of many 
laborers; but they are all excavators, except the engineer and a few 
clerks. 

C‘ 

Whilst it is quite evident that there must exist definite commercial 
and mechanical conditions beyond the limits of which specialisation 
will edase to be profitable, it is not easy to define these limits in so 
many words on account of the extreme complexity of the question. 
Moreover, specialisation being essentially a process of evolution, it 
is not at all certain that its tendencies can be controlled, or that its 
developments will always be on the side of even-handed progress. 

The mechanical limits of specialisation in any given product will 
evidently have been reached when no further standardisation of parts 
can be attained without sacrifice of technical efficiency, and when all 
the machines in use are special machines each producing one article, 
and one only, mflre cheaply and satisfactorily than it could otherwise 
be produced. The critical point is the determination, for any given 
piece, when it will pay to ilevote a machine wholly to its manufacture 
when such machine will have to stand idle for part of its time. The 
oroblem of adopting a machine that can be filled with work is an 
easy one to adjudicate upon; to know just when to employ a machine 
that must perforce lie fallow for more or less doubtful periods demands 
a fine judgment. 

The commercial considerations limiting specialisation are much 
more numerous and important than the mechanical. The ultimate 
appeal in all these matters is to the arbitrament of competition. The 
reason why specialisation has such surpassing interest for the engineer 
today is because the engineering industries are at that particular 
phase of evolution in which specialisation presents the most vigorous 
weapon of competition available. To competition by specialisation 
there is no possible answer but equal or further specialisation. It is in 
the nature of things a temporary or passing phase, yet with the most 
rapid progress possible its possibilities will not be exhausted in our 
time. But where rivals are already trying to occupy the same field 

• Taken by permission from J. S. Lewis, “The Mechanical and Commercial 
Limits of Specialization,” Eniineering Magazine, XX (igoo-ipot), 709-1 s. 
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in which there is not room for botli, the superiority will obviously 
remain with that one who has the balance of comlitions in his favour. 
Now it is much more probable that mechanical comlilioiis will be 
equally balanced than that commercial conditions will be. For this 
we have to thank the siuead of teihniial education, the chief use of 
which is in .avera^iii); technical conditions. 

By techiucal education is not meant, houever, the set curriculum 
of the technical scliool. Tliis provides merely the (troimdwork on 
which furtlicr progress m.ay he hi'ill. 'I'hc true technical cducalioii 
of the engineer lies in the free inteic hange of ecperieiu e by tlic medium 
of the technical (ircss, the papers re.id before learned societies, with 
the discussions they elicit; the throwing o]ien of works to the cvpcrt 
on his tr.avcls, and kindied methods by whicli the news of progress 
circulates through tlie world, Tlic elTcct of all this is undouljtedly 
to aveiagc up the standaid of prac lice the world over, and to make 
purely mechanical conditions ei|iuil between intelligent competitors 
in the same special line. 

As reg.ards commerc ial conditions, there is no such opiiortimity of 
av,ailing one's self of the results of others’ experience. The manu¬ 
facturer wlio has discovcicd a new channel for the flisjiosal of his pro¬ 
ductions (Iocs not call u]H>n his rivals to admire his cuteness. On the 
contrary, he keeps all such matters in the profoundest obscurity that 
he can manage. In some ca os jiiec aiitions almost bordering on the 
grotesque are taken to I cep the knowledge of the destination of 
orders confined to as few onkiaks as possible. The result is that 
notwithstanding the cult of the tcchiiic.'il schools, the real arena on 
which the survival of the fittest is fought out is and will remain the 
commercial one. The bearing of this on the question of si>ecialisation 
is obvious. .Sufficient grasj) of comnierc ial conditions to know when it 
will pay to sink capital for the purpose of forcing the market’s con¬ 
sumption of any article is the iiosscssioii of very few. 'I he reward of 
success is very' great, but tlie risks of faulty judgment are far heavier 
than in the case of an ordinary enterprise. One of the principal 
reasons for this lies in the stcicotyped character of the ])ro(luctivc 
elements of high specialisation. A plant wliich is arranged for pro¬ 
duction of some speciality, for which after all there is not sufficient 
commercial excuse, becomes a very heavy clog on its possessor. The 
commercial limitations arc thus seen to be very serious and rigid, 
and to deal successfully with them demands exceptional study and 
mature consideration of all possible contingencies. 
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D. Interdependence, Its Forms and Consequences 
iSi. TWO PERVASIVE AND CONNECTIVE INDUSTRIES' 
There are two sorts of industry which deserve particular atten¬ 
tion as unifying influences, viz., transport and finance. They are not 
fundamental, like mining and agriculture, but pervasive and connec¬ 
tive. Wherever any business is carried on, a constant conveyance 
of materials to the business, and of finished goods from the business, is 
involved; every act of buying and selling involves some act of con¬ 
veyance. The group of trades concerned with such conveyance 
must, therefore, occupy a place of peculiar prominence in the indus¬ 
trial system. Taken as a whole, they form an apparatus correspond¬ 
ing to the vasomotor system in an animal organism. In one sense, 
indeed, all physical work is movement of matter, and much of it forms 
part and parcel of every business operation. But in modern industrial 
societies transport in its special sense, the conveyance of persons, 
goods, and intelligence from one place to another, becomes a highly 
specialised and important work. The railway and the steamship 
find a place in almost every series of productive processes. They 
furnish the physical links that give efficiency and continuity to the 
whole movement. Any stoppage of a great railway or a great shipping 
service paralyses a whole industrial area; even cutting of telegraph- 
wires confuses and retards the whole working of industry. As industry 
becomes more complex, materials and labour are drawn from more dis¬ 
tant and more numerous places to take [tart in more delicate and 
complex processes of co-operation, and the commercial working of 
the system depends more and more upon rapid and reliable informa¬ 
tion about their movements. For this reason transport is found in 
every civilised country to play a larger and more imposing part in 
industr)', absorbing an increasing proportion of capital and labour, 
and presenting the most critical problems of control. When, as is 
the case in many large countries, the railroad is the sole effective 
means of transport, it may wield a power over the life, prosperity, and 
industry of the population which is despotic unless the government 
intervenes. Every improvement of transport facilitates, every break¬ 
down of transport damages, simultaneously, all the industries con¬ 
cerned with the production of material wealth. 

Equally pervasive and more authoritative in its general control 
over all modern industry is finance. Under that term we include aU 

• Taken by permission from J. A. Hobsorf, The Science of Wealth, pp. 37-40. 
(Henry Holt Sc Co., 1911.) 
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business connected with the production, protection, and convej'ance 
of money, or purchasing power, and the creation of and dealing in 
stocks, shares, and other negotiable securities. We s:iw that our 
science is concerned entirely with things tlnit have a niarkelahle 
value and with processes each act of whicli involves a purchase. So 
it is obvious that the industries concerned with the production and 
application of purchasing power are in their inlhience as critical an<l as 
pervasive as the work of physical transport. The familiar stiying, 
“Money makes the world go round,” is a popular testimony to the 
importance attaching to the sort of business enterprises which produce 
and regulate the supply of financial power. Tlie forces issuing from 
finance are operative everywhere throughout the industrial order. 
A great banking crisis paralyses all industrial activities as surely and 
even more completely than a breakdown in the raihvay system. 

152. THE BONDS OF HARMONY AND OF REPULSION 
AMONO TRADES' 

a) The closest relations of common interest will evidently exi^t 
between trades which draw upon some single source of sup[)ly of raw 
materials or productive power. 

All trades whose chief material is wool or leather, or limber or 
steel, pulling at some common supply, must look closely after one 
another; anything which increases or reduces the common supply 
affects them all alike, so far as there is community of interest; any¬ 
thing which gives one of them a better pull upon the supply than the 
others affects these latter injuriously, so far as there is diversity of 
interest. The same evidently holds where a number of local manu¬ 
factures are dependent for coal or other source of power upon the same 
supply. Dependence on some subsidiary material or other traile 
accessory will set up a similar relation, important or trivial, according 
to the part played by such material in the respective trades. The 
recent condition of the “rubber” market is a striking example of the 
influence of an important trade accessory acting upon a large number 
of different trades. 

b) Trades that are complementary or subsidiary to one another in 
some direct way are, as we have seen, in closest harmony. The coal 
and iron trades are the largest, most obvious instance, but every art 

'Taken by permission from J. A. Hobson, The Itiduslrial System, pp. 28-31 
(Longmans, Green, & Co., 1909), and The Science of Wealth, p. 41 (Henry Holt 

& Co., 1911). 
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of production of course throws a number of trades into similar depend¬ 
ency on one another. Whenever a number of materials must be put 
together to make a commodity, such direct community of interest is 
establislicd among the trades that handle each material. Such are 
the relations between the fruit-growing and the sugar-refining trades, 
between the wine-growing and the bottle-making trades, between 
the numerous trailes which go to feed with materials the building 
trade. 

It is, of course, very uncommon for these complementary tr.ailes to 
be entirely dependent upon one another: the bottle-making traile b 
related also to the brewing and the fruit trades, sugar-relining also 
to the confectionery and the mincr.al-water trade, and so forth, but 
the trades which prepare the various ingredients for any important 
commodity are eviclently kcjit in close harmony with one another. 

c) Where two sorts of material or two sets of ])rocesscs arc alterna¬ 
tives for [irodiKtion, a keen antagonism exists between them. Here 
we first come across the relation known as substitution, which plays so 
impoilanl a part in industrial progress. 

Bedsteads are made of wood or steel, so are many other articles 
of furniture or fittings; sugar may be made from cane or beet; cotton, 
linen, wool, arc alternatives for many kinds of dress or other fabrics, 
electricity, g,a.s, oil, steam, ,arc competing against one another as 
sources of industrial, locomotive, or domestic energy. Just here we are 
not concerned with the choice between dilTcrent sorts of goods which 
satisfy the same want, but with the choice e.xcrci.sed by produccis 
between different materials and proces.ses which can be substituted 
for one another in some business procc.ss. The choice e.rurcoeil 
by the consumer has generally some influence in the selection of 
material or method of production, as, for instance, in determining the 
alternative use of wood, vulcanite, amber, in making pipe-stems, but 
for the imcsent irurposes we may sepauite the interaction of producer 
and consumer, and distinguish substitution as a force which antago¬ 
nises various trades that compete by offciing some alternative mate¬ 
rial to manufacturers. 

But as the law of substitution opens out, we get glimpses of a wider, 
more general sympathy and opposition between trades. The pro¬ 
ductive energy of man, directly operative through labour, indirectly 
through cajdtal, is within certain limits free to choose among all the 
various channels of industry: they are all open to hun as alternative 
occupations. So there is a more universal sympathy and opoositlon 
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between all trades than any yet named, due to (he fact that they 
draw the very breath of life from ronimoii soiiues, Fresh streams 
of capital and labour continually enter industry to maintain, invif;- 
orate, and enlarge its structuie and its \ital energy. In its first 
emergence, as producli\ e cneigy ai.ulable for use, this fresh supply 
of caiiital and of labour jiower, the now uop of young labourers and 
of new savings, is, in a “free”country, at liberty to a|)|)ly itself to any 
special sort of industry, and all trades must draw for their needs upon 
this common and constant supply. They have, therefore, a supreme 
common interest in the size, (|ualily, and lehability of this supply, 
and in the terms upon which it is proi iiiable. So ec er\ cause alTei ling 
the volume, the Iluidily, and the ellicieiuy of the new c.ipit.il and 
labour in a community will alTcct all the sevei.il trades ,\s we 
examine the working of the induslri.il system 111 more detail, we shall 
see that many barriers block or impeile the fiee flow alike of l.iboiir 
and of caiiital. But so far as labour and capit.il have liberty to enter 
different trades, or to transfer themsehes from one employnicnt 
to another, they must be regarded as forming common funds of 
industrial energy, pulsing through the whole framework of industry as 
the blood courses through the vaiioiis organs aiid*cells of the body, 
giving organic unity to the entire system. 

But trades are connected, not only through common interests in 
processes of production, but through change's in meliiods of consump¬ 
tion. The “standard of comfort” of different classes is cciiisiarilly 
changing: every rise or fall of wages alters the pro|iortion of ivorking- 
class incomes spent on dilfeieiil lonimodities, and so directly .stimii 
lates or depresses groups of Irades, the gieal change from the rural to 
city life has revolutionised the expenditure ol large masses of our popu¬ 
lation; new articles of consumption, or the cheapening of old articles 
which brings them in reach of poorer classes, cieate cir stimulate new 
tastes which not merely absorb new increments of inccime, but displace 
older articles of consumption. Taste, fashion, ancl caprice constantly 
exert a larger influence on the expenditure of larger sections of the 
public. Every article of a man’s consumption is in a sense competing 
with every otlier article for a larger share in his e,x])enditure. 

Any change in standards of consumption brings other changes by 
reason of affinity; a man who takes to drink not only spends more on 
beer, but often more on tobacco, sport, and betting, while a man who 
gives up beer and stays at home is likely to spend more, not only on 
tea, but on reading and quiet recreations. 
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The rapid spread of the taste for cycling which followed tlie 
invention of tiie safety bicycle, besides its direct competitive effect 
upon the use of riding horses and the carriage trade, had a large 
number of clearly traced subsidiary effects, reducing the sale of cheap 
pianos and jewellery, damaging the book trades, altering the nature of 
clothing trades, stimulating the sale of non-alcoholic drinks, and 
reviving the country inns. Nor are these influences confined to 
changes of material consumption. The increased demand for educa¬ 
tion in England, by its excessive strain upon the intellectual machin¬ 
ery of the nation, not only stimulates the teaching, the printing, and 
paper-making trades; it causes immense e-vpeuditure of English money 
upon Swiss holidays, and helps to revolutionise the economic structure 
of that country. 

Thus the growth of harmonious and conflicting desires of con¬ 
sumers weaves the closest and most intricate network of relations 
between all the various i)roductive irrocesses of the industrial world. 

As we recognise the fineness of these relations, we come uncon¬ 
sciously to shift the metaphors we use, and to regard industry’ less 
as a stream or a machine and more as a live organism with something 
like a common llovv of blood, a common system of nerves, and an 
organic co-ordination of parts resting upon a complexity of business 
cells. None of these met.aphors is strictly api)licable: industry is 
neither river, machine, nor organism, but there are many points in 
which the last term gives the most correct impression. If we could 
follow out far enough the tics between businesses and trades and 
trade-groups in what we call the industrial world, we should find 
a sort of common connective tissue running throughout, thinner 
and coarser in some parts, stouter and liner in others, but binding the 
whole set of industrial operations so closely together that any touch 
bestowed at any point may be communicated to the most distant 
parts. 

153. INTERDEPENDICNCE OF PRICES' 

I. The prices of consumers' commodities .—The prices which retail 
merchants charge for consumers’ commodities afford the best starting- 
point for a survey of this system. These prices are loosely connected 
with each other; for an advance in the price of any commodity usually 
creates an increased demand for other commodities which can be 

‘Adapted by permission from W. C. Mifchell, Business Cycles, pp. 27-31. 
(University of Caiifomia Press, i<)i3. Author’s copyright.) 
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bought as substitutes in certain if not all of its uses, and thus creates 
business conditions which favor an advance in the prices of these 
substitutes. 

But retail prices are more closely related to the prices for the 
same goods which shopkoeirers pay to wholesale merchants, and the 
latter to manufacturers. There is wide diversity in the margins 
between the successive prices in the series. These margins arc 
usually wider in retail than in wliolesale trade; wider on goods limited 
in sale, perishable, requiring a large assortment for selection, subject 
to changes in fashion or in season, than on durable staples; wider 
when the manufacturer sells directly to the consumer than when 
wholesale and retail merchants intervene; wider when a monopolist 
can li.x prices in his own favor than under conditions of keen compe¬ 
tition, etc. Hut these diversities .are them.sclves measurably regular. 

2. The [trices of producers' j;oods in relation to the prices of con¬ 
sumers' commodities .—To merchants the [trices paid for all produ¬ 
cers’ g<iods are important factors in fixing the margins between the 
buying and selling prices of the consumers’ goods in which they deal. 
But, save in the case of trans[)ortation and certain kinds of labor, it 
is difficult to connect directly the prices whidi figure as costs with 
tlie margins upon which particular commodities change hands. For 
the cost prices of the other producers’ goods are usually paid for the 
pecuniary advantage of the cntcr|)rise as a whole, and the accruing 
benefits extend to many transactions and often cover a long time. 
'Fhe like is true of manufacturers. 

3. The prices of producers' goods in relation to antecedent prices .— 
With the e.xception of labor, producers’ goods are provided, like 
consumers’ goods, chiefly by business enterprises operating on the 
basis of margins between buying and selling prices. Hence the 
price for any given producers’ goods is related not only to the [trices of 
the consumers’ goods in the manufacture or distribution of which it is 
used, but also to the prices of the various other producers’ goods 
employed in its own manufacture and distribution. Thus the prices 
of producers’ goods do not form the ends of the series of price relation¬ 
ships, but the beginnings of new series of relationships which run 
backward with countless ramifications and never reach definite 
stopping-points. Even the [irices of raw materials in the hands 
of the ultimate producers are related intimately to the prices of the 
labor, current supplies, machinery, buildings, land, loans, leases, etc., 
which the farmers, miners, lumbermen, etc., employ. 
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Concerning the prices of such producers' goods as consist of 
material commodities no more need be said. And most of the less 
tangible services—loans, transportation, insurance—require but a 
word. They are the subjects of an organized business traffic in wiiich 
price margins are computed on the same general principles as prevail 
in the buying and selling of commodities. Tliercfore, the prices 
charged by the bank, the railway, and the insurance company are 
systematically related both to the prices which these enterprises must 
pay for their own producers’ goods and to the prices of the wares 
dealt in by the enterprises which borrow money, ship goods, and 
carry insurance. 

The price of labor may seem to bring the series to a definite 
stop, at least at one point. For, in most cases, the laborer or his union 
deals directly with the employer or his association, and the laborer 
does not have a business attitude toward the production of his own 
energy. But the price which the laborer can command is indubitablv 
connected with the |)riccs of the consumeis’ goods which established 
habit has made into a standard of living. .At this ixiint, therefore, 
analysis of the intenelations between prices brings us, not to a full 
stop, but back to 'uur starting-point—the (trices of consumers’ com¬ 
modities. 

4. The prices of business enterprises .-the prices of con¬ 
sumers’ commodities, of raw materials, and of other producers’ 
goods, wc must take account of the (trices of business enterprises them¬ 
selves. Occasionally establLshed business enter[trises are .sold out¬ 
right as running concerns. I’romoters are also constantly otTering 
new business schemes or reorganizations of old enteiprises for sale. 
But the most important transactions of this class are stock-e.TChange 
dealings in the shares of joint-stock companies. That the prices 
of whole business enterprises or of shares in them are intimately 
related to the prices which have been discu.s.sed is clear; for these 
prices dc()end [irimarily U[ion present and j)ros(iective profits, and 
(irofits depend primarily upon price-margins and the volume of 
business transacted. 

5. The prices of services to persons .—There remains one other 
division of the system of prices —a division which has much in com¬ 
mon with the prices of consumers’ goods on the one hand and with the 
prices of labor as a business adjunct on the other hand. It consists 
of the heterogeneous services rendered to persons as such—not to 
business enterprises. Here belong the [trices of domestic service, 
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medical attendance, much instruction, many forms of amusement, 
etc. The furnishing of such services presents a certain contrast to 
the business tratllc in cons\imcis’ goods, materials, machinery, loans, 
Iranspoitation, etc. For sxstematic organi/Ation has not been 
developed to so high a [wiint, business niotices do not have such 
unrestricted scope, and the waies are not standaidi/.ed in tspial 
measure. 

6. The inlcrrcliilions between pnees. -'I'he value of this classi¬ 
fication of |)rices is that it assists in seeing the relations whidi bind 
all prices together and make of them a scstem. The close 1 el.it ions 
between the iciices of consumcis’ commodities, mateii.ils, businecc 
adjuncts of all kinds, and of business enlerpiises are sulfu ientlv clear, 
and enough has lieen said about the looser bonds which unite the 
|)riccs of services to persons with the larger field of busiiie.ss tialhc. 
Jiut several other lines of relatiomship should be indicated more 
definitely, 

(1) On the side of demand almost every jiioducers’ or consumers' 
goods iias its possible substitutes in certain or in all uses. Tiiiough the 
(onlinual .shifting of demand changes in the price of one commodity 
are often communicated to the prices of its .sub-^itutes, fiom the 
latter to the prices of their suirstitutes, and so on. An initial 
change, however, usually becomes smaller as it sjcieads out in these 
widening circles. 

(2) Similaily, on the side of supply, almost every good has genetic 
relationships with other goods, made of the same malciials, or suit- 
plied by the same .set of enterpiiscs .Along thew lines also price- 
changes may spread over a wide held. I’arlic ularly important 
because particularly wide are the genetic relalioiisliips based upon 
the use of the same producers’ goods in many lines of trade. Floating 
ca[)ital most of all, in somewhat less degree tiauspoitation and certain 
general foims ol labor, current supi>lies, machinery and plant, not to 
mention the less important insuianec and adveitising, enter into the 
cost of most commodities. Accoidingly, a changed price established 
for one of these common producers’ goods in any important use may 
c.xtend to a great diversity of other uses and prcsducc further price 
disturbances without assignable limits. 

(3) Closely connected with this genetic relationship through 
common producers’ goods is tire rclution.ship through business coin- 
petition, both actual and potential. In so far as effective competition 
e.xists, a state of price-margins rthich makes any one trade decidedly 
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more or less profitable than other trades in the same market area 
cannot long maintain itself. For sooner or later the influx or efflux of 
capital so changes the supply of the commodities concerned as to 
restore a balance on the basis of cost prices. 

(4) Present prices are affected by prices of the recent past and 
the anticipated prices of the near future. Indeed, present prices are 
largely determined by past bargains, which established time con¬ 
tracts. Thus the price system has no definable limits in time. No 
analysis can get back to the ultimate term in the endless series of 
bargains which helped to make the prices of the present. 

(5) Nor has tire system of prices any logical beginning or end. At 
whatever point analysis may start to follow the interlocking links, to 
that point will analysis come again if it proceeds far enough. The 
foregoing analysis, for example, began with the prices of consumers’ 
goods at retail. These prices are paid out of personal incomes. 
But these incomes are Lliemselves aggregates of prices received for 
labor, for the use of loan funds, or for the use of rented property; 
or they are aggregates of the net price-margins which yield profits 
Thus the system of prices is an endless chain. 

rs4. THE CROPS IN RELATION TO INDUSTRY- 

One can easily discern four or five important ways in which 
general business conditions are likely to be affected by the success or 
failure of the crops. 

I. In the first place, the size of the crops exerts considerable in¬ 
fluence over the community’s [rower to purchase other goods. If tlie 
season has been successful, the farmer is almost sure to increase his 
expenditures, and use at least a part of his new earnings. He may 
build an addition to his house or erect a new barn, or he may purchase 
a piano or a new buggy or new house furnishings or new clothes for 
himself and his family. Even if he docs not use all of the additions to 
his income himself, but deposits some of tliem in the bank, tliey will 
none the less help to swell the market for other goods in the hands 
of other customers of the bank. If, further, on account of a plentiful 
harvest tire prices of food and of certain sorts of clothing are reduced, 
another result to be e.\-pectcd is that people in general outside of 
agricultural pursuits will have more to spend upon other things. A 

•Adapted by permission from A. P. Andrew, "Influence of Crops upon 
Business in America,’’ Quarterly Journal of Economics, XX (1905-6), 324-29. 
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bountiful harvest is thus signifuant for almost all of the occu]Kilions 
in a community. 

2. In the second place, tlie very solvency of a large part of the 
agricultural population, and of those connected by business relations 
with them, depends to a considerable degree upon the outcome of the 
year’s harvest. Whether or not the farmer will be able to repav loans 
which he has contracted, whether or not he will be able to settle his 
bills with tradesmen and dealers, and whether or not he can pay for 
his agricultural machinery and farm improvements, will in many 
cases be decided by the size of the crop. failure in agriculture 
may be propagated into other fields, and bankruptcies among bankeis, 
dealers, and manufacturers may ensue. If the harvest on the other 
hand is good, and can be marketed at profitable i)iiies, the capital of 
the affiliated creditors will once more be set free and made ready for 
new activities. 

3. In the third place, in a country where agricultural products 
form an important factor in the foreign commerce, the size of the 
crops will e.xcrt a considerable inlluence upon the balance of trade 
and the international movement of gold. The e.xtcnt of the bank 
reserves in the great financial centers and the contfaction or e.xjian- 
sion of general credit may in consequence depenil most importantly 
upon the output of the season’s harvests. 

4. Again, the size of such crops as are not consumed in the locality 
of their production is of great significance for the transportation 
interests. One has only to observe the fluctuations in railway earn¬ 
ings month by month during the course of any normal year to realize 
how important a factor the harvests are in railway affairs. 

5. Finally, the success or failure of certain crops is also of sig¬ 
nificance for those industries into which the crop enters as a raw 
material. A failure of the wheat crop will obviously ilcirress the 
milling industry, and a failure of the cotton crop will curtail the earn¬ 
ings of the cotton factories, not only those in the vicinity of tire cotton¬ 
growing states, but those in New or old England as well. A failure 
of the corn crop similarly will diminish the profits of cattle raising, 
may work injury to the packing interests, and to some extent may 
affect also the distillers of whiskey. 

At the same time there are, needless to say, other factors than 
the output of our farms which may affect our prosperity, and whose 
influence may quite outweigh the influence of our harvests. 
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155. THE WORLD’S FOOD SUPPLY' 

One of the most momciiloiis results of the recent (treat extension 
and chea])eiiing of llie world’s railway system and ser\'icc is that there 
is no longer any occasion for the peoitle of any country indulging in 
either excessive hopes or fears as to the results of any particular 
harvest, inasmuch as the failure of cro])S in any one counlr)' is no 
longer identiial with high prices of grain, the jtiices of cereals being 
at present regulated, nut within any particular country, but by the 
combined production and consumittion of all countries made mutually 
accessible by railroads and steamships. .As a matter of fact, indeed, 
the granaries for no small ])ortion of tlie surplus stock of the world's 
cereals arc at the present time ships and railroad-cais in the process 
of movement to the points of greatest demand for consumption. 
Hence it is that, since 1870, years of locally bad crops in Iturope 
have generally witne.ssed considerably lower prites than years when 
the local crops were good, and there was a local suiplus for 
exirort. 

flow much of misery and starvation a locally deficient harvest 
entailed under the old system upon the pooler rlasscs, through the 
absence of op])ortuiiity of supplying tlie deluiemy through importa¬ 
tions from otlicr countries and even from contiguous districts, is 
shown by tlie circumstance that iti the Liiglidi Parliamentary debates 
upon tlie corn laws, about the year 1840, it was estimated upion data 
furnished by Mr. 'i'ooke, in his Ilhlory oj Prices, that a deficiency 
of one-sixth in the English harvest resulted m a rise of at least 100 per 
cent in tlic price of grain; and another estimate by Davenant and 
King, for tlie close of the seventeenth century, corroborates tins 
apparently excessive statement. 

The following fable, given on German authority, and representing 
the price (in silver gulden per hectolitre) of grain for various period-, 
exhibits a like progress of [irice equalization between nations: 


Period 

England 

France 

Belgium 

Prussia 

iS;t-1830. 

10 25 

7 35 

6 44 

5 

1831-1840. 

9 60 

7 61 

7 31 

5 27 

1841-1850 . 

9 ^5 

7 89 

7 99 

6 41 

1851-1860. 

9 40 

7.84 

9 (>s 

8 07 

1861-1870. 

8 80 

8 59 

9 24 

7 79 


* Adapted by permission from D. A. Wells, Recent Economic Changes, pp. 45-47. 
(D. Appleton & Co., 1896.) 
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During the eleven months of 1S8S, ending November 30, Great 
Britain imported a little more than si\ty-scvcn million lumdred- 
weight of wheat and Hour. In the corrcsp')nding eleven nK'nths of 
1887 the foreign siijjply was praitieally the isune. There was, how¬ 
ever, a very great change in the sources of supply. Thus, in 1S87, 
North and South America furnished forty nine million hundred¬ 
weight out of the si.vty-seven million hundredweight that Great 
Britain required; but in 188S the harvest of Ameiiia was conqiara- 
tively meager and supplied Great Uiilain with but twenty-nine 
million hundrcdw'eight, leaving a deficiency of twenty niillioiis to be 
obtained from otlier sources. 

136. THE SENSrnVlvM SS OF IXDI'STRIAL SOCIETY 

Our pecuniarily organized, iiilerdepciideiit soiiely is natnrallv 
enough a sensitive society, sensitive both to demand and to 
shock. 

Almost any organization of soriety would be sensitive in oune 
degree to demand. In a socialistic society, for cvample, it is to lie 
e.xpected that desires and demands would change from time to time 
and that tlie industrial structure would be altered to meet the new 
situation. How quickly the structure would be altered is another 
matter. It is not [irobahle that it would be altered as (|uickly as it i.s 
in our present society. In a society organized on the gain basis 
bribes (sometimes of tremendous size) are continually awaiting the 
early comers in any readjustment, and inmishinenls (sometimes of 
tremendous size) are conlinually awaiting the laggards. Indeed, 
desire for gain even causes us to stimulate new demands. 

Any interdependent society will be sensitive to shock—this by 
hypothesis. If the society is interdependent, one section cannot 
be indifferent to the events occurring in another section. Of course, 
different societies would be sensitive to sliock in v,living degrees. In 
general terms, an interdependent society organized on a pecuniary 
basis is [irobably more sensitive to shock tlian would lie a socialistic 
society. The gain structure transmits the sliock at a speed com¬ 
parable to the speed involved in the reactions of tlie nervous system. 
Even more, in our society the siiock may v'ery well grow in tlie |iroecss 
of transmission. The failure of a small business unit may well cause 
the failure of a larger one, and this of one still larger, and so on more 
or less indefinitely. It is probable that shock could be more readily 
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confined to a relatively small territory in a socialistic community 
than is the case today. 

In all of the foregoing there is, or should be, no implication of 
judgment being passed. There are many respects in which it is for¬ 
tunate and many respects in which it is unfortunate that our society 
is exceedingly sensitive both to demand and to shock. For our present 
purpose the essential need is to see that our society is sensitive and 
to realize that if we desire to retain the gains of a society organized 
in such a way as to bring about this sensitiveness we must be alert to 
cope with the disadvantages. This, of course, we are trying to do. 
A long catalogue might readily be made of our activities in striving 
to overcome these disadvantages. It is perhaps sufficient to mention 
in this connection the formation of the federal reserve system in our 
banking operations. 

See also 185. The Delicate Mechanism of Industry. 



CHAPTER VII 


MACHINE INDUSTRY—AN EXPRI'.SSION OF THE NEW 
TECHNOLOGY 

A. Problems at Issue 

Since the time of the industrial resolution our private-cxchangc- 
co-opcrative-specialized-intcrdci)endent-pec uniary society has become 
more and more one which makes use of tec hnolopy. The seventeenth 
and ci;'hteenth centuries laid the foundation for this situation in the 
rapid development of mathcmalics and chemistry. Later, physics 
and biology contributed their share. The contributions of all these 
sciences reached their culmination, from the point of view of our 
present interest, in the power machinery which came in with the 
industrial revolution, in the schools of technology which began to 
spring up to meet the pressure of the market on production in the 
middle of the nineteenth century, and then in “the great scientific 
researches and their applications to industry which have characterized 
the last half of the nineteenth and the beginning of the twentieth 
century. Today science is the handmaiden of industry. 

Machine industry furnishes one goerd illustration or expression 
of this new technology. It is very dilTerent from the craft-tool 
regime which preceded it—different both in the character of its 
processes and in the character of its contribution to human 
well-being. 

Of the wide range of subjects which might be taken to illustrate 
or develop this difference between machine industry and its pred¬ 
ecessor, attention is directed in this chajitcr to three main con¬ 
siderations. The first of these is introductory in character and has 
to do with the explanation of what the machine is and what its 
functions are in the struggle of man to gratify his wants. The 
second has to do with certain characteristics of the machine process 
as a process. No matter whether machine industry be conducted 
under our present organization of society or under the organization 
proposed by the communist or the socialist, certain outstanding 
facts concerning machine operations and their effect upon human 
beings would remain the same. There would be machine industry 
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problems under any organization of society. No “ism” will ever 
enable us to escape them. 

The third of these considerations centers around the problem of 
indirect costs and the difficulties connected with the social control 
of industries in which indirect costs are a large part of the total costs. 
True, machine industry is not exclusively responsible for the fact that 
indirect costs are characteristically a large part of the total costs of 
business today. But while it is not exclusively responsible it is 
largely responsible, both immediately and mediately. Immediately, 
the large cost of the machine and of its appropriate surroundings 
furnishes a burden of overhead costs. Mediately, the presence of the 
machine sets in motion other factors and forces which add their share 
to the overhead burden. 

The presence of indirect costs in modern industry is not, however, 
our prime concern. Primarily we are concerned with knowing the 
consequences of this presence. Perhaps no person living today can 
realize the full significance of these consequences. We may, however, 
approach the subject by observing some of the consequences con¬ 
nected with the social control of machine industry in the interests of 
the fuller service di society. This is, of course, not exclusively a 
machine industry topic. It is connected with all the other phases of 
our society, particularly with its pecuniary organization. Whether 
for better or worse, industry is conducted for gain today. Social 
control is needed lest the individual gain in ways harmful to society. 
To control wisely means to know. To know is difficult in a new, 
complex, rapidly changing situation. How can we control the genie ? 

As will appear, it is permissible to speak of the industries which 
preceded the industrial revolution as “simple” industries and of the 
industries of today as “complex” industries. This cla.ssification helps 
us to appreciate some of the difficulties connected with social control 
of industrial matters today, for, in itself, a complex situation is difficult 
to cope with. Then, too, during the many generations of simple 
industry certain attitudes of mind developed—certain slogans, 
maxims, watchwords, and theories. These, reasonably well adapted 
to simple industry, have by social inheritance come down to us, and 
we try to apply them to complex industry with more or less disastrous 
consequences. Since the reign of the machine—the new technology— 
has been too brief for us to have developed new attitudes of mind— 
indeed, even expert students are often at a loss to know what new 
attitudes should be developed—it follows that for some time to come 
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we are likely to be in a state of uncertainty and bewilderment with 
respect to many matters of social control. Our old mental landmarks 
have been swept away, but we have not yet learned what ones may 
safely be set up in their place. 

One illustration will suflice. Under .'-iniple industry there grew 
up a faith in “free'’ competilion as an oiVnient organizing force for 
industrial society. Free coin|iotition invokes, among other things, 
adequate knowledge of the essential facts by all inlciested parties, and 
mobility with res[)ect to productive forces. Under simple industry 
these conditions obtained. Men could ascertain essential facts, 
furthermore, it was easy to abandon an un])rolita!)!c line of activity 
and ea.sy to take uj) a new one. Under conqilex industry, however, 
adequate knowledge and mobility of productive forces are not readily 
secured; conseriucntly the conditions which would render competition 
cfTicient as a universal regulator no longer obtain in large set lions of 
industry. None the less there still rests lirmly in the minds of the 
general public, .ind, as a result, in the minds of most of our legislators, 
the conviction that coni]>elilion is under all circumstances “the life 
of trade.” Accordingly, much of our legislation (w'itness the Inter¬ 
state Commerce Act and almost all of our trust legislation) proceeds 
calmly on the assumption that most matters may wisely be left to 
“free” competition. It is, of course, true that competition still has 
very important functions and possibly an increasing range of fuiu tions 
to perform in our industrial .society. Little is gained, however, by 
attcm])ting to apply cightcenth-ccntury philosojihy concerning 
competition to twentieth-century conditions. 

What is true concerning our mental attitude toward competition 
is equally true in many other lields. Ajiparently it will be many 
generations before we shall have developed scientilic knowledge and 
liublic information competent to cope with the jiroblcms of control 
raised by the presence of indirect costs, but at least we may begin. 

QUlsSTIONS 

1. “The new technology.” What does this ex[)rcssion me,an ? 

2. “Roundabout methods lead to greater results than direct methods.” 
Just why ? 

3. “Roundabout production is not merely usually a better way. In the 
case of certain goods it is the only way.” Illustrate. 

4. “The machine is a tool plus ” Plus what ? 

5. “Capital may be classilied as_(a) active, such as, engines, tools, and 
factories, and (b) passive, such as raw cotton, pig iron, and lumber.” 
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What, in generalized terms, is the function in production of active 
capital ? of passive capital ? 

6 . “The machine has lengthened the time of the productive process.” 
Is this true? Reflect upon how rapidly the machine turns out goods. 
Is this what is referred to in the quotation when it speaks of “the time 
of production” ? 

7. If the machine really has lengthened the time of the productive 
process, what are the consequences? Has it made industry more 
speculative ? 

8. “ The machine has widened the market.” How ? 

g. “The rapid expansion of the railway net in the United States opened 
up a great market and this made machine production possible.” Is a 
large market a prerequisite of machine production ? 

10. "Standardization is the magic word which reveals the circumstances 
under which an industry lends itself re.adily to machine methods." 
What does this mean ? Standardization of what ? 

11. Uan machine production be used in making goods of f.ashion ? artistic 
goods ? 

12. One of the selections shows why England led in machine industry. It is 
generally said that the United States is a great machine-using nation 
What causes can you give for this situation ? Are they the same causes 
which enabled' England to assume leadership in machine industry' at 
the earlier period ? 

13. The agricultural revolution of the eighteenth century greatly facilitated 
the coming in of machine industry in England. Just how ? Why did 
not the earlier agricultural revolution cause a coming in of machine 
industry? 

14. Just why is the rhythm of machinery of significance ? 

15. “The machine has caused business relations to become more imper¬ 
sonal.” Contrast relations under the tool regime with those under 
modern industrialism. 

16. Make a list of the new strains in industry due to (a) the machine process, 
( 4 ) harmful instances of the control of this process for purposes of 
individual gain. Note the necessity of differentiating (<j) and ( 4 ). 
Would machinery roar and have rhythm under socialism? Differ¬ 
entiate between machine industry under capitalism, and machine 
industry under socialism. 

17. “The significant thing about the coming in of machinery is that it 
meant a transfer of thought, skill, and intelligence.” What does this 
mean ? What has been the effect of this transfer upon (a) apprentice¬ 
ship, ( 4 ) competition among workers, (c) the bargaining relation 
between employer and employee, (d) the development of large-scale 
production, (e) the development of impersonal relations, (/) the 
development of working-class solidarity ? 
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18. Can you cite any illustrations of the transfer of thought, skill, ami 
intelligence to management ? 

19. What is the relation of machinery to large-scale production ? 

20. Draw up a statement of the cITclI of the ma<hine upon the laborers 
who work in machine imlustrios, upon other laborers. 

21. One writer says that machine nuiluxls have jirofuundly influenceil our 
mental outlook. How couM this be tiue? Have lliesc methods had 
sufficient time or have they covered a &unicient pro[)ortion of our human 
activities to have had a profound mtlueme of this sort ? 

22 “Wc talk of nKuhme industry having revolutionized soiieiy. It is 
pou'cr machinery which has done so, and thus power and not nnulnnery 
is the matter which sliould have our attention.'’ Is this true ^ 

23 Kxplain what is meant by direct cost, indirect cost, prime tost, snpple- 
monlary cost, overhead, constant cost, variable cost, burden. 

2.p If a railroad l>etwecn New Voik and Chic.igo is already in existemc and 
trains are running, what cost would the railroad incur if it haiiird 
a five-pound box from Chicago to New York? 

25. Would it be good business policy for the road to haul suth a box at a 
rate only a little in excess of this atlded tost if it couM get no more for 
the service? Would it be good policy to haul all traffic at sm h 
rates ? 

26. A package of goods is shipped from London to Chic'ago 'I'hc freiglit 
charges are. for the ocean transportation from I.omloii to New York, 
$2, and for the railroad transpoiiation from Newv York to (.“hicago, $1. 
But the consignee pays 50 cents for cartage in New York and ':o (cnis 
for delivery in Chicago, and gives 25 cents to the porter who carries the 
package upstaiis at the destination. Why is it necessary to j)ay nearly 
a third of the total expense for carrying the goods a thousandth jiart 
of the total distance? 

27. The efficiency of modern lailroad transportation is attested by the 
example of a certain American railroad which is said to haul freight 
at an average cost of one mill {)er lon-niilc. Should you regard it as 
worth your while to carry a ton of goods a mile for a tenth of a cent ? 
How is the railroad able to do it ? 

28. Before the Erie Canal was constructed, the hauling of a Ion of wheal 
over the roads from Buffalo to New York cost $100. As facilities for 
transportation improved, it was found that a horse could draw on a 
turnpike three times the load and in a canal-boat twenty five limes the 
load he could draw on ordinary^ earth roads. Today steam transport a- 
tion permits the profitable shipment of wheat from the Far West to 
Liverpool. Why do earth roads and horse-drawn canal-boats continue 
to be used ? 

29. Suppose empty cars were being hauled in a certain direction. Would 
a railroad be justified in offering to haul traffic in that direction at very 
15 
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low rates? If so, under what circumstances? If not, why not? 
WouhJ your answer be the same fiom a social point of view as from the 
point of view of railroad management ? 

JO “In industries where the indirect cost is a large proportion of the total 
cost, it flays to lake business at a price which is below total cost pro¬ 
vided that jirice is above prime cost." F.xplain why. 

Can you think of any circumstances under which it would be wise (a) 
from the railroad’s point of view, (b) from ihe j>otial point of view, for a 
railroad to charge less than direct cost ? 

32 - y —“2 

y is an inland town on a railroad connecting x and z The rate from 
X to z is “compelled " by water competition to be Sj per cwt. The local 
rate from 2 to y is 50 cents. The road charges S3 50 from x to y 
When complaint is made to the Ii'tcrstate Comnieue Commission, the 
railroad alleges that the rate of Sj Irom x to 2 benefits r.ulicr than harms 
y, even though the rate from x to y, a shorter di'^tame, is higher. Hou 
can this be urged ? 

33. An American manufacturer of a certain comnuxliiy could sell it in 
Kngland if he quoted a price of $18 |)cr ton in liir^'and. The market 
m the United States was such as to enable him to get S24. He con¬ 
tended that charging $18 (which includeil freight charges, etc.) m 
Kngiand actually benefited the American consumer How could he 
argue this ? 

3-1 When wc speak of industry in 1750 as having been “simple" and of 
industry today as being “complex,” what do wc mean ? What are the 
component elements of this simplicity or complexity ? 

35. “The machine is not responsible for all the overhead costs in industr>'." 
Is this true? If it is, what other factors share the responsibility? 
Would these factors have been present if we had not had machine 
industry ? 

36 “Indirect cost is the father of cut-throat competition." What does 
this mean ? 

37, Why does the competition of railroads so often force them into receiver* 
ships and reorganizations? 

38. Are the economic problems of the railroad business essentially dilTerent 
from the problems of any modern industry in which indirect costs make 
up a large part of total cost ? 

3Q. “The formation of trusts was inevitable. The pecuniary organization 
of society with its financial machinery, especially the corfioration, made 
possible the assembling of large masses of capital 'Phe expansion of 
markets and machine industry made such as.semb!ing w'ise. The 
pressure of indirect costs made competition intolerable at the same time 
that it rendered industry complex and thus not easily regulated by 
unfettered competition. The desire for monoDolv orofits and other 
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forms of individual gains were the matches which set the jwwder o0." 
Do you agree? Explain the “why” of each statement with which you 
do agree. 

40. The apportionment of productive energy is worked out through the 
agency of prices and margins of profits. What is the bearing of indirect 
cost upon cfiicient apportionment ? 

41 “It is of vital importance that the regulation of our public utilities sliall 
be sane. We must have a proper proportion of our productive energy 
in such services ’’ What bearing has indirect cost ui>on ease of securing 
wise regulation ? 

42. “Cost accounting is merely a device which man is developing to enable 
him to understand and control comjdcx industry.” Is this true? 
Can it really help us either to understand or to control? Should an 
accountant be primarily a mathematician, or an economist, or a mechan¬ 
ical engineer ? Why ? 

43. What bearing, if any, has accounting upon the regulation of public 
utilities? 

44. Draw up a list of the consequences (n) to society, (b) to the business 
manager, of the rise of indirect costs. 

45. Make a list of non-scrviceable aspects of machine industry. Precisely 
why is it difficult to secure adequate social control the case? Is it 
because the adjustment of problems is so deluate that the inevitably 
somewhat clumsy machinery of control w’orks poorly? Is it because 
we do not know enough to control wisely ? If the latter, what explana¬ 
tions can you give for our lack of knowledge? 

46. Tr>' to state the relationship of machine industry to (a) specialization, 
(5) money economy, (c) capitalism, (</) intei<le[)eii(lence, (c) the forma¬ 
tion of classes, (/) speculative markets. 

47. Would a socialistic state make use of machinery? If so, would 
they have problems of soci.iI control? What is ihcir scheme of 
control ? 

48. “Machine mdustry has been tried—abundantly tried—and has been 
found wanting.” Why or why not ? 

B. The Rfile of the Machine 
157. THE SERVICES OF THE NEW TECHNOLOGY' 

A peasant requires drinkin;' water. The spring is some distance 
from his house. Tlierc arc vaiious ways in which he may supply his 
daily wants. First, he may go to the spring each time he is thirsty, 
and drink out of his liollowed hand. 1 his is the most direct way, 
‘ Adapted by permission from Eagen von Buhm-Eawerk, TAi Positive Theory 
of Capital, pp. 18-22. (Macmillan and Co., Ltd,, 1891.) 
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satisfaction follows immediately upon exertion. But it is an incon¬ 
venient way, for our peasant has to take his way to the well as often 
as he is thirsty. And it is an insufficient way, for he can never col¬ 
lect and store any great quantity such as he requires for various other 
purposes. Second, he may take a log of wood, hollow it out into a 
kind of pail, and carry his day’s supply from the spring to his cottage. 
The advantage is obvious, but it necessitates a roundabout way of 
considerable length. The man must spend, perhaps, a day m cutting 
out the pail; before doing so he must have felled a tree in the forest; 
to do this, again, he must have made an axe, and so on. But there is 
still a third way; instead of felling one tree he fells a number of trees, 
splits and hollows them, lays them end to end, and so constructs a 
runnel or rhone which brings a full head of water to his cottage. 
Here, obviously, between the expenditure of the labour and the 
obtaining of the water we have a very roundabout way, but then the 
result is ever so much greater. Our peasant needs no longer take his 
weary way from house to w’dl with the heavy pail on his shoulder, 
and yet he has a constant and full supirly of the freshest water at his 
very door. 

Another example. I require stone for building a house. There is 
a rich vein of excellent sandstone in a neighboring hill. How’ is it to be 
got out? First, I may work the loose stones back and forward with 
my bare fingers, and break off what can be broken off. This is the 
most direct, but also the least productive way. Second, I may taki' 
a piece of iron, make a hammer and chisel out of it, and use them on 
the hard stone—a roundabout way, which, of course, leads to a very 
much better result than the former. Third method: having a hammer 
and chisel, I use them to drill a hole in the rock; next I turn my 
attention to procuring charcoal, sulphur, and nitre, and mixing them 
in a powder, then I pour the powder into the hole, and tire ex¬ 
plosion that follows splits the stone into convenient pieces-still 
more of a roundabout way, but one which, as experience shows, 
is as much superior to the second way in result as tire second was 
to the first. 

Yet another example. I am short-sighted, and wish to have a 
pair of spectacles. For this I require ground and polished glasses and 
a steel framework. But all that nature offers towards that end is 
silicious earth and iron ore. How am I to transform these into 
spectacles? Work as I may, it is,as impossible for me to make 
spectacles directly out of silicious earth as it would be to make the 
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steel framework out of iron ore. Here there is no immediate or direct 
method of production. There is nothins for it but to take the 
roundabout way, and, indeed, a very roundabout was. I must 
take silicious earth and fuel, and l)iiiid fui n.Kos for sniellint; the gl.'i5.sos 
from the silkious earth; the glass thus obtained has to be carefully 
purilied, worked, and cooled by a series of processes; finally, the glass 
thus prejiared —again by means of ingenious instruments carefully 
constructed beforehand - is ground and jioli.shed into the lens fit for 
short-sighted e>es. Similaily I must smelt iron in the blast furnace, 
change the raw iron into steel, and make the frame therefrom 
processes which cannot be carried through without a long series of 
tools and buildings that, on their [lart again, reciuire great amounts 
of ])revious labour. Thus, by an exceedingly roundabout way the 
end is attained. 

In the last resort all our prodiutixe efforts amount to sliiflings 
and combinations of matter. \\c must know how to bring together 
the right forms of matter at the riglit iiionicnl, in order that from those 
associated forces the desired result, the product wanted, may follow 
But, as we saw, the natural forms of matter are often so infinitely 
large, often so infinitely fine, that human hands arc»too weak or too 
coarse to control them. We are as powerless to overcome the cohesion 
of the wall of rock when we want building stone as we are, from carbon, 
narogen, hydrogen, o.vygcn, phosphor, potash, etc., to jiut together a 
single grain of wheat. But there are other fiowcrs which can easily 
do what is denied to us, and these are the powers of nature. 'I'lierc 
are natural powers which far exceed the [lossibilities of human power 
in greatness, and there are other powers in the microscopic world which 
can make combinations that put our clumsy fingers to shame. If we 
can succeed in making those forces our allies, in the work of produclioii, 
the limits of human possibility will be inlinitely extended. And this 
we have done. 

Often, of course, wc are not able directly to master the form of 
matter on which the friendly power depends, but in the same way as 
we would like it to help us, do we help ourselves to gain it, we try 
to secure the alliance of a second natural power which brings the form 
of matter that bears the first power under our control. Just as wc 
control and guide the immediate matter of which the good is composed 
by one friendly power, and that power by a second, so can we control 
and guide the second by a third, the third by a fourth, this again by 
a fifth, and so on-always going back to more remote causes of the 
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final result—till in the series we come at last to one cause which we can 
control conveniently by our own natural powers. This is the true 
importance which attaches to our entering on roundabout ways of 
production, and this is the reason of the result associated with them; 
every roundabout way means the enlisting in our service of a power 
which is stronger or more cunning than the human hand; every’ 
e.xtcnsion of the roundabout way means an addition to the powers 
which enter into the service of man, and the shifting of some portion of 
the burden of production from the scarce and costly labour of human 
beings to the prodigal powers of nature. 

And now we may put into words an idea which has long waited for 
expression, and must certainly have occurred to the reader; the kind 
of production which works in these wise circuitous methods is nothing 
else than what economists call Capitalist Production, as opposed to 
that production which goes directly at its object, as the Germans 
say, “mit dcr nackten Faust.” And Capital is nothing but the 
complex of intermediate products which appear on the several stages 
of the roundabout journey. 

, 158 WHAT THE MACHINE IS' 

Mathematicians and mechanicians, and in this they are followed 
by a few English economists, call a tool a simple machine, and a 
machine a complex tool. They sec no essential dificrence between 
them, and even give the name of machine to the simple mechanical 
powers, the lever, the inclined plane, the screw, the wedge, etc. As 
a matter of fact, every machine is a combination of those simple 
powers, no matter how they may be disguised. From the economical 
standpoint this explanation is worth nothing, because the historical 
element is wanting. Another explanation of the difference between 
tool and machine is that in the case of a tool, man is the motive power, 
while the motive power of a machine is something different from man 
—is, for instance, an animal, water, wind, and so on. According to 
this, a plough drawn by oxen, which is a contrivance common to the 
most different epochs, would be a machine, while Claussen’s circular 
loom, which, worked by a single labourer, weaves 96,000 picks per 
minute, would be a mere tool. 

All fully developed machinery consists of three essentially differ¬ 
ent parts, the motor mechanism, the transmitting mechanism, and 

* Adapted by permission from Karl Marx, Capital, I, 405-18. (Charles H. 
Kerr Jt Co., 1909.) 
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finally the tool or working machine. The motor mechanism is that 
which puts the whole in motion. It cither generates its own motive 
power, like the steam engine, the caloric engine, the electro-magnetic 
machine, etc., or it receives its impulse from some already e.\isting 
natural force, like the water-wheel from a head of water, the windmill 
from winrl, etc. The transmitting mechanism, composed of fly-wheels, 
and shafting, toothed wheels, pullies, straps, ropes, bands, pinions, 
and gearing of the most varied kinds, regulates the motion, changes 
its form where necessary, as for instance from linear to circular, and 
divides and distributes it among the working machines, 'rhese 
two first parts of the whole mechanism arc there solely for putting 
the working machines in motion, by means of which motion the 
subject of labour is seized ujxrn and modified as desired. 'I'he tool 
or working-machine is that part of the machinery with which the 
industrial revolution of the eighteenth century started. And to this 
day it constantly serves as such a starting-point, whenever a handi¬ 
craft, or a manufacture, is turned into an industry carried on by 
machinery. 

On a closer c.xamination of the working-machine proper, we find 
in it, as a general rule, though often, no doubt, uiJler very altered 
forms, the apjraratus and tools used by the handicraftsman or mami- 
farluring workman; with this difference, that instead of being 
human implements, they arc the implements of mechanism, or 
mechanical implements. 

An organized system of machines, to which the motion is com¬ 
municated by the transmitting mechanism from a central automaton, 
is the most dcveloited form of production by machinery. Here we 
have, in the place of the isolated machine, a mechanical monster whose 
body fills whole factories, and whose demon power, at first veiled 
under the slow and measured motions of his giant limbs, at length 
breaks out into the fast and furious whirl of his countless working 
organs. 

Just as the individual machine retains a dwarfish character, so 
long as it is worked by the power of man alone and just as no system 
of machinery could be proiterly developed before the steam engine took 
the place of tire earlier motive powers, animals, wind, and even water; 
so, too. Modern Industry was crippled in its complete development 
so long as its characteristic instrument of production, the machine, 
owed its existence to personal strength and personal skill, and 
depended on the muscular devolo'pment, the keenness of sight, and the 
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cunning of hand with which the detail workmen in manufactures, and 
the manual labourers in handicrafts, wielded their dwarfish imple¬ 
ments. 

159. FUNCTIONS OF MACHINERY' 

Man does his work by moving matter. Hence machinery can 
only aid him by increasing the motive power at his disposal. 

I. Machinery enables forces of man or nature to be more effec¬ 
tively applied by various mechanical contrivances composed of levers, 
pulleys, wedges, screws, etc. 

s. Machinery enables man to obtain the use of various motor 
forces outside his body—wind, water, steam, electricity, chemical 
action, etc. 

Thus by the provision of new productive forces, and by the more 
economical application of all productive forces, machinery improves 
the industrial arts. 

Machinery can increase the scope of man’s productive ability 
in two ways. The difficulty of concentrating a large mass of human 
force ujron a given point at the same time pro\ idcs certain (piantitativc 
limits to the productive efficiency of the human body. The steam- 
hammer can perform certain work which is ([uantilatively outside the 
limit of the ithysical power of any number of men working with 
simple tools and drawing their motor power from their own bodies. 
The other limit to the productive power of man arises from the imper¬ 
fect continuity of human effort and the imperfect command of its 
direction. The difficulty of maintaining a small, even, accurate 
pressure, or a precise repetition of the same movement, is rather a 
([ualitalive than a purely quantitative limit. The superior certainty 
and regularity of machinery enables certain work to be done which 
man alone could not do or could do less perfectly. The work of the 
printing machine could not be achieved by man. Machinery has 
improved the texture and quality of certain woolen good', recent 
improvements in milling result in improved quality of flour, and so on. 
Machinery can also do work which is too fine or delicate for human 
fingers, or which would require abnormal skill if executed by hand. 
Economy of time, which Babbage accounts a separate economy, is 
rightly included in the economies just named. The greater rapidity 
with which certain manufacturing processes—e.g., dyeing—can be 
achieved arises from the superior concentration and continuity of 

' Taken by permission from J. A. Hobson, The Evolution of Modern Capitalism, 
pp. 72-74. (The Walter Scott Publishing Co., Ltd., 1912.) 
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force possible under machinery. All advantages arising from rapid 
transport are assignable to the same causes. 

The continuity and regularity of machine work are also reflected in 
certain economics of measurement. The faculty of self-rcgisteiing, 
which belongs potentially to all machinery, and which is more utilised 
every day, performs several services which may be summed up by 
saying that they enable us to know e.’iactly what is going on. When to 
self-registration is applied the faculty of self-regulation, within certain 
limits a new economy of force and knowledge is added. But ma¬ 
chinery can also register and regulate the expenditure of human 
power. Babbage well says: “One of tlie most singular advantages 
we derive from machinery is in the chock which it atlords against the 
inattention, the idleness, or the knavery of human agents.” This 
control of the machine over man has certain results which belong lo 
another aspect of machine economy. 


160. 'fin; rRODUCTivrfY of machinery' 

The number of da\s’ work of man-labor rc(|uisite for pro¬ 
ducing the specified crops by the aid of machine power, together 
with the quantity of those several crops which the same labor-])ower 
could have produced by the earlier hand method, is shown in the 
following: 
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Days’ Work 
OP Man- 
Labor Rk- 

QUlUlkD 

The Same LAiioK-PowrH 

Hy Meth¬ 
ods of 

Ct'uM Have 
ProducftJ 

Harley 

C.'orn 

('ulton 

Hay 

Oats 

Potatoes 

Rice 

Rye 

Wheat 

J8g6 

1S01 

i 8<;5 

iXy? 

1805 

tSgs 

iH «5 

i8g6 

6o,6g5,jJ3 bu. 
1,113,770,052 bu 

7,161,001 500 lb bales 
47.078,5-ti tons 
6}8,.854,850 bu 
207.257„t7O bu 
168,6.85.440 lbs 

27,210,070 bu 
427.684,346 bu 

630.354 

45.875.027 

28,178,^04 

i 8 ,S 56 . 7 yi 

11 . 334,266 
5 .t 5 t.»oO 
108,880 
2 . 710,147 
7.ogg,s6o ^ 

1820-30 

1855 

1841 
1850 
X830 
1866 
'»t 9 > 1 

2,g72,83y Ini 
473.528.022 bu 

.“70::!°: 1 ::; 
46,303.587 lbs 
10,872.705 b 1 
23.245.4yo bu 


Finding next the difference betw' '' flu^'dities of the several 
crops actually produced under methods in the years indi¬ 
cated, and the quantities ■ labor-power requisite for their 

production with the machines could have produced had it 

‘Adapted bv r Quaintance, “'fhe Influence of Farm 

XiTrliinerv nn "Vtluction and I.abor,” Publications of the American Economn 
A„eda/iZ-''‘'‘‘Serics,VotV(.9^),No.4,PP.a.-a3 ,. ^ _ 
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been devoted to the production of those same aops by hand 
methods, we have the following: 


Name 

Crop of 

1 

Due to Use of 1 

Mctcliinery , 

Percentage of 

At tu.Tl Pniduct 

itarley. 

1896 

66,722,384 1)U 

6S 7 

Corn . 

l8p4 

7^0.242.OtO hu. 

()0 9 

(.ollun . 

i8<tS 

4,642,12 2 hales 

64 8 

■Hy . 

189s 

38,276,901 tons 

813 

Oats . 

'843 

570,421,543 bu. 

89 2 

f’otatocs. 

iSpS 

193.534,049 bu. 

65 I 

Kite . 

■895 

122,3,81,853 lbs 

72 5 

Rye. 

189s 

16,337.275 bu 

60 0 

Wheat. 

1896 

404,438,856 bu. 

94 5 


I'he increased effectiveness of man-labor power when aided by the 
use of machinery, as indicated by these figures, varies front 150 per 
cent in the case of rye to 2,244 pc'r cent in the case of Itarlev. From 
this point of view, a machine is not a labor-saving but rather a product- 
making device. Taking the percentage of labor saved as indicating 
the average proportion of these crops iluc to the use of machinery, it 
appears that the quantity of product is almost five times as great per 
unit of labor as ft formerly was. 


161. 


THE INCREASE OF ACTIVE CAITTAL IN THE 
UNITED STATES' 


In Table I we have an attem[)t to collect the various figures of the 
United States Census and combine them into a harmonious whole. 
While the numbers are, in no case, e.vact, it is believed that the errors 
are too small to vitiate any of the following conclusions. We see that 
*ptal supply of active capital has enormously increased; in fact, 
that m about seventeen times as great as in 1850. 

In this great iudustrigg ]];ive participated, but the fishing 

equipment has gtc slowly and the trans|«)i lalion facilities 

fastest of all. At no cei. there been a reces.sion in a single 

industry-development has . „p continuous in all lines. 

But an increase in the total v„ 

signilicant. It must be compared wiu.^,. ,p population and 

with a changing price-level before we can conclusi.ms 

concerning the influence of the change upon ti. -pijg 

' Adapted by permission from W. I. King, The tt'eaUi. 

People of the United Slala, pp. 42-44. (The Macmillan Co., igii. 
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third column in Table II indicates that the per capita value of active 
capital has steadily grown larger until, in 1910, it has become more 
than four times as great as in i860. Only in the Civil War period 
has this apparent increase been due wholly to clianging prices, for, if 
the per capita value is divided by the jiricc index, we obtain an index 
of amount which climbs upward until the quantity per capita existing 


TABLE I 

The Estimated Value of the Sueply of Active Capital in the Coniinentai 
Unitit) States, in JIjii.io.ns of Doiiars 


Census 

V car 

Total 

Btjsinc'ts 
Buililintfx art'l 

V ixo'l Iin- 
provemciils 

Riulr<).i,is 
aii'i (Ulitr 

I’liMic 

UllllIlCS 

Movable 

M.i<.lim<Ty, 
'I'tuils, .ind 

InipIciDcnls 

Livestock 

Fiaherits 

1850 . 

2,757 

1 , 1(3 

639 

390 

590 

7 

iSOo. 

5,900 

2,160 

i, 8()8 

60 s 

1,198 

9 

1870. 

8.978 

2,975 

3,(09 

1,206 

1,678 

10 

1880. 

13.636 

4,(17 

, 3..)86 

2.373 

(.735 

25 

i 8 go. 

19,298 

5,700 

8,,i<,6 

2,665 

2 , 5?8 

29 

l<)0O .... 

24.783 

7,250 

10,926 

4,006 

3.197 

34 

IQIO . . 

47.961 

13,301 

23,3(9 

5,695 

5,296 

50 


TABLE ir 


Quantity of Active Capital in the United States 

(Outlying possessions excluded) 


Census Year 

Total Value <»f the 
Active (' i|,i( il 
''iiplily III 
Mlllintisrif 1 )i>llarb 

Pit C ipila 
\ iltic- .,( 

At lice t i[>iial 

Price IihIci 

Inilex nf (Iiiantit v 
of Cajiildl i>rr 
Capita 

1850 . 

2,757 

$i 19 

I.,9 2 

85 

1S60 . 

5.900 

188 

1.1' 3 

(33 

1870 . 

8,978 

233 

221 6 

105 

j88o . 

13.636 

272 

(32 4 

205 

i8(>o . 

19,298 

307 

1136 

270 

1900 . 

24,783 

326 

loi 7 

321 

igio. 

47,961 

521 

126 5 

412 


in 1850 is more than quadrupled. The only backward step shown is 
in the decade i860 to 1870, and this was due, probably, to the whole¬ 
sale destruction of capital by the Civil W'ar, a blow from which the 
Southern States had only begun to recover in 1S70. The more or less 
chaotic conditions of the South in 1870 may also have resulted in 
some incompleteness in the Census returns. 
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162. THE BRIEF REIGN OF THE MACHINE' 

How recent in the world’s history these improvements in technical 
processes really are, is strikingly illustralcd hy the following diagram: 


2000 B.C, Birth of Christ 1500 A.O. 



_ _ 





1 


1 


777^ 

« 

11 


1 

^ Time during which the hand apindie was the only form 
^ of spindle known. 


Spinning wheel also known. 

Steam has been applied to spinning. 


i6j. WHY ENGLAND LED IN MACHINE INDUSTRY’ 

The chief factors in determining the order of the development 
of modern indusVrial methods in the several countries may be classified 
as natural, political, economic, 

a) Natural.—( t) The structure and position of the several coun¬ 
tries.—'The insular character of Great Britain, her natural facilities 
for procuring raw materials of manufacture and supplies of for¬ 
eign food to enable her population to specialise in manufacture, 
the number and variety of easily accessible markets for her 
manufactures, gave her an immense advantage. Add to this a 
temperate climate, excellent internal communication bv river (or 
canal), and an absence of mountain barriers between the several 
districts. These advantages were of greater relative importance 
before steam transport, but they played a large part in facilitating the 
establishment of effective steam transport in England. Extent of 
seaboard and good harbourage have in no small measure directed 
the course of modern industry, giving to England, Holland, France, 
Italy an advantage which the levelling tendency of modern machinery 
has not yet been able to counteract. The slow progress of Germany 
until recent years, and the still slow progress of Russia, is attributable 

'Taken by permission from the Fint Report of the Labor Museum at Hull 
House, Chicago, 1901-2, p. 9. 

’ Ad.rpted by permission from J. .A. Hobson, The Evolution of Modern CupiVu/- 
isw, pp. 94-100. (The Waiter Scott Publishing Co., Ltd., 1912.) 
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more to these physical barriers of free communication, internal and 
external, than to any other single cause that can be adduced. In¬ 
herent resources of the soil, quality of land for agriculture, the prox¬ 
imity of large supplies of coal and iron, and other requi.sites of the 
production of machinery and poucr rank as important determinants 
of progress. 

(2) Race and national c/iurac/rr.—Closely related to climate and 
soil, these qualities of race arc a powerful directing inlluence in 
industry. Muscular strength and endurance, yielding in a temperate 
climate an even continuity of vigorous effort; keen zest of material 
comfort, stimulating invention and entcriirise; acquisitiveness, and 
the love of external display; the moral capacities of industry, truth, 
orderly co-operation; all these arc leading factors determining the 
ability and inclination of the several nations to adopt new industrial 
methods. Mo.al qualities in English workmanshii) have indisputably- 
played a large part in securing her supremacy. 

b) Political. —Statecraft has played an important part in 
determining the order and pace of industrial progress. The po5ses.sion 
of numerous colonics and other political attachments in dilTerent parts 
of the world, comprising a large variety of material resources, gave to 
England, and in a less measure to France, Holland, Sjiain, a great 
advantage. The tyrannical use these nations made of their colonie.s 
for the purpose of building up home manufactures enabled them to 
speciali.se more widely and safely in those industries to which the 
new methods of production were first applied. 

The large annexations England made during tlie eighteenth and 
early nineteenth centuries gave her a monopoly of many of the finest 
markets for the purchase of raw materials and the sale of manufactured 
goods. The large demand thus established for her textile and metal 
wares served not only to stimulate frc.sh inventions, but enabled her to 
utilise many improvements which could only be profitably applie<l 
in the case of large industries with secure and expanding markets 

But the most important factor determining the priority of England 
was the political condition of continental Europe at the very perioil 
when the new machinery and motor-])owcr were beginning to establish 
confidence in the new industrial order. When Crompton’s mule, Cart¬ 
wright’s power-loom, W'att’s engines were transforming the industry 
of England, her continental rivals had all their energies absorbed in 
wars and political revolutions. 

c) Economic. —The transformation of English agriculture, the 
growth of large farms, drove great numbers of English peasants into 
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the towns, and furnished a large supply of cheap labour for the new 
machinery. 

Another great economic advantage which assisted England was 
the fact that she, more than any other European nation, had broken 
down the old industrial order, with its guilds, its elaborate restrictions, 
and conservative methods. Personal freedom, security of propcrt\’, 
liberty to work and live where and how one liked, existed in Engkind 
to an extent unknown on the Continent before the French Revolution. 

In particular the cotton trade, which was in the vanguard of the 
movement, being of recent growth and settling outside the guild 
towns, had never known such restrictions, and therefore lent itself 
to the new order with a far greater facility than the older trades. 
Moreover, England was free from the innumerable and vexatious local 
taxes and restrictions prevalent in France and in the petty govern¬ 
ments of Germany. 

Lastly, the national trade policy of England was of signal advan¬ 
tage in her machine development. Her early [rrolcctive system had, 
by the enlargement of her carrying trade and the increase of her 
colonial possessions, laid the foundation of a large complex trade vvilh 
more distant parts of the world, though for a time it crippled our 
European commerce. While we doubtless sacrificed other interests 
by this course of policy, it must be generally admitted that “English 
industries would not have advanced so rapidly without Protection “ 
But as we built up our manufacturing industries by Protection, so we 
undoubtedly conserved and strengthened them by Free Trade 
first, by the remission of tariffs upon the raw materials of manufacture 
and machine-making, and later on by the free admission of foodstuffs, 
which were a prime essential to a nation destined to specialise in manu¬ 
facture. 

164. THE INDUSTRIES BEST EnTED FOR MACHINE 
INDUSTRY- 

The following are some of the principal characteristics of an 
industry which determine the order, extent, and pace of its progress 
as a machine industry; 

a) Size and complexity of structure .—The importance of the several 
leading textile manufactures, the fact that some of them were highly 
centralised and already falling under a factory system, the control of 

• Adapted by permission from J. A. Hobson, The Evolution of Modem Capital¬ 
ism, pp. 90-92. (The Walter Scott Publishing Co., Ltd., 1912.) 
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wealthy and intelligent employerb, were amung the chief causes 
which enabled the new machinery and the new motor to be more 
quickly and successfully ap])licd than in smaller, more scattered, and 
less developed industries. 

b) FixUy in quanlily and iharattfr of demand. Perfection of 
routine work is the special faculty of machine production. Where 
there is a steady demand for the same class of <.;oods, maihinery can 
he jirofitabK applied. Where fashion fluc tuates, or the individual 
taste of tile consumer is a potent factor, machinery cannot so readily 
undertake the work. 

c) Vniformity of material and of the processes of produel ion 

1 iilicrent irregularity in the material of labour is adverse to mai liinei \ 
h'or this reason the agricultural processes have been slow to pass undei 
steam power, especially those directly concerned with work upon the 
soil, and even where steam-driven machines are applied their econ¬ 
omy, as compared with hand labour, is less marked than in mann 
facturing processes. To the getting of coal and other minerals steam 
and Ollier e.Mra-luiman ]io\ver have been more slowly and less eflec- 
tnely a|)plied than in dealing with the matter when it is detached 
Irom the earth. The displacement of a less uniforni material, wood, 
by the more uniform steel for building structures, railroad cars, barges, 
shiiis, furniture, etc , marks a gie.it advance for machine-production 

d) Durnbilily of valuable propetlies. -The production of r|uickl\ 
perishable articles, being of necessity local and immediate, demands a 
large amount of human servic e wliii h cannot economically be rejilaced 
or largely aided by machinery. The work of the butcher and the 
baker has been slow to [lass under machinery. Where butchering 
has become a inachine-industi v to some e.xtent, the direct cause has 
been the discovers of jneservative processes which have diminished the 
pciishabihty of meat .So with other food industries, the facility of 
modern means of transport has alone enabled them to pa.ss under the 
lontiol of machinery. Until <|uitc recently cakes and the finer 
lorms of bakery were a purely local and handicraft product. 

e) Ease or simplicity of labour involved. Where abundance of 
I heap labour adequate to the work can be obtained, ami particularly 
III traiies where women and children are largely engaged, the develop¬ 
ment of machinery has been generally slower. 'I'his condition often 
unites with ib) and (c) to retain an industry in the “domestic” class 
\ large mass of essentially "irregular” work requiring a certain 
delicacy of manipulation, which by reason of its narrowness of scope 
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is yet easily attained, and which makes but slight demands upon mus¬ 
cular force or intelligence, has remained outside machine-production. 

f) Skilled workmanship .—High skill in manipulation or treatment 
of material, the element of art infused into handicraft, gives the latter 
an advantage over the most skilful machinery, or over such machinery 
as can economically be brought into competition with it. 

See also 252. The Decline of the Handicrafts. 

253. The Economic Advantages of Concentration. 

256. The Limits of Concentration in Modern Business 

C. Some Characteristic Results of the Machine Process 
165. STANDARDIZATION AND THE MACHINE PROCESS' 
The modern industrial communities show an unprecedented 
uniformity and precise eriuivalence in legally adopted weights and 
measures. Something of this kind would be brought about by the 
needs of commerce, even without the urgency given to the movement 
for uniformity by the requirements of the machine industry. But 
within the industrial field the movement for standardization has 
outrun the urging of commercial needs, and has penetrated every 
corner of the mechanical industries. 

As a matter of course, tools and the various structural materials 
used are made of standard sizes, shapes, and gauges. When the 
dimensions, in fractions of an inch or in millimetres, and the weight, 
in fractions of a pound or in grammes, are given, the c.xpcrt foreman 
or workman, confidently and without reflection, infers the rest of 
what need be known of the uses to which any given item that passes 
under his hand may be turned. 

The materials and moving forces of industry are undergoing a 
like reduction to staple kinds, styles, grades, and gauges. Even 
such forces as would seem at first sight not to lend themselves to 
standardization, either in their production or their use, are subjected 
to uniform scales of measurement; as, e.g., water-power, steam, 
electricity, and human labor. The latter is perhaps the least amen¬ 
able to standardization, but, for all that, it is bargained for, delivered, 
and turned to account on schedules of time, speed, and intensity which 
are continually sought to be reduced to a more precise measurement 
and a more sweeping uniformity. 

* Adapted by permission from Thorsmin Veblen, The Theory of Businesi 
Enierprise, pp. 8-14. (Charles Scribner’s Sons, 191J.) 
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The like is true of the finished products. Modern consumers in 
great part supply tlieir w.ints with romniodilies tliat conform to 
certain staple specifications of size, weight, and grade. The con¬ 
sumer (that is to say, the vulgar consunn r) furnishes his house, his 
table, and his person with su])]ilies of standard weight and measure, 
and he can to an appreciable degree .specify his neeiis and his con¬ 
sumption in the notation of the standard gauge. 

From this mechanical st.andardization of consumable goods it 
follows, on the one hand, that the demand for goods settles upon 
certain defined lines of production which handle certain materials of 
definite grade, in certain, somewhat invariable, forms and i)roportions, 
which leads to well-defined methods and measurements in the pro( esse, 
of production. Besides this, tlie standardization of goods means that 
the interdependence of industrial processes is reduced to more definite 
terms than before the mechanical standardization came to its present 
degree of elaborateness and rigor. The margin of admissible varia¬ 
tion in time, place, form, and amount is narrowed. Materials, to 
answer the needs of standardized industry, must be drawn from certain 
standard sources at a definite rate of sujtply. 

Machine production le.uls to a standardization*of services as well 
as of goods. So, for instance, the modern means of communicatioti 
and the system into which these means are organized are also of the 
nature of a mechanical process, and in this mechanical process of 
service and intercourse the life of all civilized men is more or less 
intimately involved. To make effective use of the modern system of 
communication in any or all of its ramifications (streets, railways, 
steamship lines, telephone, telegraph, postal .setvice, etc.) men are 
required to adapt their needs and their motions to the exigencies of 
the process whereby this civilized method of intercourse is cttrrieil into 
effect The service is standardized, and therefore the use of it is 
standardized also. Schedules of time, place, and circumstances rule 
throughout. The scheme of everyday life must be arranged with a 
strict regard to the exigencies of the process whereby this range of 
human needs is served, if full advantage is to be taken of this system of 
intercourse, which means that, in so far, one’s plans and projects must 
be conceived and worked out in terms of those standard units which 
the system imposes. 

For the po])ulation of the towns and cities, at least, much the 
same rule holds true of the distribution of consumable goods. So, 
also, amusements and diversions, much of the current amenities of 
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life, are organized into a more or less sweeping process to which those 
who would benefit by the advantages offered must adapt their 
schedules of wants and the disposition of their time and cITort. The 
frciiuency, duration, intensity, grade, and sequence are not, in the 
main, matters for the free discretion of the individuals who par¬ 
ticipate. 

i66. TIIK 'rR.\XSFER OF THOUGHT, SKILL, AND 
INTliLLIGENCK' 

■Suppose it be desired to drill four holes In a number of plates, so 
that they bear a certain li.\ed relation to the edges of the iilatc; and 
suppose the operator to be cqui|)ped with the ordinary drilling ma¬ 
chine which guides the diill so that it pierces the plate squarely. To 
drill these holes in one jilatc, with any degree of accuracy, re(]uircs a 
high degree of skill on the part of the operator, and to drill any 
lumiber of such plates so that the spacing of the holes in them will 
correspond closely with tho.se in the first plate re(]uires a very high 
degree of manual skill, considerable time per plate, and is a very- 
costly operation. 

Suppose, howeVer, a skilled workman makes a so-c.allcd “drilling 
jig” in which the plate can be .securely clamped by set screws and in 
which all the plates can in turn be clamped in exactly the same posi¬ 
tion. 'I'he plate contains four holes, which have been very carefully 
located to corresponil with the required location of the holes. 

Now it is evident that almost any unskilled per.on can drill the 
plate, when so held, as accurately as the most skilled workman can 
without it. Further, he cannot drill the plate inaccurately. True, he 
must have a slight amount of training in handling the drilling machine, 
but this is small and soon acquired. The accuracy of the work no longer 
depends on the skill of the operator but on the accuracy of his tools. 

This princi|rle, illustrated above, has been aptly called "The 
Transfer of Skill,” an<l it is to be especially noted that this principle 
has nothing to do with division of labor, though, as can be seen, it 
allows an e.xtension of the same. Nor is the principle inherently 
applicable to machines alone, it can be and is applied to hand methods. 
True, most machines arc constructed with this end in view, the drilling 
machine mentioned above, for instance, having this characteristic 
in so far as guiding the drill vertically is concerned. 

' Adapted by permission from I). S. Kiiiib.ill, Principles of Industrial Organ 
balion, pp. lo-ts {McGraw-TIill Book Co Inc., igi3.) 
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It is evident that for a given operation the more skill that is trans¬ 
ferred to the machine the less is roquired in the operator. When nearly 
all the skill has been so transferied, but the niaihino still re(|uires an 
attendant, it is called a semi-iiiitomalic mailniic Turret lathes are 
e.'ccellcnt examples of this cla^s ol machineiy. 

In drilling the iilate without the jig the skilled nuehanic must 
e.xpcnd thought as well as skill in properly locating the holes. The 
unskilled operator neeil expend no thought regarding the location 
of the holes. That part of the mental labor has been done once for 
all by the toolmaker. It appears, therefore, that a trumfir of thought 
or intelligence can aNo be made from a person to a ni.n lime. If the 
(|uantity of parts to be made is suHlciently kirge to justify the exiiendi- 
ture, it is possible to make machines to whii It all the reiiuired skill and 
thought have been transferred and the machine does not re(|uire 
even an attendant. Such machines are known as full aulomalit 
machines. Automatic screw machines are excellent examples of a 
complete transfer of skill and thought, ("are should bo taken to dis¬ 
tinguish clearly between Irainmi'.'.ion of iiililligeiue, as illustrated in 
drawings, spei iliiations, and wiitten or spoken (ommunications in 
general, between men and the tiaii ,fer of inteihgeift'e or thought from 
a skilled man to a madnne. 'I liese i>rinciples, transfer of skill and 
transfer of thought, lie at the bottom of modern industrial methods 
Under former and sinqiler methods of manufacture the machine w.is 
an aid to the worker’s sk.ill, the amount of skill that had been trans¬ 
ferred being very small In the new machines the transfer of skill 
and thought may be so gieat that little or none of these are re(|uired 
of the attendant worker 

[Notk—'I' lic foregoing illustrates a principle. The application 
of this jiriiuiple in the iiKie.ising use of automatic machinery is of 
wide extent and tremendous social signifi(ance. It should be noticed, 
too, that there is occurring a Ir.insfer of thought, skill, and intelligence 
to management. Scientil'ic management is a [ihase of this movement.| 

See also 221. Craft Skill and the Competitive Struggle. 

167. IMPERSONALITY AND THE MACHINE PROCESS.' 

The machine process compels a more or less unremitting attention 
to phenomena of an impersonal character and to sequences and corre¬ 
lations not dependent for their force upon human predilection nor 

' Adapted by permission from' Thorstein Veblen, The Theory of Bunness 
Enterprise, p. 310. (Charles Scribner’s Sons, 1912.) 
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created by habit and custom. The machine throws out anthropo¬ 
morphic habits of thought. It compels the adaptation of the 
workman to his work, rather than the adaptation of the work to 
the workman. The machine technology rests on a knowledge of imper¬ 
sonal, material cause and eficct, not on the dexterity, diligence, or 
personal force of the workman, still less on the habits and pio])cnsities 
of the workman’s superiors. Within the range of this machine-guided 
work, and within the range of modern life so far as it is guided by 
the machine process, the course of things is given mechanically, 
impersonally, and the resultant discipline is a discipline in the handling 
of impersonal facts for mechanical effect. It inculcates thinking in 
terms of opaque, impersonal cause and effect, to the neglect of those 
norms of validity that rest on usage and on the conventional standards 
handed down by usage. Usage counts for little in shaping the 
processes of work of this kind or in shaping the modes of thought 
induced by work of this kind. 

See also chapter xi. Impersonal Relations. 

i68. THE NEW STRAIN IN INDUSTRY' 

W'hat are the special forms of overstrain found in modern industry 
viewing industrial conditions, as was our premise, from the physio¬ 
logical point of view? In a brief sketch of this vast held it will be 
possible to single out only a very few features for comment. We can 
do no more than glance, as it were, at some of the innumerable 
processes which directly or indirectly feed the machinery of the world, 
supplying man's needs and luxuries. 

Of those elements in industry which are most characteristic and 
which make the greatest demands on human energies, we may select 
the following; speed and complc.xity, monotony, piece-work, and 
overtime. Other fatiguing influences in machine work, such as noise 
and the mechanical rhythms, will of necessity come within the scope 
of our brief analysis, as well as the now recognized relation between 
fatigue and the incidence of industrial accidents. 

The fatiguing effect of the roar of madiinery is chiefly due to its 
influence upon the faculty of attention Mental fatigue is "cliar- 
acterized pre-eminently by a weakening of the powers of attention.” 
Voluntary attention is essentially a selective process, a “focalization 

' Adapted by permission from Josephine Goldmark, Fatigue and EJkiency, 
passim. (Charities Publication Committee, ipia.) 
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and concentration of consciousness” upon one thing or a few from 
among tlie multiplicities, physical and mental, in whose midst we live 
There is thus in attention a sensation of elToit, and fatigue of atten¬ 
tion is in direct proportion to the lonlinuancc of the ellorls and the 
dilTicuIty of sustaining them Xow, under the inlluencc of loud 
noise, attention is distraitiil and the dilBculty of sustaining it in¬ 
creased. 

Thus noise not only disfraets attention but necessitates a greater 
e.rertion of intensity or conscious ajipliiation, thereby hastening the 
onset of fatigue of the attention. A (iiiite uiKounted strain upon 
this easily fatigued faculty rcstiks among industrial worheis, sui h 
as girl machine oiierators, when tlie deafening intermittent roar of 
highly speeded machinery adds its (|Uota to the tar of a long da\'s 
work. The roar is not even continuous enough to sink into mo¬ 
notony. With each stopjiage and starting of a machine, it bursts 
out irregularly. 

The subject of noise in industrial e.stablishmcnts is usually dis¬ 
missed with the remark that the woikers “get used to it,” and doubt¬ 
less, in many occupations, the workers themselves arc scarcely, or 
not at all, conscious of any increased ap])lication on their part due to 
the noise. But, in the main, tlic process of getting used to it involves 
precisely that increased intensity of nervous effort, that ‘‘feeling 
of being coerced,” of which Wundt speaks in the laboratory e,vpcri- 
nients, and which, as we li.ive seen, is most favorable for the approach 
of e.x’haustion. 

The strain of m.acliine work upon the faculty of attention thus 
leads to the gravest consequences. Another subtly fatiguing 
clement in machine work, which we have not yet c.Kamincd, is due to 
its rhythm. It is ap|iarent that the rhythm of any power-driven 
machinery is fi.ced and mechanical, depending upon its construction 
and its rate of speed. Now it is true also that human beings tend to 
work rhythmically, and when the individual’s natural swing or 
rhythmic tendency must be wholly subordinated to the machine's 
more rapid mechanical rhythm, fatigue is likely to ensue. 

The increase of diseases of the nervous system among working 
people in the last decade is a fact that is now firmly established by 
c.xtensive and a carefully conducted statistical inquiry. Whatever 
different causes of neurastlicnia may be brought forward by different 
authors since Beard depicted jts general features, there is one point 
on which all are agreed; namely, that the modern organization of 
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industry with all its factors and sequels is a most prolific source ol 
neurasthenia. 

Intemperance, debauchery, and improvidence are the chief 
Idemishes on the character of the factory work people, and those evils 
may easily be traced to habits formed under the present system, 
and springing from it almost inevitably. On all sides it is admitted 
lliat indigestion, hypochondriasis, and languor affect this class of Uie 
population very widely. After twelve hours of monotonous labour 
and confinement, it is but too natural to seek for stimulants of one 
kind or another; but wlicn we superadd the morbid states above 
alluded to, the transition to spirits is rapid and perpetual. 

See also 212. The Hazardous Nature of Modern Industry. 

213. Causes and Volume of Industrial Accidents 

216. Fatigue. 

218. An Outline of the Case against Long Hours. 

219. Child Labor. 

169. 'I'HK MACHINE AND THE LABORER- 

In considering the influence of machinery upon the quality of 
labor, i.e., skill, duration, intensity, etc., we have first to meet two 
questions: What are the qualities in which machinery surpasses 
human labor? What are the kinds of work in which machinery 
displaces men ? Now, since the whole of industrial work consists in 
moving matter, the advantage of machinery must consist in the pro¬ 
duction and disposition of motive power. The general economies of 
machinery are two: (i) the increased quantity of motive force it can 
apply to industry; (2) greater e.vactitude in the regular application of 
motive force (a) in time-the exact repetition of the .same acts at 
regulated intervals or greater evenness in continuity; (b) in place— 
e.xact repetition of the same movements in space. All the advantages 
imputed to machinery in the economy of human time, the utilization 
of waste material, the display of concentrated force, or the delicacy 
of manipulation are derivable from these two general economies. 
1 lence it follows that wherever the efficiency of labor-power depends 
chiefly upon the output of muscular force in motive power, or pre¬ 
cision in tlie regulation of muscular force, machinery will tend to dis¬ 
place human labor. Assuming, therefore, that displaced labor finds 

‘Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
PolUkat Science Quarlerlyy VIII {1893), ni-23. 
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other employment, it will be transferred to work where machinery 
has not the same advantage over human lal)or, that is to say, to work 
where the muscular strain or the need for rcgulaiity of movement is 
less. At first sight it will thus seem to follow that every disiil.ue- 
ment of labor by machinery will bring an elevation in the <]uality of 
labor, that is, will increase the projiortion of labor in emplovmenls 
which ta.v the muscles less and arc less monotonous. 

One direct result of the application of an increase<i piopoilion of 
labor-power to the kinds of work which are Ic.ss “muscular” ami Ics^ 
“automatic” in character, will be a tendency towanl greater division 
of labor and more specialization in these employments. Now the 
economic advantages of increased sirecialization can be obtained onlv 
by increased automatic action. Thus Uie routine or automatic i liar 
acter w'hich constituted the monotony of the work in whiih in.n limeiw 
displaced these workers will now be imjiarted to the higher grades 
of labor in which they are employed, and these in their turn will be 
advanced towards a condition which will render them open to a new 
invasion of machinery. 

Nor is it shown that the introduction of machine production tends 
to diminish the physical strain upon the worker. ’ As regards those 
workers who pass from ordinary manual work to the tending of 
machinery, there is a great deal of evidence to show that their new 
work taxes their physical vigor quite as severely as the old work. 
When any muscular or physical effort is reijuired, it is pretty evident 
that an increased duration or a greater contimiily in Ihe slighter 
effort may tax the body quite as severely as the less frequent apiilica- 
tion of a much greater bodily force. 'I'here can be no question that in a 
competitive industrial soiietv there e.sists a tendency to compensate 
for any saving of muscular or other phy.sical effort affordeil by the 
intervention of niai hiner\', in two ways: first, by “forcing the pace” 
compelling the worker to lend more and more machines, and to 
increase the strain, if not upon the muscles, then upon the nerves; 
secondly, by c-xtending the bonrs of labor. 

Now to come to the question of “ monotony.” Is the net tendciu y 
of machinery to make labor more or less monotonous, to ciluc.atc the 
worker or to brutalize him? Does labor become more intcllcitual 
under the machine ? Professor .Alfred Marshall, who has Ihoughtlully 
discussed this question, inclines upon the whole in favor of machinery. 
It takes away manual skill, but it substitutes higher or more intel¬ 
lectual forms. “The more dch'cate the machine’s power, the greater 



444 


INDUSTRIAL SOCIETY 


is the judgment and carefulness which is called fdr from those who 
see after it.” Since machinery is daily becoming more and more 
delicate, the tending of machinery is becoming more and more 
intellectual. The judgment of Mr. Cooke Taylor, in the conclusion 
of his admirable work, The Mmiern Factory System, i.s the same. 

The question of the net intellectual etTects of machinery is not one 
which admits of positive answer. It would be open to one to admit 
with Mr. Taylor that the o]reratives W’cre growing more intellectual 
and that their contact with machinery e.xercises certain educative 
influences, but to deny that the direct results of machinery upon the 
workers were favorable to a wide cultivation of intellectual powers, 
as compared with various forms of freer and less specialized manual 
labor. The intellectualizatioji of the town operatives (assuming 
the process to be taking i)lace) may be attributable to the thousand 
and one other influences of town life rather than to machinery, save 
indirectly so far as the modern industrial center is itself the creation of 
machinery. It is not, I think, possible at present to offer any clear 
or definite judgment. But the following distinctions seem to have 
some weight in forming our opinion. 

The growth Of machinery has acted as an enormous stimulus 
to the study of natural laws. A larger and larger propori ion of human 
effort is absorbed in processes of invention, in the manipulation of 
commerce on an increasing scale of magnitude and cora])le.xity, and 
in such management of machinery and men as requires and educates 
high intellectual faculties of observation, judgment, and speculative 
imagination. Of that poition of workers who may be said, within 
limits, to control machinery, there can be no (luestion that the total 
effect of machinery has been highly educative. Some measure of these 
educative influences descends even to the “hand” who tends some 
minute portion of machinery. 

So also allowance should be made for the skilled work of making 
and repairing machinery. The engineer’s shop is becoming every 
year a more and more important factor in the equipment of a factory 
or mill. But though “breakdowns” are essentially erratic and must 
always afford scope for ingenuity in their repair, even in the engineer’s 
shop there is the same tendency for machinery to undertake all work 
of repair which can be brought under routine. So the skilled work 
in making and repairing machinery is continually being reduced to a 
minimum and cannot be regarded, as Professor Nicholson is disposed 
to regard it, as a factor of growing importance in connection with 
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machine production. The more machinery is used, the more skilled 
work of making and repairing will be required, it might seem. But 
the rapidity with which machinery is invading these very functions 
turns the scale in the opposite direction, at any rate so far as the 
making of machinery is concerned. 

Finally it should be borne in mind that in several large industries 
where machinery fills a prominent place the bulk of the labor is not 
directly governed by the machine. This fact h.as already received 
attention in relation to railway workers. The ch.aractcr of the 
machine certainly impresses itself upon these in difTerenl degrees, but 
in most cases there is a large amount of detailed freedom of action 
and scope for individual skill and activity. 

Making allowance, then, for the intelligence and skill used in the 
invention, aiqdication, management, and repair of machinery, what 
are we to say of the labor of him who, under the minute subdivision 
enforced by machinery, is obliged to sircnd his working life in temling 
.some small portion of a single machine, the whole work of which is to 
push some single commodity a single step along the journey from 
raw material to consumirtivc good ? 

His work, it is urged, calls for “judgment *and carefulness.” 
So did his work in manual labor before the machine look it over. His 
“judgment and carefulness” are now confined within narrower limits 
than before. The responsibility of the individual worker is greater, 
precisely because it is narrowed down so as to be related to and 
dependent on a number of other operatives in other paits of the same 
machine with whom he has no direct personal concern. Such realized 
responsibility is an clement in education, moral and intellectual. 
But this responsibility is a direct result of the minute subdivision. 
It is, I think, questionable whether the vast majority of machine 
workers get any considerable education from the fact that the machine 
in conjunction with which they work represents a huge embodiment 
of the delicate skill and invention of many thousands of active minds, 
though some value may be accorded to Mr. Cooke Taylor’s con¬ 
tention that “the mere e.xhibition of the skill displayed and the 
magnitude of the operations performed in factories can scarcely fail 
of some educational effect.” Professor Shield NichoLson e.xpresscs 
himself more dubiously on the educational value of the machine: 
“ .Machinery of itself does not tend to develop the mind as the sea and 
mountains do, but still it does not necessarily involve deterioration of 
general mental ability.” 
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The work of tending machinery is not of course to be regarded 
as absolutely automatic. To a certain limited e.xtcnt the “tender” 
of machinery rules as well as serves the machine: in seeing that his 
poilion of the machine works in accurate a<ljustmcnt to the rest, the 
qualities of care, judgment, and responsibility are evoked, A great 
part of modern inventiveness, however, is engaged in devising auto¬ 
matic checks and indicators for the sake of dispensing with human 
skill and reducing the spontaneous or thoughtful elements of tending 
mac hinery to a minimum. 

So fai as the man follows the machine and has his work determined 
for him by methanical necessity, the educative pressure of the latter 
fore e must be [iredominant. Machinery like everything else can only 
leach what it practices. Order, e.xactitude, persistence, conformity 
to unlicnding law - these are the lessons which must emanate from 
the mac bine. They have an imporlant place as elements in the forma¬ 
tion of intellectual and moral character. But of themselves they 
contribute a one-sided and very imperfect education. Machinery 
can e.xactly reitroduce; it can, therefore, teach the lesson of the e.xact 
reproduction, an education of quantitative measurements. The 
defect of machinery, from the educative point of view, is its absolute 
conservatism. The law of machinery is a law of statical order, 
that everything conforms to a pattern, that present actions precisely 
resemble past and future actions. Now the law of human life is 
dynamic, reiiuiring order, not as valuable in itself, but as the condition 
of progress. The law of human life is that no c.vpcricnce, no thought, 
or feeling is an e.xact copy of any other. Therefore, if you confine 
a man to expending his energy in trying to conform e.xactly to the 
movements of a machine, you teach him to abrogate the very principle 
of life. Variety is the very essence of life and maciiincry is the enemy 
of variety. This is no argument against the educative uses of 
machinery, but only against the e.xaggerations of these uses. If a 
workman expend a reasonable portion of his energy in following the 
movements of a machine, he may gain a considerable educational 
value, but he must also have both lime and energy left to culti¬ 
vate the spontaneous and progressive arts of life. 

it is often urged that the tendency of machinery is not merely 
to render monotonous the activity of the individual worker, but to 
reduce the individual dillcrences in workers. This criticism finds 
e.xpression in the sa)ing: “All men are equal before the machines.” 
So far as machinery actually shifts upon natural forces work which 
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Otherwise would lax the muscular energy, it undoubtedly tends to put 
upon a level workers of dincrent muscular ca|)acity. Moreover, 
by taking over work which rcfiuires great prec isum of movement, there 
is a sense in which it is true that machinery tends to reduce the 
workers to a common level of skill, or even of uu skill. 

But this is by no means all that is signtlied by the "eiptidity of 
uorkers before tire machine.” It is the adaptabihly of the machine 
to the weaker muscles and intelligence of wotnen and ihildren that is 
perhaps the most important factor. The machine in its ileveiopmetit 
tends to give less and less prominence to muscle and high imlividital 
skill in the mass of workers, more and tnore to certain (|u.ihties of 
body and mind which not only dilTer less widely in dtflerent mett, 
but in which women and children are more nearly on a level with 
men. 

Those very qualities of care and juilgment, of detailed altentioti, 
of regularity and patience, which, as we saw, are chanicteristic of 
machine work, are common human qualities, in the sense that they 
are within the capacity of all and that even in the degree of their 
possession and practice there is less dillerencc between the most highly 
trained mechanic and the raw “half-timer” than'*in the possession 
and practice of such powers as machinery has superseded. It must, 
I think, be recognised that machinery does exerci.se a certaiti e<|uali/.- 
lug effect by assigning a larger and larger relative importante to 
those faculties which arc specific as compared with those which 
are individual. The antagonism between machinery and art in 
this respect is fundamental and irreconcilable. So long and so far 
as tire public continue to sink their individual differences as con¬ 
sumers and employ their expanding powers of purchase in demanding 
increased quantities of the same kinds of consumptive goods, ma¬ 
chinery, with its economic faculty of exact, cheap, and rapid repro¬ 
duction, will gain an increasing control over the procccsses of 
production. When the public becomes more individualistic in its 
consumption, in demanding greater variety and adaptability to 
individual taste, instead of immense quantity, this new character of 
consumption will reduce the advantages enjoycil by mtichinery, and 
will operate as an increased demand for art in the sense of individual 
effort of production. 


See also 210. The Influence of Machinery upon Employment. 
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170. TECHNICAL INVENTIONS AND THE CAPITALISTIC 
SPIRIT’ 

Technical improvements in our day have developed beyond the 
dreams of man. They have liberated applied science from the 
organized, living forces of nature, so that it can now utilize the energy 
which the sun has stored up deep down in tlic earth. Applied science 
no longer looks to men of flesh and blood or to the fields and woods for 
aid in making progress; it relies on dead matter and mechanical 
power for its achievement. VV'hat is the result ? Technical improve¬ 
ments know no bounds; they make ])ossiblc what was inconceivable- 
before; they pile up Pclion on Ossa and create the universe anew. 

Nor must we forget the many-sidedness of technical knowledge. 
Every day produces something new, and so creates a need for a new 
form of organization. That only e-xpands the possibilities of the 
capitalistic sjjirit. 

As technical knowledge advances it influences the will power of 
modern man in his economic activities. But it docs more. It also 
influences, nay, often enough revolutionises, his thoughts. 

To begin with, it gives that thought a goal and a purpose; which 
is another way of saying that it stirs and develops rationalism in him; 
and rational thinking, as we know, is an clement of the capitalist 
spirit. The influence of tccimical improvements on the growth of 
economic rationalism in every age has already been noticed by many 
writers. Every new invention, as one authority puts it, brings man 
into contact with reality, and by so doing crushes the trarlitional 
habits in his character, which, as we have noted aljove, arc rooted 
deep in his being. So long as the inventions appear at rare intervals, 
their power to influence man’s natural toiwervatism will not he great 
It will be merely, as it were, a scratch on the suif.ice, and before long 
all trace of it will have vanished. But as soon as inventions conic 
thick and fast, as has been the case since the opening of the modern 
era, then their effect is more lasting. Constant cliangcs in technical 
processes cannot but influence the state of mind of those concerned 
with them. But when the changes are thernsel\-es due, as is the case 
with inventions in our own day, to organized scientific thinking, their 
influence on the psychology of men is even stronger and more lasting. 

All earlier technical advances, remarkable though they were, 
were empiric in character; they sprang from the personal e.xpcricnce 

' Adapted by permission from Werner Sombart, T he Qtiiitlesscrue of Capitalism, 
pp. JJJ-31. (E. P. Dutton & Co., 1915.) 
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of generations of masters, handed down from one man to another. 
Those engaged in an industry knew all the “ tricks of the trade,” and 
contented thcm.selvcs with them. The expeiieiK e which had accumu¬ 
lated in the past was prcser\'c<l for the future. Jfut from the .seven¬ 
teenth century onward natural science began to make its influence 
felt in sujiplanting the gathered e.cpeiicnce of ages as the soil from 
which inventions s[)rang up. Henceforth new methods came to be 
used, not because one man who had acquired them by way of experi¬ 
ence showed the wav, but because anyone interested could learn 
the underlying technical laws and be assured of success if he con¬ 
formed to them. Before, men worked according to rule of thumb, 
now they looked to laws, the e.cplanation and api>lication of whiih 
were the work of rational thinking. 

Thought in econonm activities, then, becomes more dclinite and 
conscious, in other w'ords, more rational, and modem tec hnic ,il science 
has tended to make it so. But it has also helped to make it more 
exact and [tunc tu.il, by providing the necessary nitichincry for meas- 
tiring quantities, more es[)etially for measuring time. 

('locks have [ilayed a very im])ortant part in tjic mental history 
of the business man. Pendulum clocks are said to have been invented 
in the tenth century. Kow, the exact measurement of time became 
[lossible only when the necessary instruments were available, just 
as exact calculations in terms of money became possible only when 
technical progress was able to provide a reliable currency. 

Punctual business hkcwisc owes much to tlic gradual [x rfection of 
technical processes. E.xact calculations as to the delivery of goods 
presuppose a reliable system of production; and it is not loo much to 
say that modern means of transport have made modern commerce 
into a sort of huge automatic machine. Calculations of all kinds, 
therefore, were to a large extent made possible by technical progress. 
So was the hustle of the modern business man. Would all this haste 
be conceivable without railways, telegraphs, and teletthones? There 
are, of course, other reasons also for the breathlessness of modern 
business, but ultimately it is due to technical progress, which intensifies 
it and makes it universal. 

Technical [irogress can also be held accountable for the particular 
way in which the modern business man looks at the world. Every¬ 
thing for him is purely quantitative. No doubt this is due largely to 
the habit of a[)[)raising all things in terms of money. But it is not to 
be forgotten that what s[)ccially characterizes modern science is the 
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same tendency of laying stress on quantity to the neglect of quality. 
The words of Kant are significant. Only when you can express any 
natural phenomenon by a mathematical formula are you entitled to 
speak of a law of nature. 

Nor is this all. Technical progress must also be held responsible 
for another characteristic of our age that we value material things far 
too highly. VVe have grown rich quickly; we have come to regard 
peace as a certainty; and technical progress has shielded us from dread 
plagues and cholera. Is it surjirising, then, that all idealistic tenden¬ 
cies have been pushed into the background by man’s lower instincts— 
undisturbed enjoyment of [Measures and the craving for creature com¬ 
forts ? We arc like a herd of cal tic [icacefully grazing in the meadow. 

The overcstimation of material things has had this result on the 
ca[)italist undertaker, that it has spurred him on to obtain the means 
of becoming rich. In other words, it has stirred up his acquisitive¬ 
ness. The pin suit of the dollars is not so imaginary as some million¬ 
aire philoso[)hers, writing from their high tower of princely wealth, 
would have us believe. On the contrary, it is one of the mightiest 
motive powers ip our modern economy; and the intense greed of 
gain, generated, as we have just observed, by the progress of technical 
science, is one clement in the composition of the soul of the modern 
business man. That this profit-chasing is now bereft of any shame 
that attached to it of old, that we no longer think it dishonorable 
for anyone to engage in dollar-hunting, that we mix freely with 
people of whom we know that to make money is their sole aim in life — 
all this has only tended to cultivate this aspect of the capitalist 
spirit still more, and the impetus came from the new trend of things 
produced by advances in technical knowledge. 

Another effect of our keen ajipreiiation of technical improve¬ 
ments and our overvaluation of their results has been to intensify 
tlie love of profit in the capitalist undertaker in yet another way. 
It has heightened his interest in the technical .side of business and 
manufacture. W'e have already noted it as a characteristic of modern 
economic activities that man is constantly making things, almost 
senselessly increasing them; and that the only e.xplanation of the 
phenomenon (if, indeed, there is an C-xplanation at all) is to be found 
in a certain childish [ileasure in technical perfection. And can we 
conceive of such delight except in a technical age ? 

One other point. We have already seen that the bourgeois of 
our age is utterly careless of man’s fate. We noted how man is no 
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kinder the central fact of economic activities and economic thought. 
It is 01.1} the i>roce(liire that mallvis pro kn non, transport, price- 
formation. In a word, Fiat pro,imho d pnoal homo. How are wc 
to .account for this tondcnc}, if not b\- tra. mg it to tlic cliange.s which 
tcilinical progress h.is brought about? I'e.hnologv has lilicrated 
the woik of production from the control of man. licfoio, we needed 
the living organism to regulate production; wc now direct it b\ 
mechanical means. 

The natural world, with its fullness of life, has been shattered 
to atoms, on its ruins an artificial woild of lie.ul matter has been 
erected by human ingenuity. Anil this is true for llie economic s],here 
as for that of technical science. Techni. al improcements have had tin 
elTect of changing the face of the globe, and our whole view of the 
universe has changed in con.sequence. The more teihnical siien.c 
tended to make man of le.ss and less import am e in t lie |iioi ess of ]iro 
duction, the more he was thrown into the background, not only so fai 
as economic .activities were concerned, but also in the whole sphere of 
human thought and action. 


D. Indirect Costs and Social Control 


171. KLE.ME.NTS OF COSTS' 


IVoduction costs are classihcd into three |)rinciii.al divisions, known 
as the elements of costs: (i) material; (2) labor; (3) e.xiiense. These 
may be subdivided into; 


(1) Material 

(2) Labor 

(3) F,x]3ense 


Direct 

Indirect 

Direct or |)roductive 
Indirect or non-productive 
Direct 
Indirect 


Dhcit charges.—‘‘Direct charges” is that element of cost that 
enters into, and can be charged directly to, the product. 

The cost of the substance out of which the product is made is the 
direct material charge, the cost of the labor ap])lied directly to the 
productive process is the direct labor charge; and any other exjien.se 
that can be charged directly to an order, job, or process may be 

'.Adapted by permission from J b .Nicholson, Cost Accounting, pp. 24-32 
(The Ronald I’ress Co , 1013 ) 
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included as a direct charge under the caption “ direct expense.” The 
expense of workmen in traveling to and from a job, as well as their 
hotel expenses while engaged out of town on a particular job, are 
c.xamples of direct expenses. 

Indirect charges. —Indirect material consists of such material 
as factory supplies, which, while used in processes, either does not 
enter into the product itself, or else enters in such a way as not to be 
chargc.able conveniently to any particular article. 

Indirect or non-productive labor is that used in repairing, handling, 
supervision, etc.—in short, any labor not expended directly on the 
article or process itself. 

Indirect e.xjrense as used here refers only to those expenses incurred 
in the manufacturing end of the business which are properly a part 
of the cost of production; e.g., supervision, repairs, light, power, 
depreciation, etc. 

Items composing the indhect charges. —The following list shows 
some of the more constant items which compose the indirect charges. 
The classification will vary in almost every factory, but the items 
listed almost invariably appear. 


Indirect material 
Oil 

Supplies 

Freight and express inward, when 
charges to direct material cost 
Indirect labor 
Supervision 
Inspection 
Experimental work 
Rent 
Taxes 


Insurance 

Interest 

Depreciation 

Maintenance 

Rcp.'iiis 

Power or power plant 

Light 

Heat 

Small tools 

Wastes of m.alcrial, shrink.age of 
weight, defective work 


Production costs and selling costs. —A clear distinction must be 
made between production costs and selling costs. The latter include 
the selling expenses, such as advertising, commissions, salaries, etc., 
which are necessary elements in determining the price for which an 
article may sell, but have no direct bearing on the cost of producing 
the article itself. The cost of production ends when the finished stock 
is ready for sale. 

The expenses that arise from advertising, commissions, salaries 
of officers, etc., are known as commercial or selling and administra¬ 
tive expenses. 
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The segregation of administrative expenses, as a distinct class, is 
sometimes a matter of convenience. In the majority of cases the time 
of the administrative force is spent in sui)crvising the selling organiza¬ 
tion, in soKing problems of production, and in looking after the 
finances of the business. Thereloie, administrative exj)ense is partly 
a production cost, and i)arlly a selling cost. 'I'lie purposes of cost- 
finding are best served by separating expenses of such a naiuic from 
those expenses which arise from production proper and its direct 
su])ervision. 

Relation of cost elements to selling price .—The sum of the direct 
material and labor cost is known as the “prime cost.” This, com¬ 
bined with the indiiect costs, gives the linal “factory cost.” d'he 
total of the selling and arhninistraiive expenses, plus the factory cost, 
shows the cost of making and maikcling the article; and this total— 
plus the profit—gives the actual selling pi ice. 


Profit 

35 


Indirect 

Costs 

50 


Silling .ind 
Adtninistra- 
live Expense 

35 


Total Cost 
To Sell 
ISO 


Selling 

Price 

175 


Direct 

I.uhor 

SO 


Prime 

Cost 

75 


Einal 

I'.utory 

Cost 

135 


j Direct 
i Material 

25 


This relation of the dilTcrent elements may he illustrated by the 
diagram shown above, which, in the light of uhat has been said, is 
self-explanatory. 

16 
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172. COSTS IN MACHINE INDUSTRY' 

The principle of apportioning the indirect costs according to 
ability to pay is not peculiar to the transportation business. It can lie 
traced through numerous other industries. A very good analogy is 
that of the packing business. The original purpose of slaughtering- 
houses was to su])ply meat. The margin between the price of cattle 
and the price of meal had to be sufficiently large to pay for the cost 
of killing and packing. These costs included two items, the cost of 
handling each particular animal plus a portion of the “overhead.” 
In the development of the industry it was found that refuse matter 
could be manufactured into fertilizer, which in the market would 
bring a price somewhat higher than the added cost resulting from 
its production. Even though each unit of fertilizer did not pay as 
much toward overhead charges as each unit of meat did, no injustice 
was done to the purchasers of meat. On the contrary, they might 
profit by the production of the fertilizer, because the total overhead 
expense to be distributed upon the several units of meat was reduced 
by the amount contributed by the fertilizer deirartmcnt, therein 
enabling the packer to reduce the price of meat. Likewise, other 
by-products ca'iiie to be manufactured an<l each of them bore a part 
of the indirect costs, thereby decreasing the amount lh.it the original 
product had to bear, and thereby aiding in its ])roduction. 

What has been said about the [lacking business hohls also in the 
case of the petroleum industry and many others. Whenever a by¬ 
product can be maiiufai lured, it is an aid to the industry engaged in its 
[iioduction if it contributes even a little to the meeting of the indirect 
costs. 

W. M. Acworth biings out an analogy between rail transtiortation 
and the production of electricity so convincing that it is well worth 
quoting in full. “The business of electric supply is usually a monop¬ 
oly, and in this country [i.e., England] it is more often than not in 
public hands, yet electric undertakings usually make charges more 
widely dillerential than an ordinary railway. A tjpical charge is 
Sd. per unit for electricity used for lighting puqioses, id. per unit 
for electricity used for power purposes. From the commercial 
standpoint the $d. for lighting is fi.xcd as the ma.ximum which com¬ 
petition and other illuminants will permit; and id. is a charge made 
to induce users of steam power, gas-engines, and the like to adopt 

' Taken by permission from J. F. Strombeck, Freight Classification, pp. 31-24. 
(Houghton MiiBin Co., igrr.) 
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electricity as a substitute. As a matter of equity the case b this: 
The electric undertaking was established primarily to supply light. 
It involves large capital cost for short-lived machinery and mains. 
Plant and stall must be capable of dealing with ma,\imum demand, 
and this demand—‘the peak of the load,’ as it is commonly called — 
only comes for about two hours of the day, and that during the 
winter months of the year. For about twenty houis (d the Iwcnty- 
four, the bulk of the plant is idle; but interest, <lepre<'iation, and 
standing charges are running on all the time. Such service cannot 
but be e.xpcnsive to give. I'licrc is, however, a way to make it less 
e.xponsivc. If consumers can be induceil by the low price of id. per 
unit to take electricity for power, they will use it in the daytime, to 
some extent even in the dead of night, when the imuhinery would 
otherwise be idle. The id. - ex Itypolliesi the highest rate the tralTic 
will bear - will more than cover the e.xtra cost of fuel, and will help to 
dilute the general e\])ensos of the undertaking So far fiom the hnv 
dillerential rate being an injury to, or made at the expense of, the con¬ 
sumers of light, the contrary is the case. The standing (harges the 
great bulk of the whole instead of being charged on, say, 1,000,000 
units, arc now spread over 6,000,000, and the (osl of sup|)ly per unit 
Is pro[)ortionally decreased. The increase of the low-i barged power 
customers is the only means by which the lighting i usiomeis can hope 
to see the charges made to them reduced.” 

.And still another analogy might be oflered. A manufacturer is 
selling his output in the domestic market at a fixed price, which nets 
him a fair return on his investment. The demands of the home market 
are not suflKient to enable him to run his factory at more than three- 
fourths its capacity. He finds that provided he reduces the price 
somewhat he can secure a foreign order which will enable him to operate 
Ins plant at its full capacity. This reduced price covers all the direct 
expenses connected with tilling the order, and leaves a small margin 
to be a[)plied to the indirect costs of the business. It is good policy 
for him to accept that order. 'I'kis is e.xactly the same [iriiuiplc on 
which carriers give low rates to cheap commodities to encourage 
their movement. A low-value commodity which cannot bear the 
regular rate is to the carrier in the same relation as the foreign order 
is to the manufacturer. And further, no one can say that the domestic 
purchaser pays a higher price on his goods so that the foreign order 
may be filled at a reduced price. The domestic purchaser docs 
not only not bear part of the burden of the foreigner, but on the 
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contrary he may be benefited by that sale in that the additional 
earnings will enable a reduction in the domestic price. 

I7J. THE IMPORTANCE OF ADDED BUSINESS IN MACHINE 
INDUSTRY' 

[Note. —In the railroad industry indirect costs are a very large 
part of the total costs. One writer estimates that the following 
statement of the case is fairly typical. The “fixed charges” are of 
course all indirect costs. The dilTercnt parts of “operating expenses” 
are made up of direct and indirect costs in varying proportions, as 
shown in the table. The figures of Column III, showing the percentage 
of total e.xpenses chargeable to each specified class of e.xpcnditures, 
arc divided in such a way as to indicate how much in eaih instance 
must be paid out regardless of the volume of traffic (Culuimi I) and 
how much bears a relation to the volume of trafilc (Column II). 
Dividend payments are not considered in this table. 


! 

Y 

1 

1 

I 

II 

HI 

Indcpuri'icnt of 
\’iiluiiie of 
Trallic 

Dep^ntient on 
: tolunicuf 

! 'Ir.tllk 

Total 

Fixed charges. 


0 

25 

Oeneral operating expenses. 

3 

' 0 

3 

Maintenance of wav and structures 

10 

6 

16 

Maintenance of equipment. 

7 

7 

14 

Cainducting transportation. 

H 

' 28 

42 

Total operating expenses. 

34 

1 

41 

75 

Total. 

59 

41 

100 


The selection taken from Wellington does not make use of precisely 
the foregoing figures, but it is founded on the same general considera¬ 
tions and shows why it is, in such businesses, that seemingly trifling 
changes in prices or in volume of business make very great changes in 
the rate of profit.] 

We will assume the case of a fairly prosperous line of the second 
grade whose income and outgo we shall find distributed in something 
like the following manner: 

•Taken by permission from A. M. Wellington, The Economic Theory of 
Railway Location, \>p. m-12. (John Wiley & Sons, Inc, i8oi.) 
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Gross revenue. 

Operating expenses, unafTected by oil her alignment or 
volume of tr.ifTic (50 percent of operating expenses) 
Operating expenses, increasing (lireelly with consider- 
al)lc changes in alignment or volume of irallic, but 
not with trilling clianges (40 per cent) 

OiH.Taling expenses, increasing direcily with the less 
important changes in alignment or tralhc (10 [)er 
cent) . . 

'J'otal of nominal operating expenses . 

Add to the latter the rental or interest charge (6 per 
cent on $30,000 per mile, asbumed cash (osl of 
road and plant). 

Total cadi cost of producing the transporta¬ 
tion sold . . . 

Surplus available for dividends, being the business 
profit resulting from operation . 
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Per Cent 

100 0 

Per Milr 
$7,000 

33 i 

2.533 

26 7 

1,867 

6.7 

467 

66 7 

$4,667 

25 7 

1,800 

92 4 

$6,467 

7 6 

$ 5.^8 


Let us now see the elTecl of increasing or decreasing the gross 
revenue 10 per cent, as it is fre(|ucntly {lossible to do (one niiglu 
])erhaps more fairly say by [irobable dilTerences of alignment alone). 
\Vc have, if it has been increased: 

Per Cent Ptr Mile 


(iToss revenue. no o $7,700 

Operating expenses unaffected by either alignment or 

volume of trafiic remain at . 33 3 2,333 

Ojierating expenses increasing directly with considerable 
changes in trafTic, but not with trilling changes, 
remain at. . . 26 7 1,867 

Operating expenses increasing directly with less important 
changes in alignment or tralhc increase 10 per cent 
and become . 74 514 

Total of normal operating expenses .. 67 4 $4,714 

Add to these the fixed rental or interest charge which 

remains at. 25 7 1,800 

Total cash cost of producing the transport.iiion sold 

becomes. ^ . 93 i $6,514 

Surplus available for dividends becomes . 169 $1,186 
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The surplus available for dividends is more than doubled. On 
the other hand, if there has been lo per tent loss of tralln: the 
ex])enses are a litllc over the receipts, and the road is on the way to 
a receivership. 

174. SI.Ml’LK VERSUS COMI’LEX INDUSTRY 

It has bcome the fashion to refer to industry jirior to the industiial 
revolution, particularly that of the fourteenth and lifteentli centuries, 
as simple indusirv, whereas the industry of today is termed eoniplev. 
Let us see irrecisely what is involved in this antithesis 

The outstanding features of industry of the fourteenth and 
lifteentli centuries were these: ft was sniall-siale indusirv, both 
worker and master, even those of limited intelligence, could survey 
and understand the ])roc'esses involved. Markets were of small 
scale, with resper t both to space area and to time area, anil simple 
commercial Organi/ation would siiHice. It was tool industry, so th.il 
the technii|ue involved was simple and undeistanilable. The soii.il 
structure was relatively simple. Industiial control was jirimaiilv 
local, and society lacked its modern interdependence A man of 
but ordinary intelligence and training could a]r]ireciate with some 
accuracy his relationship to the rest of organi/ed society It wa' 
industry whore the total costs were almost entirely diiect cosis, 
so that the master could know, and would know without the nece--il\ 
of a compie.x accounting sv'stem, his costs of opeiation. It wa^ 
industry where the initial capital outlay involved was c.vceedinglv 
small. 

Very dilTcient things arc true of our modern coni[)lc\ indu^liv 
It is l.iige-scale industry, so that practically no one in a great organiza¬ 
tion tan know the details of all the processes involved. 'The market 
area, both time and s|)ace, is tremendous and the commertial organi¬ 
zation of soticty correspondingly intricate, complex, and dilTicull to 
undeistaiul. It is inaihine industry as opposed to tool industry wit It 
all that this involves in intricacy of processe.s, in dilficiilty of the 
determination of costs, and in the complexities of social control 
It is a complex inteiilependent society, so that even the most intelli¬ 
gent master has (Jilliculty in fully appreciating his relationship to the 
rest of society. It is an industry where a large part of the total cost 
is made up of sn])plementary cost, so that pressure is brought upon 
the manager to retain his present volume of business and to develop 
new business under conditions where competition is no longer satis- 
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factory as the law of trade; and finally, it is industry where lar^e 
initial capital outlay is required. 

Some of the cousciiuences of the transition from simple to com- 
ple.ii industry may be put as follows: 

1. Capital is not as mobile as in the mediaeval peiiod. The 
railroad iiidu-lry furnishes an e.xliemc illustration of this fait, 
fills industry is pre-eminently an industry of mmh lived, spei iaii/.ed 
c.ipital. Tracks, locomotives, cais, etc., require tremendous oiitkn', 
and when these instiumonts hare bc-en c.illed into bein" Ihey lan be 
Used only for the on, pur|)o^e. boi i.il i.ijiilal has been coininitled 
0) the enteipiise in a way th.it is iiieroiable In both the raihiay 
,ind in olhei businesses not meiel\ lived i a,nl.il bnl i lie i \pens|\ c .and 
mil ii ale oiyani/.alion, both indusii i.d and t oninu 11 i.il, make i lianyes 
difficult unless one is willing to incur lieary lost^ Under the regime 
of simple industry, [iroccsses were simple and little ca[)ilal was 
required for any new business venture. If the venture proved 
unsuccessful, the enterpriser could shift fairly readily to some ollni 
line of activity. Ilis loss of capital m the old enterprise would not 
be great nor would his capital re(|uirenieiits in the ntw enterprise be 
unduly large. It is self-evident that a very dilTerent situation obtains 
111 eoiii|)ie.v industry. 

2. Ill comple.x industry a large [lart of the costs of o|)cralioii is 
ailhout any' veiy definite rilalioii to the volume of the business 
tiaiisacted. 'fhe preieding seleitioii showed the iniporlaiiie of 
added business under sudi cirrunistances. 'flieie aie ciriumstames 
where the figures used in this selection would be an understatement 
of the case. This being true, it is not difficult to understand why the 
railroad manager who will develoj) new business is eagerly sought 
after; nor is it dilficult to see the justification of building branch lines 
which are not in themselves profitable, but whidi bring in a little 
more tralTic for a long haul on the parent line, from the manager’s 
point of view, it is clear that he should give low' rates on cheaii and 
bulky commodities in order to induce them to move and thus increase 
the volume of his business. Thus the signilicance of the priiicijile 
of “charging what the traffic will bear” is ap[)areiit, as is also the 
interest of the public in reduced rates as business devcliqis. Failure 
to reduce rates under such circumstances might mean excessive 
profits for a public utility. 

3. This is perhaps only another way of saying that under com¬ 
plex industry tlie relation between total cost of production and the 
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price of the product may be neither clear nor definite. Total cost in 
machine industry may be divided into two parts: (a) those costs 
specifically incurred for a given unit of business and which are vari¬ 
ously known as [irime costs, direct costs, or variable costs; (b) those 
costs which are largely independent of the volume of the business and 
which have been called supplementary costs, indirect costs, over¬ 
head costs, or constant costs. The preceding paragraph showed that 
it pays to get business at a price which is below total cost, provided 
that price is above prime cost. In addition to this situation, there 
are ()lenty of cases where it will be wise for the manager of a comple.c 
industry to continue his business even though the price received for 
his product does not suffice to cover even the prime cost. For 
e.xamplc, it has been asserted that a certain railroad has throughout 
its history hauled coal at less than prime cost because the railroad 
believed that this was the policy it must follow in order to develop 
manufacturing industries along its lines, and thus secure the traffic 
and profits involved in the hauling of manufactured goods. Another 
e.xamplc may be found in the case of a manufacturer who believes 
that by a short War he may drive one or more of his competitors out 
of the field, and who accordingly cuts his price below even prime cost. 
Of course this cannot be e.xpectcd to continue as a permanent policy. 
Another and a somewhat more subtle case is to be found when the 
price is to be cut below prime cost in order to develop added business 
of the same type. The logic of this situation lies in the fact that the 
increased volume of business may result in a different proportioning 
of the piiinc and supplementary costs through the introduction of 
special facilities for handling this new business. The consequence 
is that the price which was formerly below prime cost is now higher 
than prime cost because the prime cost (per unit) has fallen. 

4. It is difficult for the manager to have complete knowledge of 
the factors involved. On the organization (both commercial and 
industrial) sides of his work, this is readily seen. The pressure for 
added business generally brings about a steady increase in the scale 
of operations so that personal supervision and control are no longer 
sufficient. Impersonal devices must be called to the rescue. 

Of these impersonal devices, accounting, and especially cost¬ 
accounting, stands out prominently. Cost-accounting in simple 
industry would not be a difficult matter. It would involve no 
intricate computations. In complex industry, however, the cost- 
accountant must grapple with both direct and indirect costs. He 
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must find methods of distributing the indirect costs over the units 
produced. If this is well done, it will be of great value, not merely 
with respect to finding what costs have becn^ but also with respect Id 
determining what costs ou\!,hl to he 

Mr. F. M. Simons has outlined the functions of cost-accounting 
carried on within a plant as follows: 

1. The records provide for following ilie nniteiial fioni the raw state until 
it is finished product and slnAving the actual costs of every act, direct or 
indirect, in the jiroductive process 

2. A system of rc()oris sets forth ihi^ information in such a way as to !><“ 
available for one or more of the following uses' 

<j) The records account for all expenditures. 

h) The records enable technical men to make eomjiarisons wlmh ma> 
lead to scientific or leclmical progress, 
c) 'i’hc records furnish data which guide the comp.uiy m ihjIilics and 
methods with respect to 

(1) Estimating and bidding in other work. 

(2) I’ricc liMiig 

(3) Sclcc-ling bf'it line to make. 

{4) Making iij) iu,w' hues • 

(5) Deciding whether to make or buy. 

(/) d'hc records make jiossible the development of more complete exec 11- 
tive control by 

(1) C'omparison of actual cor^ts with ideal standards. 

(2) Discovery and explanation of wastes. 

(3) Checking u]) j)crform.Lm e of standards in use. 

(’) The records m.ike [lossible the comjiatison of dilTerenl pciiods c»f 
prnduc tioii to show the sigiiifu ance of 

(1) Jnic-inal changes which have been imidc 

(2) External changes beyond the conliol of the company but be.uing 
on the future of the industry 

5. Competition is not a satisfactory “law of trade” in coinjilex 
industry, and the incentives to combination are exceedingly sliong 
d'he railroad industry again gives an excellent illustration: 

If once a rate war breaks out there seems to be no stop[)ing-pl.u e. 
The field cannot be abandoned, for the instrument can produce 
nothing but transportation, and a large part of the charges fo g , 
interest on bonds) would accumulate even if not a train moved, if 
traffic falls old, costs will not fall i)roi>orlionatcly. It follows, tlicn, 
that a manager may go on for loug jK-riods “jiroducing transportation” 
and collecting a rale which does not cover his total cost per unit, 
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provided the rate covers added cost per unit or more. As has been 
seen, he may produce at less than added cost per unit. In addition, 
since the costs are largely joint costs, it may be impossible to know 
definitely until after it is all over just where the line bctucen “payin;;” 
and “losing” business is (a situation particularly true in the earlier 
(lays of our railroads). It is not surprising that we have “Cut-throat 
Competition” under such circumstances. 

Competition does not necessarily mean the “sure ival of tlie fittest” 
in this industry. A bankrupt road, which has been repudiating 
some of its fnxed charges and which is willing to skimp its maintenance 
for years; or a round-.about road, subsisting largely on local traffic 
and hauling the added through traffic at a ridiculously low rate, may 
be more than a match for the soKcnt, direct route—as witness the 
differentials, main' of which are allowed “weaker” roads to induce 
them to sto[) lighting the “stronger” ones. The am ient assumption 
that competition was a piopei “law of trade,” whatever that ma\ 
mean, was based upon the assum|)tion of a “normal” in which com¬ 
petitive forces had worked themselves into a stale of equilibrium. 
Up to the present time madiine industry has developed so rapidly 
that a “normal''’ has never been attained. The railway of today 
differs from that of 1S30 as much as the caily railway differed from 
the turnpike. On both the mechanical and the business sides, 
industry has undergone through constant development what has 
amounted to almost a revolution evciy few decades. As a consc- 
(luence, the competitive equilibrium has been and seems likely to b'* 
of little significance in complex industry. 

6. Problems connected with the social control of industrial affairs 
are very comple.x and ballling in machine iniltisiry. It is not merely 
that we “do not know.” \Vc do not know that we do not know. Our 
measures of control are largely httsed upon the hxpothescs of simple 
industry. Through social inheritance the popular mind has been 
firmly established in the dogma of the infallibility of competition 
under any and all circumstances, so that our formal social control 
is organized on the assumption that price should correspond with 
cost and that this will come about when the “normal” has been 
worked out. 

The situation is far from hopeless, however. VVe are doing much 
to intprove our knowledge of the essential facts of the case, and here 
both technical schools and cost-accounting are rendering and will 
continue to render good service. Then, too, we are gradually coming 
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to a proper realization of the sliortroniings of “free” competition as 
the law of trade in complex industry, and are coming to rely more and 
more upon formal social control in the guise of state at lion lacing 
down the rules of the game under which our industrial operations 
must be performed. And we are making iturcasing use of informal 
-oi ial control. \Vc are striving to develop codes of ethics and to 
i.img home to the individual a sense of personal respoiisilnlily. 

175 COMI’LKX INDU.Sl'KV IS DIFFlCUl.T TO KF;t;UI..VI't.' 

Whatever might be the oiiUome of government regul.ilion in 
this respect, there can be no doubt of the immense dilTii ull v of just 
and elTiiient regulation of tlie prices or the profits of industrial 
combinations. 

Consider for a moment the nature of the task uliich aoiild con¬ 
front such an administrative body. In the first |)l.ue, it would have 
to ])Ossess at all times detailed iiiformat.oii reg,tiding all tlu' concerns 
uniler its jurisdiction. It couid not rest content with in,iking special 
investigations from lime to time on its own initialn e oi on i ompkiiiil 
Railroad rates and the charges of public-service, corporations trie 
ordinarily comparatively stable, and pioiierly so, but the prices of 
many other commodities, if not of most, are necessarily variable 
The costs of materials may change greatly and rapidly. The condi¬ 
tions of demand are changeable. Grtive injury might be done to 
the public during the time ie(|uired tor securing information on which 
to base action if such information were not contimioiisly in the posses¬ 
sion of the regulating authority. liven annual reports would not 
usuallv be ade(|uate; c|uarterly or monthly data would be re- 
cjuired. 

In the second [iFire, the amount of detail involved would be 
enormous. |iro|)er feeing of [iiices would rec|uire complete knowl¬ 
edge of the costs of jiroduclion and of the amount of investment. 
In order to make sure of obtaining accurate information, the govern¬ 
ment would have to prescribe the methods of accounting. It would 
be impossible to prescribe uniform methods, as is done by the Inter¬ 
state Commerce Commission in the case of the railroads. The 
bewildering variety of conditions in the different industries wotild 
have to be provided for. On the basis of accounting iiu lliods thus 
prescribed, detailed reports w'ould have to be made to the government 

•Taken by permission from E’ 1 ) Dur.incl, The Trial Problem, pp 51-55 
(Harvarci University Press, 1(715 ) 
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provided the rate covers added cost per unit or more. As has been 
seen, he may produce at less than added cost per unit. In addition, 
since the costs are largely joint costs, it may be impossible to know 
definitely until after it is all over just where the line bctucen “payin;;” 
and “losing” business is (a situation particularly true in the earlier 
(lays of our railroads). It is not surprising that we have “Cut-throat 
Competition” under such circumstances. 

Competition does not necessarily mean the “sure ival of tlie fittest” 
in this industry. A bankrupt road, which has been repudiating 
some of its fnxed charges and which is willing to skimp its maintenance 
for years; or a round-.about road, subsisting largely on local traffic 
and hauling the added through traffic at a ridiculously low rate, may 
be more than a match for the soKcnt, direct route—as witness the 
differentials, main' of which are allowed “weaker” roads to induce 
them to sto[) lighting the “stronger” ones. The am ient assumption 
that competition was a piopei “law of trade,” whatever that ma\ 
mean, was based upon the assum|)tion of a “normal” in which com¬ 
petitive forces had worked themselves into a stale of equilibrium. 
Up to the present time madiine industry has developed so rapidly 
that a “normal''’ has never been attained. The railway of today 
differs from that of 1S30 as much as the caily railway differed from 
the turnpike. On both the mechanical and the business sides, 
industry has undergone through constant development what has 
amounted to almost a revolution evciy few decades. As a consc- 
(luence, the competitive equilibrium has been and seems likely to b'* 
of little significance in complex industry. 

6. Problems connected with the social control of industrial affairs 
are very comple.x and ballling in machine iniltisiry. It is not merely 
that we “do not know.” \Vc do not know that we do not know. Our 
measures of control are largely httsed upon the hxpothescs of simple 
industry. Through social inheritance the popular mind has been 
firmly established in the dogma of the infallibility of competition 
under any and all circumstances, so that our formal social control 
is organized on the assumption that price should correspond with 
cost and that this will come about when the “normal” has been 
worked out. 

The situation is far from hopeless, however. VVe are doing much 
to intprove our knowledge of the essential facts of the case, and here 
both technical schools and cost-accounting are rendering and will 
continue to render good service. Then, too, we are gradually coming 
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order to meet foreign competition. The government would have 
then to determine to what limit prices or profits could sub¬ 
sequently be advanced in order to olTsct these reductions. In other 
words, the government would be dealing vilh a constantly changing 
problem of demand, just as the manager of any private business 
does. 

Particularly difficult would be the fi.xing of proper prices for 
products produced at joint cost. Take petroleum, for c.vample. A 
wide variety of commodities are derived from the one raw material, 
crude oil. Some of these are in so little demand that they must be sold 
for less than the price of crude oil itself. Others are in great demand 
and can be sold for high prices. It is impossible to use cost as a 
basis for determining prices of the specific products. The relative 
demand for the several products varies from day to day. For a 
regulating body to determine the proper relationship of the prices of 
these joint products is virtually impossible. This and several otlier 
important industries would have to be regulated, if at all, by limiting 
profits rather than price.s. 

It is sometimes suggested that tlic same problem of joint costs 
confronts the Interstate Commerce Commission with respect to the 
relative freight rates on different commodities. It should be noted, 
however, that after making due allowance for actual and measurable 
differences in the cost of transporting different commodities, the 
Commission could, without actually destroying railroad business, fi.x 
preci.sely the same rate per unit for every class of commodities. Such 
a policy is by no means unthinkable and might be better than the 
often e.xtraordinary differences which now e.xist. For petroleum 
•products, on the other hand—and the same is true of a great man.v 
other products produced under joint cost—flat prices would be 
absolutely impossible. Furthermore, it cannot be said tliat the 
Interstate Commerce Commission has satisfactorily solved the prob¬ 
lem of fi.xing relative rates on different commodities. It has in 
fact left that problem almost untouched, and if it ever does enter 
seriously upon it the Commission may find difficulties practicall\' 
insuperable. 

One could continue almost indefinitely setting forth the com¬ 
plexities and difficulties of government regulation of the prices and 
profits of combinations. Most people feel that for the government 
actually to fix definite prices for a multitude of industries, or even to 
limit their profits specifically, would be impracticable. 
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176. CAN W'E CONTROL THE GENIE?' 

All this briiit's us clearly face to face with a very serious problem— 
whether we possil)ly can control the great political forces which 
economic forces have created. For the whole [lolitical and moral 
evolution was inherent in the machines that replaced the hand labor 
of former times. You would not have had the trusts in a regime of 
hand lal)or; you would not have had the enormous mills that unite<l 
to form the trusts. It is the machine that has made the size of a mill 
so important and has made it impossible for any but the big one to 
survive. The fact that only a few did survive first caused those few 
to compete so vigourously with each other that they made almosi 
no profits, then enabled them to save their profits by consolidating, 
and finally incited them to seek, besides legitimate profits to whiih 
they hail a perfect right, an income not founded in justice and one to 
which a harsh term may correctly be applied. It is fair to say that 
this whole enormous transformation, which runs through the plan of 
modern industry and through the relations of employers and employed, 
which enters into and perverts our political life, and even lowers the 
moral tone of society, was inherent in the original steam engine 
which Watt manufactured in England more than a century and a 
quarterage. It was all brewing in that teakettle which as a boy he 
sat and watched, noting the force of the steam as it raised the lid and 
let it fall. He saw that the force might be put to great account in 
driving such primitive machinery as he knew of; but he was far from 
foreseeing the transforming effects of the innumerable machines which 
his engines were destined to make available. No one for a hundred 
years thereafter realized their full economic and political conse¬ 
quences. 

From that economic apiilication of physical force influences have 
followed which have pul an end to small industry and to the old 
type of democracy. Can we save our democracy under a new form ? 
Can we control the genie that has come out of the bo.x we have 
opened ? That depends on the question whether, as a people, we 
can regulate and guide the gigantic forces that have come into 
activity. 

* Adapted by jiermission from J. B. Clark, The Problem of pp. 21-23. 

(Columbia University Press, rgo4.) 
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177 - the brute* 

Through his might men work their wills. 

They have bowclcd out the hills 

For food to keep him toiling la the cages they have wrought; 

And they fling him, hour by hour, 

Limbs of men to give him power, 

Brains of men to give him cunning, and for daintus to devour 
Children’s souls, the little worth, hearts of women, cheaply bought 
He lakes them and he breaks them, but he gives them sianty thought 

I'or about the noisy land, 

Roaring, quivering ’neath his haml, 

Ills thoughts l)rood lierce and sullen or laugh m lust of pri<le 
O’er the stubborn things that he 
Breaks to dust and brings to be. 

Some he mightdy establishes, some flings down utterly. 

I’herc is thunder in his stiide, nothing aiuicnt can abide, 

When he h.iles the hills together and bridles up the tide. 

Quietude and loveliness, 

Holy sights that heal and bless, * 

They arc scattered and alH)iishe(l where his iron hoof is set; 

When he splashes through the brae 
.Silver streams aie choked with clay, 

When lie snorts the bright clilTs crumble and the woods go down like 
hay; 

lie lairs in pleasant cities, and the h.iggard peojile fret 
Siiu.did ’mid their iiew-got riches, suotdjegrimcd and desolate. 

They who caiiglit and bound him tight 
Laughed e\utt.int .it his might, 

Saying, “Now' behold, the good lime comes for the weariest an<i tlie 
least! 

We w'lll use this lusty knave. 

No more need for men to slave: 

We may ri.se and look about us and have knowledge ere the grave ” 
But the Brute sai<l in his breast, “Till the mills I grind have ceascfi. 
The riches shall be dust of dust, dry ashes be the feast! 

“On the strong and cunning few 
Cynic favors I will strew; 

' Taken by permission from W V jVfo^dy, Poems and Plays, Vol. I, pp. 55--O0 
'Houghton Mifflin Co., IQ12 ) 
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I will stuff their maw with overplus until their spirit dies; 

From the patient and the low 
I will take the joys they know; 

They shall hunger after vanities and still anhungered go. 

Madness shall be on the people, ghastly jealousies arise; 

Brother’s blood shall cry on brother up the dead and empty skies. 

“I will burn and dig and hack 
Till the heavens suffer lack; 

God shall foci a pleasure fail Him, crying to his cherubim, 

‘Who hath Hung yon mud-ball there 
Where my wor)<l went green and fair?’ 

I shall laugh and hug me, hearing how his sentinels deedarc, 

‘’Tis the Brute they chained to lal)or! lie has made the bright earth 
dim. 

Store of wares and pelf a plenty, but they got no g(wd of him.’” 

So he [dotted in his rage: 

So he deals it, ago by age. 

But even as he roared his curse a still small Voice befell; 

Lo, a still amj [de.isant voice ba<lc them none the less rejoice, 

For the Brute must bring the good time on; he has no other ihoice 
He may struggle, s\scat and yell, but he knows exceeding well 
He must work them out salvation ere they send him back to hell 

All the desert that he made 
He must treble bless with shade, 

In primal wastes set precious seed of lapture and of pain; 

All the strongholds that he built 
For the powers of greed and guilt— 

He must strew their bastions down the sea and choke their towers with 
silt; 

He must make the temples clean for the gods to come again, 

And lift the lordly cities under skies without a strain. 

In a very cunning tether 
He must lead the tyrant weather; 

He must loose the curse of Adam from the worn neck of the race; 

He must cast out hale and fear. 

Dry away each fruitless tear, 

And make the fruitful tears to gush from the deep heart and clear. 

He must give each man his portion, each his pride and worthy place, 
He must batter down the arrogant and lift the weary face, 

On each vile mouth set purity, on each low forehead grace. 
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Then, perhaps, at the last day, 

They will whistle him away, 

Lay a hand upon his muzzle in the face of God, and say, 

‘Honor, Lord, the Thing we tamed! 

Let him not be scourged or blamed, 

Even through his wrath and fierceness was thy fierce wroth world 
reclaimed! 

Honor Thou thy servants’ servant; let thy justice now be shown.” 
Then the Lord will heed their saying, and the Brute come to his own, 
’Twixt the Lion and the Eagle, by the armpost of the Throne. 



CHAPTER VIII 


SPECULATIVE INDUSTRY: RISKS AND 
RISK BEARING 

A. Problems at Issue 

As compared with the customary regime of mediaeval England, 
ours is a speculative society. The term “speculative” is not here 
used in any critical sense. It means .simply that in our exchange- 
co-operative society we look to the individu;il to make experiments— 
to try new ventures, and to esiimale needs in old ventures. Sudi a 
function must be performed by some agency in any specialized society 
if progress is to occur. If the function is wisely performed, so much 
the better for society. It will move forward smoothly and rapidly, 
its people will have the basis for reasonable gratification of wants 
If the function is poorly ])erformcd, so much the worse for society. 
Its progress will be halting and uncertain, its people not adequately 
cared for. 

Flowing in part from the siieculative character of our industry 
come uncertainty and insecurity. They are not due to speculative 
industry alone. They flow also from machine industry, from speciali¬ 
zation, from interdependence—and indeed from all the outstanding 
features of our industrial .society. 

There would be risks in industry under any organization of society. 
Some would be peculiar to the given organization, others would not. 
Naturally, any given organization would try to develop means of 
reducing risks no matter to what cause they should be attributed. 
In this section wc shall study the forms of risks which modern capital 
and management have to meet; see the consequences of these risks 
and survey the structures which are emerging to meet the situation. 

QUESTIONS 

1. Differentiate these terms: “speculation,” “organized spccul.ition," 
“commercial speculation,” “organized commerci.al speculation," 
“industri.al .speculation,” “speculative society.” 

2, “Industrial speculation anticipates the wants of society. If the 
speculator has jiidgeii wisely, society is better provided with goods 
than it would have been had its entrepreneurs been averse to taking 
chances If the s|)ocul.itor has niisc.ilculated, he incurs a pecuniary 
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loss and society suffers from wasted resources.” Is this true? Write 
out a similar statement concerning commercial speculation. 

< “'riie grower, the manufacturer, and the merchant must speculate.” 
Why? 

; ‘Commercial speculation is sometimes analogous to insurance and 
bometimes to gambling.” Wiiat does this mean? 

^ “Commercial speculation may concern itself cither with the space area 
of the market or with the time area.” Explain. 

0 “The work of the trader in acquiring goods when they are cheap and 
parting with them when they are dear results in an increase of their 
utility to the jiublic.” Do you agree ? 

How can one dislinguish between legitimate and illegitimate .specula¬ 
tion ? 

^ “ By leaving it to the option of the individual projicrty-holder to uikUt 
take experiments or not as he pleases, society secures most of the gain 
and avoids most of the loss ” Is this true? 

() Does more speculative industry me.in more costly industry ? If so, who 
foots the bill ? 

10 What (lisiinclion tan you diaw between “speculative industry” and 
“orgain/.ed speculation.” If all organi/id speculation were to cease 
wlial piuiMulioii of spec 111.it ive iiiduslry w'ould have disappeared ? 

11. Describe some of llie cliief risks in industry. Crouf) thc.se into classes 

ij Are risks greater in a ch.inging condition of industry? Why or why 
not? .'\rc risk-, gre.iloi in a wide market? 

. \ Is the luocess of i)roduclion in modern industry spread over a longer 
period of tinu* and is it more roundabout than formerly? How does 
tliis alTecl risks ? 

1 \ Assuming that industrial methods aic constantly changing, should you 
agree to the suggestion th.il those persons who are pioneers in intro¬ 
ducing the new methods m.d%e prolits because of the change, and that 
those who chug to obsolete nu thods are commonly losers? jCx[)laiti 
your answer 

i; Work through the “clasMl'Kalion of piicc influences.” What ones of 
these intluenccs are under the eonlrol of the individual business man? 

lO What is ch.incc ? What is its bearing upon the speculative cliaraiter 
of modern industrial society? .-\s far as this one factor is concerned, 
is society becoming more or less s[)cculativc ? 

i; What factors contribute to making “the mechanism of industry” 
delicate? When once we are aw’are it is delicate does that delicacy 
make industry more sjieculative ? 

iS Now that we know there are “fashionable seasons” does the presence 
of such seasons make indusiiy more speculative? 

IQ What is meant by the industrial cycle? Does it make industry more 
or less si)eculative ? 



472 


INDUSTRIAL SOCIETY 


20. ‘*Thc pecuniary organization of society increases the industrial insta¬ 
bility.” Is this true ? Assume it to be true. Show that as a matter 
of logic this docs not need to be interpreted as a final judgment to the 
effect that the pecuniary organization should be abandoned. 

21. “The railroad and the bank are responsible for the modern industrial 
crisis.” Is this a literal or a figurative statement ? Is it a true state¬ 
ment, in either case ? 

22. Should you expect crises to be more acute in a frontier community or 
in a well-settled community? In a new or in an old country, granted 
approximately equal industrial development ? 

23. What are the essential characteristics of industry in flush times? 
During a crisis ? During a depression ? 

24. It has been said that our society is sensitive to demand, and sensitive 
to shock. Why, in each case? What bearing docs this have on the 
question of insecurity of capital ? Would a soualistic society be sensi¬ 
tive to demand and to shock ? 

25. “The economic cycle involves the whole industrial system. No simple 
device will arrest the violence of its rhythm. It can be reached only 
by a complex of many comi)Icmentary measures. We must learn to 
control the introduction of new technique, the demand for goods must 
be steadied, we must develop an art of prc<licting business conditions, 
a means must be found for co-ordinating recently accumulated capital 
and opportunities for investment; a higher sense of responsibility in 
making loans must be felt by bankers; a feeling of responsibility must 
be engendered in the promoter and means must be devised for checking 
the speculative mania.’’ (a) Explain the why of each of these state¬ 
ments. {b) What things, if any, arc we doing alo'ig these lines? 

26. Illustrate risk being reduced (i) by increasing our knowledge of the 
future; (2) by employing safeguards; (3) by insurance; (4) by specu¬ 
lative contracts; (5) by social control. 

27. Is it possible by foresight and c.ili illation to reduce or to avoid some 
of the risks of industry? All of the risks of industry? 

28. Does insurance reduce risks or does it transfer risks from the individual 
to society? Grant that it does only the latter, is the function socially 
justifiable ? Just what is the function of insurance in modern industrial 
society ? 

29. Is it possible to insure your business against “negative” profits as you 
do against fire ? Against what kinds of risk can you insure in an ordi¬ 
nary insurance company ? 

30 A certain cotton manufacturer displays great ability in the production 
of cloth, but he is nevertheless barely able to keep his head above water, 
because he is a poor judge of the raw cotton market and is more likely 
than not to buy when prices are inflated. Show how he could liberate 
himself from the consequences of this defect of judgment. 
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31. Miller A always covers purcliases of wheat for milling by correspond¬ 
ing short sales. Miller B boasts that he is no speculator, and 
refrains entirely from transactions on the exchange. Whetliei 
prices rise or fall, A is insured his miller’s profit, and never receives 
more. If prices rise, B makes a profit over and above his miller s 
profit. When prices fall, not only may his millers [)rofit be wipc<l 
out, but he may incur additional losses. Which one is really the 
speculator? 

32. During the Civil War certain wool manufai turers made enormous 
profits because of the rise in price of raw materials whiih they had on 
hand. After the war there were cases where these prolits were nearly 
wiped out by losses consequent upon the fall in prices of raw materials 
Explain. Could the loss have been avoided ? 

33. Speculators arc often regarded as mere gamblers. If the vhole body 
of speculators were to cease buying and selling grain, and limited them¬ 
selves to belting upon the course of prices, would the work of lommene 
and industry be carried on e\ai ily as it is at present? 

34. “The spec Illative trader of the bo:ird of trade is another speiiaiisl ” 
Is this true? If so, in what d'>es he spociah/.c? 

35. What is the distinction between trade profit and speculative profit in 

hedging operations ? ^ 

36. “"J'he board of trade is one of the greatest insurance institutions in 
existence.” Do you agree? 

^7. “Speculative contracts do not reduce risks; they simply [lass the risk^ 
along, and society must face as many and as great riskj> as would have 
been the case if no such device as speculative contrails had arisen.” 
Is this true? 

38. Make a list of at least six kinds of speculative contracts. 

39. “The lack of a wcll-co-ordinatcd system of control makes industry 
resemble, at present, a mob rather tlian an army.” Upon what does 
society de[»cnd for the correlation of industrial units ? Is its dependence 
well ()latcd ? What bearing has this question 111)011 the topic “specu¬ 
lative industry” ? 

40 What is meant by referring to the entrepreneur as a risk-taker? As 
an insurance agent for the other factors of production? 

41. If we were to have a socialistic society would risks disafipear? 

42. Would there be a risk-taker in a socialistic society? Would there be 
any of the functions of modern insurance performed ? 

43. Is our society really more speculative than that of the Middle Ages? 
If so, what factors have made it so ? In any event, what are the indi¬ 
cations for the future? 

44. Draw up as long a list as you can of the various devices and structures 
which have been developed as a result of the speculative character of 
industrial society. 
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B. The Meaning of Speculation 
178. SPECULATION' 

Now speculation is an all-embracing word, overworked, threadbare, 
and worn to the bone. Originally, it meant “to see,” then “to view,” 
"watch,” “spy out,” then “e.xploration” or “contemplation.” When 
thrift came into the language and men ceased burying their gold, it 
began to take on a new meaning. The spirit of legitimate adventure 
that entered men’s minds when the Most Christian Kings abaniioncd 
brute force and repudiation, led men to buy things in the hope of selling 
them at a profit. It was risky business at first, and capital then as now 
was timid. The High Finance of the Middle Ages was not easily for¬ 
gotten. But little by little channels through which enterprise might 
flow into wealth came into being, and confidence came with them. 
This was called speculation. 

By the time Adam Smith wrote his Wealth of Nations (iTjb) the word 
was firmly fixed in the language. “The establishment of any new 
manufacture,” he saiil, “or any new branch of commerce, or of any 
new practice in agriculture, is always a speculation from which the pro¬ 
jector promises himself extraordinary profits.” How the earl\’ channels 
of speculation broadened into great rivers, how confideiKC grew as the 
art of making money and increasing it developed, how speculation led 
to tlie opening of new countries, all this is a fascinating store. .And 
yet the speculation of today is no different in its elementals from tlial 
of the early Greeks: the same spirit of “divine unrest” lliat S])urs on 
tlie philosopher in his study stimulates the explorer of strange lands, 
beckons on the engineer and the builder of railways, and attracts the 
capital of the adventurous investor. We cannot stoji it if we would, 
because hoirc, ambition, and avarice are fundamentals of human nature 
The police cannot arrest them; they are fixed and immutable. 

If there is more speculation in material things today than there 
ever was before, it is because there arc more things to speculate in, more 
money to speculate with, more people to speculate, and more machinery, 
like telephones and telegraphs, to facilitate speculation. Cajiital, credit, 
and new undertakings grow day by day and open new avenues of possible 
profit. The per capita wealth of nations, growing by what it feeds on, 
constantly seeks new fieltls for entcrjirise anil adventure. The intelli¬ 
gence of the people increases by leaps and bounds, and goes peering 

‘ Adapted by permission from W. C, V.m Antwerp, The Slock Exchange from 
Within, pp. 36-39. (Doubleday, Page & Co., 1913.) 
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curiously into all the little nooks and crannies of the world for oppor¬ 
tunities of gain the apotheosis of speculative enteiprise. 

All forms of human endeavor in material thing^ aie, or were at Llieir 
beginning, speculation. liver)- ship that goes to sea carries with it a 
speculation and leaves anollier one behind it at Lknds. Kverv man 
who insures his life or his house bu\s a speculation, and every com¬ 
pany that insures him sells one 'I'lie farmer s])eculatCb w hen he ferti¬ 
lizes his land, again when he plants his seeil, and again when he sells his 
crop for future delivery, as he often does, before it is planted or befoie 
it has matured. The merchant contracts to fill his shelves long before 
spring arrives; he is speculating, 'riic manufacturer sells to hitn, 
speculating on the hope or belief that he will be tible to buy t he neeess;irv 
raw material, and again on the labor, the looms, and the sptndles neces¬ 
sary to make tlie delivery. In the South the grower of cotton and in 
■Australia the grower of wool are likewise siteculatitig on the probability 
of a crop and on the price at which they may sell to this inanufactuier 
It sounds like “This is the house that Jack built”and its etidless chain 
of sequences; a chain, indeed, and one tio stronger than its weakest link. 
Interfere with any Jtart of it, and the whole commercial structure wbic h 
It binds together must fall ajrart. The grower, theliranufacturei, and 
the merchant niusl speculate. 

179. COM.MF.RCT.AL SPECULA ITD.N'' 

Commercial speculation is sometimes analogous to insurance and 
sometimes to gambling. In the former case it is said to be legitimate, 
in the latter it is said to be illegitimate. But the legitimate and illegiti¬ 
mate transactions are so much alike in their form, and so inextricably 
mingled in practice, tliat it is often e.vtremcly hard to draw the line 
between them. 

A large speculative clement is involved in trade of every kind. The 
trader seeks to buy articles at as low a price as he can and to sell them 
at a higher price. lie may do this either by buying them in a market 
where they- are cheap and selling them in a market where tliey are 
dearer; or by buying them at a time when they are cheap and selling 
them at a time when they are dearer. The dilTcrencc between his buying 
and selling prices represents his profit on the transaction. The uncer¬ 
tainty attaching to the amount of such profit makes the operation a 
speculative one. There is a serious risk of loss, which the trader 

' Ad.ipted by [lermission from A T. Hadley, Economics, pp. loo-iii. (G. I' 
Putnams Sons, 1899.) 
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assumes for the sake of a possible gain. Unless we can prove that the 
gains are honestly earned by some service to society, we shall be forced 
to regard them as little better than book-makers’ profits. 

Those who hold the commercial theorj’ of value lielieve that trade 
renders a service to society, independent of the labor of distribution, 
and that this service is of essentially the same chaiacter whether the sale 
be made in a different market or in the same market, They hold that 
the work of the trader, in acquiring goods when llicy are cheap and 
parting with them when they arc dear, results in an increase of their 
utility to the public. If an article is unusually cheap, it means tliat tlie 
supply is unusually great and the utility of additions to the supply less 
tlian it ordinarily is. If it is unusually dear, it means that the supply is 
unusually small, and the utility of additions to the su])])ly greater 
than it ordinarily is. 

Down to the present century, a large part of the spcculatix'e profits 
were made by taking advantage of differences of price in different places 
—chiefly in connection with foreign trade. The means of communica¬ 
tion and transjiort were so defective that there was often a great scaicitx 
of an article in one region and an abundance of the same article in 
anotlier. The shipowners who moved the article from the latter place 
to tlie former had a chance of enormous profits But the business 
was also attended by great risk. Transjiortation was far less safe, either 
from tire elements or from human violence, than it is today. There 
was no telegraph, no good postal service, no efficient protection from 
pirates by sea or highway robbers by land. All these causes combined 
to render tlie arrival of goods so uncertain that the very wages of the 
seamen were made contingent upon the safe delivery of tlie cargo, and 
the whole body of sailors thus became participants in the speculation. 

The ninetccnlh century has wiltiesscd a cliange in these respects. 
Improved means of communication have greatly lessened tlie differences 
in price in dillerent markets. It is no longer possible to have a glut of 
wheat in Chicago and a scarcity in Liverpool. The modern post-office 
and the telegraph furnish prompt information of what is going on all 
over the world and enable merchants to know where goods are most 
needed. The steamship and the raihoad furnish a quick and safe 
means of placing the goods where they will meet such needs as may arise. 
The dillerence of price of any staple article in two large wholesale 
markets will not generally be much greater than the cost of transporta¬ 
tion from one to die other. So moderate have the profits from this 
source become that the business of those who try to secure them is now 
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known as arbitrage rather than speculation. Only in the trade with 
barbarous or half-civilizcd races docs foreign commerce retain its char¬ 
acter as an c.xtra-hazardous business. 

The s]icculator of today makes Ids money chiefly by taking advan¬ 
tage of differences of price between dilTerent limes rather than between 
dilTcrent markets. It is not so minh the difference in the price of wheat 
in Chicago and in Liveqrool which furnishes tlie source of his profits, as 
the difference between its price in Chicago this month and ne\t month. 

When such speculation anticipates an actual dcmanil, it is of great 
service to the community. The long time which elapses between pro¬ 
duction and consumption, between contracts and their fullilnient, 
makes it c.xtremcly important to have responsible men to anlii ipate 
the wants of the market and take the risks on their own shoulders. If 
1 wish to build a house, 1 ask a builder to give me an estimate of the 
cost. He in turn goes to dealers in lumber and other materials and 
asks them to tell at what price they will deliver him the goods when he 
wants them. In this way he knows approximately what it will cost 
to build the house. The lumber dealer piobably contracts to deliver 
lumber which is not now in his possession. But if he understands Ids 
business he knows more accurately than anyone else what its future- 
price is likely to be. He habitually makes his jirofit by his superior 
knowledge; but this profit is far less than the loss which would be 
involved if every builder at the time of making a contract had to buy- 
all the lumber he was going to want si.x months hence, leaving his 
c.apital (and the community’s capital) unproductive for that length of 
time, besides being subject to the dangers of loss by fire. 

Nor does this case illustrate the full measure of service which 
legitimate speculation is able to render the community. Sujipose 
that the cotton crop of this year is an unusually small one. 'I'lie pric e 
w'ill go up, the amount of manufacture lessen. But the cotton 
brokers foresee that nc.xt year’s crop will be larger. They therefore 
contract to make future deliveries at lower rates. The manufacturers 
do not need to buy raw material in advance of their actual wants 
They use up the old stock just as the new crop comes in, and the 
mercantile community gradually accumulates other reserves from 
this large crop which may become available for use in a year of 
scarcity. The cfTect of such speculation is to equalize the supply of 
cotton in different years, and to render its price comparatively steady. 
More steady price makes larger consumption and manufacture foi 
consumption; it therefore tends to increase the total quantity 
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demanded and to benefit producers also. If we compare the prices 
of the present day with tho.se prior to the development of speculative 
activity, we find that the margin between the amounts paid to pro¬ 
ducers and those charged to consumers is much narrower now than 
it was before. Part of this difierence is due to cheap transporta¬ 
tion; but a part is due to the action of speculators in minimizing 
the effect of variations in production upon prices paid to the 
producer. 

This is the effect of legitimate speculation -anticipating move¬ 
ments of supply and demand and taking fair risks. Unfortunately 
there is a mass of speculation which is not legitimate—which is either 
pure gambling or something worse. If a man goes into the purchase 
of grain or cotton not because he foresees that it will be wanted, but 
for the excitement of the wager, he is doing the same kind of business 
as the man who bets on a horse race or on cards. The amount of these 
gambling transactions veiled under the forms of commerce has become 
very large. In many cases it has assumed the proportions of a public 
evil. 

The difference, between legitimate speculation and gambling lies 
neither in the subject-matter nor in the form of the transaction, but in 
its intent and purpose. Legitimate speculation involves anli< ipation 
of the needs of the market and a pow'er to assume risks in making 
contracts to meet these needs. A failure to fulfil cither of these 
requirements makes the operation an undesirable one for the public 
to tolerate. If a man, instead of anticipating the needs of the market, 
attempts to manipulate that market by combinations and corners, 
any gain that he makes is usually at the c.xpcnse of the public. A 
stricter enforcement of laws with regard to conspiracy, and, what is 
more to the purpose, a better understanding by the business commu¬ 
nity of the distinction between what is good and bad public policy in 
the matter, would do a great deal to remedy some of the worst evils 
with which speculation is attended. Of even more importance is the 
requirement that a speculator should actually take the risks which he 
pretends to take. He should speculate with his own capital and not 
with other people’s. If a man speculates with his own capital the 
transaction is likely to be a legitimate one; if he speculates with the 
capital of the community it is almost always pure gambling, whether 
he intends it to be so or not. 


See also Is Exchange Productive? 
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i8o. INDUSTRIAL SPECULATION' 

It is not only in commercial matters but also in industrial ones 
that the speculator exercises a dominant inlluenie. He controls 
production as well as trade. What the ineHhant does when he 
buys products in the ho[)e of selhn;,' them at an advanced piiie, the 
manufacturer is doin',' when he but s labor in the hope of sellin;^ the 
results of that labor at a piolit. T'he whole w.iye s\stem is one undei 
which the employers of the country pait with inoiierty lights today 
in the hope of securing larger propertt lights in the futuie. I'ait of 
their prosperity ari,ses from skill in oigani/mg labor, pait, and usually 
a larger part, arises from skill in foieseeing the wants of the maikel. 
The success or failure of a man engaged in manufacturing, in tiaiis- 
portaticin, or in agriculture depends more upon Ins skill as a pio]ihel 
than upon his industry as a producer. T'he industrial detelopiiu nt 
of the last three or four hundred )'ears, lightly inteipieted, is an 
account of the reasons which have led society to |mt the control of its 
industry into the hands of a body of siieculative investors. 

All productive industry involves a certain amount of risk. Wliem 
ever time elapses between the application of labor tiivtl the completion 
of the product of labor in a form available for actual cnjoyineiit, 
there is an advance of capital to the iirodiicers fur the sake of a remote 
and generally somewhat unknown result. In the building of a factory 
or a railroad a great deal of food is consumed. Whether the product 
of the labor thus applied will be as useful to the community as the 
food which was consumed by those who have produced it, is always 
somewhat uncertain. The more remote the consumers in lime or 
place, the greater is the uncertainty and the more speculative the 
whole transaction. 

Especially prominent docs this uncertainty become in the apjilica- 
tion of any new ])roccss or the develojiment of any new locality. 
Under old conditions, e.\[)erience has jiroved what proilucts are 
wanted and how labor can be economically applied; but every new 
invention or new settlement involves a multil ude of new and unknown 
conditions. A large proi>ortion of the capital embarked in such 
enterprises is lost. A large proportion of the food consumed by the 
laborers engaged in such undertakings is virtually wasted. 

Are we then to forego all chanc e of such ])rngress ? No. The gain 
to the community as a whole fiom one successful c.cperimcnt may 

* Adapted by permission from T. Hadley, Economics, pp. 112-15. (G. P. 

Putnam's Sons, 1899 ) 
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outweigh the loss from ten unsuccessful ones. The conservative 
nation that never changes its methods avoids a great many losses, 
but it fails to make the conspicuous gains which constitute modern 
industrial civilization. The problem of industrial growth can be 
solved only by encouraging enough exjierimcnts to secure progress 
without encouraging so many as to destroy the whole accumulated 
capital of the community. We have tried to accomplish the former 
object by giving individual possessors of capital the chance of realiz¬ 
ing large profits in case of success, and to protect ourselves against 
the latter danger by insisting, at least in theory, that a man shall make 
these experiments at his owm expense. If everybody were free to 
undertake them whether he ha<i proved his fitness by accumulating 
private capital or not, the food supply of the community would prob¬ 
ably soon run short. If nobody were to be allowed to make them until 
the whole community was ready to vote for their adojition, they would 
be indefinitely delayed. By leaving it to the option of the individual 
property-holder to undertake them or not as he plea-.es, society secures 
most of tlic gain and avoids most of the loss. It allows him to waste 
part of the capilfl of the community in unsuccessful experiments, 
believing that his example will be a warning to prevent others from 
following in his track, and that the immediate loss to the community 
may become a means of future gain. It guarantees him the good 
results from the succc.ssful experiments, trusting that competition 
will subsequently prevent his profits from being too large. 

See also 199. The Entrepreneur as a Risk-Taker. 

327. Functions of the Entrepreneur. 

C. Risks of Modern Industrial Society 
181. CLASSES OF RISK' 

All risks may be divided into static risks and dynamic risks. 
Static risks are those risks which would be found in a stationary state 
of society. Among them are those due to natural causes, such as 
damage by lightning, hail, cartliquake, storms, disease, and many 
others. Risks arising from ignorance are a large class, which includes 
many fires, bankruptcies, sicknesses, accidents, early deaths, and 
failures in business from misdirected effort. Carelessness is closely 
akin to ignorance as a cause of damage. Lack of moral character 

* Taken by permission from John Haynes, “Risk as an Economic Factor,” 
Quarterly Journal of Economics, IX (1804-95), 412-14. 
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gives rise to a class of risks known by insurance men as moral hazards. 
The most familiar example of this class of risks is the clanger of incendi¬ 
ary fires. Dishonest failures, bad delits, etc., would fall in this class, 
as well as all forms of danger from the iiiminal classes. When these 
risks are sjioken of as static, it is not meant that dvnamic changes 
cannot modify theim. Such is not the case. The inventiott of tlie 
electric light was a dynamic change whic h has modified the danger of 
damage by fire. Kevertheless, we may legitimately use the word 
“static” because, even in a sUitionary state of society, we should 
expect risks of the same essential kind. I'he amount of loss coming 
from static risks is incapable of calculation, but is certainly very 
great. The losses direct and indirect by fire alone arc estimated 
by Mr. Edward .Atkinson at $250,000,000 for the United States in 
1893. 

Other risks may be called dynamic, because they are risks of 
damage which m.ay be directly due to dynamic i hanges. These are 
(hieliy of two kinds, the first beitig changes in the wants of society. 
■As civilization advances, human desires are subject to constant modi¬ 
fication and to sudden changes in amount and direction. Changes 
of style which cannot be foreseen by producers al-e an example of 
changes in the wants of society. A stock of men’s hats which is salable 
today will, ])erhaps, be utterly without a market next year. A 
dealer who has an overstock is subject to heavy loss. 

In the second place, changes in methods of production give rise 
to losses which may be subdivided into two classes. The first are 
the losses which fall upon those who are attempting to introduce new 
prercesses. “The uncertainties,” .says I’rofe.ssor Clark, “that attend 
the introduction of a new process arc dynamic, since they would 
have no existence if industry were to continue in a stationary state. 
There is the chance that the process may be mecltanically defective. 
It may not create the desired commodity as the projector of the 
enterprise expects. If, on the other hand, the dynamic change con¬ 
sists in offering some new commodity for the comfort and pleasure 
of consumers, the public may fail to give the expected welcome.” 

The second are losses which fall upon producers in conseciueni.e 
of the introduction of improved processes by others. There is con¬ 
stant danger that an innovation or an improvement of some kind will 
destroy the value of property in wdiich a great amount of capital has 
been invested. Losses of this kind dilTer from those of which Pro¬ 
fessor Clark speaks, in that, while causing a loss to individuals, they 
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bring a social gain. The wealth directed to the unsuccessful venture 
might have been employed in lines of static activity; hut, by being 
diverted, it is lost, not only to its owner, but to society as well. In 
the second case, though society is a gainer by the iniirrovement, indi¬ 
viduals are large losers. Losses of this kind have been e.'tceedingly 
common in recent years. A notable case was the destruction of 
cairital incident to the opening of the Suez Canal. The shi|)s, mainly 
sailing vessels, wliich went around the Cape of Good Hope and carried 
the products of India, were not adapted to the canal, and an amount 
of shipping estimated at two million tons was rendered practically 
valueless. Several years ago it was discovered that worsted goods 
soon became glossy, and that by an im])rovcd method this defect 
could be remedied. The Bradford manufacturers of worsted were 
unwilling to incur the great e.xpcnse of changing their method. The 
French ttuickly made the change, and secured most of the market. 
The F.nglish made the change too late to save their trade. In this 
country a large manufactory made the change at once at a cost of 
three-quarters of a million dollars. It is clear that the total amouw 
of dynamic losses must be very great. 


See also 174. Simple versus Complex Industry. 

182. INFLUENCES THAT DISTURB THE STATIC 
EQUILIBRIUJI' 

It might seem that the influences that disturb such a static equi¬ 
librium are too numerous to be described; and yet these changes may 
be classed under live general types; 

1. Growth of population.—The supply of labor is increasing, and 
this fact of itself calls for continual readjustment of the group 
system. 

2. Increase of capital. —The amount of capital is increasing, 
and this change also disturbs the static equilibjium and calls for a 
rearrangement. 

3. Changes of method.- Changes take place in the methods of 
production. New processes are devised, improved machines are 
invented, cheap motive powers are utilized, and cheap and available 
raw materials are discovered, and these changes continually disturb 

’ Adapted by permission from J. B. Clark, Essmlials of Economic Theory 
pp. 203-6. tTlie Maeniill.in Co , 1907.) 
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the static state. There are certain to be improvements on the older 
methods of production, for a law of the survival of the fittest insures 
this. 

4. Changes in organization .—are ehanjtes in the mode of 
organizing the establishments in which commodities arc produced, 
and so far as these occur under a regime of active iom|ietition tliey 
also are improvements and give added power of luoduction. The 
mills and sliops become larger and relatively fewer. There is a great 
centralizing movement going on, since the large shop undersells and 
suppresses the smaller one, and combinations unite many great shops 
under one management. 

5. Changes in consumers’ wants. The wants of lonsuniers are 
changing. They are growing more numerous ;is well as more refined 
and intellectual. This e.xpansion of desires follows the general 
increase of productive power, srrne everyone already wants some 
things that he cannot procure, and all society has a fringe of rrngrati- 
Ited wants just beyorrd the linrit of actual gratificalioir. ICveri if all 
these wants that are now near the point of actiral satisfaction were 
to be satisfied, the desires would at once project themselves farther. 
The mere increase in earning power without any; special education 
enlarges the want scale, but intellectual and moral growth co-operates 
with it in that direction and calls latent wants into an active state. 
More and more eagerly do men seek things for which the desire was 
formerly dormant. Changes of this kind atlect values, cause labor 
and capital to move from group to group, and thus cause society as a 
whole to produce less of some things and more of others. They 
sometimes cause wholly new groups to appear, and draw workers and 
ecjuipment from the old ones. 


See also 209. Changes of Industrial Structure and Unemployment. 

183. CLASSIFICATION OF PRICE INFLUENCF.S- 

[Note. —Ours is a pecuniary society. Industry is conducted on 
a price basis. This selection shows how numerous are the risks of the 
busine-ss man, no other factor than change of price being considered.] 

We may now fitly review the theory of prices by enumerating the 
various possible causes which might decrease the price of, let us say, 

‘ Taken by permission from Irving Fislier, Elcmcnlary Principles of Economies, 
pp. 408 Q (Tlie Macmillan Co., i*)i2 ) 
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pig iron in New York. Its price might fall for any one or more of the 
following reasons; 

I. A rise in the marginal desirahiliiy oj money due either to — 

A. A rise in tJic purchasing power of money thiough 

1. A decrease in money or deposit curiency, or 

2. A decrease in ihcir velocities, or 

3. An increase in the volume of trade; or to 

B. An impoverishment or reduction of incomes. 

II. A fall in the marginal desirability of pig iron due either to — 

A. An increase in the amount of pig iron used, through 

1. Importation of pig iron from other places where its price is 
lower than in New York, or 

2. Short sales of pig iron for future delivery in expettaiion of a 
fall of [iricc, thus releasing to present use such stocks as 
would otherwise be held over for the future, or 

3. A decrease in its cost by 

a) A saving of waste, 

b) A saving of labor, 

c) A decrease in the price of iron ore or other [irices enter¬ 
ing into its cost, 

d) An increase in the price of by-products, or 

4. A trade war, or to — 

It. A fall in the marginal desirability of a given quantity of pig 
iron, through— 

1. A decrease in the price of iron products through decrease in 
marginal desirability of the satisfactions they yield, be¬ 
cause of 

a) An increase in their amount, 

b) A change in fashion, etc., or 

2. .'Vn increase in substitutes for jiig iron, or 

3. A decrease in complementary articles, or 

4. An increase in the rate of interest whereby the value of pig 
iron is obtained (by discounting the value of iron products) 
through an increase in the marginal rates of impatience, 
a) From a change in human nature 

(1) By decreasing foresight, 

(2) By decreasing self-control, 

(3) By increasing shiftless habits, 

(4) By decreasing regard for posterity, or 
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b) From a change in incomes 

(1) By shifting their distribution in time toward the 
future, 

(2) By reducing their size, 

(3) By increasing tlicir uncertainties. 

Back of these causes lie other causes, mu!ti])Iying endlessly as we 
proceed backward. But if we trace back all of the.se causes to their 
utmost limits, they will all resolve themselves into changes in tlie 
marginal desirability or undesirability of satisfactions and of efforts, 
respectively, at different points of time, and in the marginal rate 
of impatience as between any one year and the next. 

See also 153. Interdependence of Brices. 

184. CHAXt'l',- 

We all employ the word “chance” and imagine we mean something 
by it. The most ardent naturalist, insisting most stoutly on the reign 
of law, cannot altogether cleanse his mouth of the word. It and its 
compeers play an important part in life. Chance, luck, casualty, 
happenings, accident -take these and kindred words from our speech, 
and we should not easily communicate with one atiother. .Siiue lhes<’ 
words maintain a persistent life through all the advance of science, 
they must have some use and point to .something about which we often 
need to speak. 

What that something is, is jtlain enough, it may be saiil. “Chance” 
means uncertainty; not uncertainty in the frame of things, but uncer¬ 
tainty in the beholding mind. That is all. “Chance” is a negative 
term. It announces the absence of knowledge and is a way of staling 
ignorance. When we cannot trace the causative connections whidi 
have brought an event about, we say it was due to dianee. .Such a 
word furnishes a convenient label for marking occurrences as still 
dark. Not detecting the tie between A and B, we .say B follows A by 
chance, meaning merely that there is uncertainty there. This uncer¬ 
tainty it would be ridiculous to suppose exists in the order of things, 
but it is far from ridiculous to say that I can discover no bond. By 
chance then I indicate nothing of a positive kind, but merely state 
that as yet I have no full acquaintance with A, B, and their con¬ 
nections. 

' Adapted by permission from p. H. Palmer, The Problem of Freedom, 
pp. 131-39. (Houghton Mifllin Co , ipti.) 
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A few instances will set forth this frequent meaning of chance. 1 
sliake my dice-box, and say it is all chance how the dice will fall. 
Nobody understands that in the brief space between box and table 
causal agency is suspended, nothing obliging one of the dice to turn 
u|> the number six. I certainly never intended such a notion, rather 
this: it is impossible so precisely to reckon the forces which steer that 
bit of ivory that we can forecast the number which will finally appear, 
buch niiiuitcne.ss of knowledge implies a delicacy in observing the 
comple.c play of forces about those little olijects w'hich nobody today 
possesses; and though I can make a fairly accurate guess as to the 
frequency with which the number six will turn up, this will not at all 
hinder my attributing the result to chance; for I still wi.sh to mark 
the fact that I know nothing of tlie way in which laws of gravitation 
liave been attacking the different sides of the cube. 

Is this the only meaning of chame, or is chance also olijectivc? 
I lieiieve it is olijectivc. Thi.s world is not altogetlier an orderly 
affair. I hold that, apart from our defective knowledge, there are 
uncertainties in the nature of things. In offering a doctrine so un¬ 
fashionable I had probably better state at once a case wliere cliance 
can be seen to bb present and then e.xamine critically Itow far such 
cliance conflicts with the reign of law. 

Suppose I am throwing stones at a mark. Mach stone I hurl as 
vigorously as possible and all in the same diieclion. As I throw 
tlic last one a bird flies across; and the stone, instead of moving unim¬ 
peded to its mark, collides with him. He is killed. What kiileil 
him ? Chance; his death was due to accident. Of course this does 
not mean that there was no causal sequence attending the death and 
that his existence ceased of itself. Everybody knows it was the stone’s 
blow that killed him and that it would kill any similar bird in similar 
circumstances. On that point there is no dispute. Sequential causes 
were at work and without them the bird would not have died. Where 
then is the chance ? It is found in the concurrence of the flight of the 
bird and the flight of the stone. What induced that ? The liird was 
propelled to that particular spot through a long series of sequential 
agencies. He is an instinctive creature, operated, we will suppose, 
entirely by reflex action, which inevitably brought him to this place. 
In a similar fashion the stone was projected from me sequentially. It 
is true I was conscious of the process, even had in mind the ideal of 
reaching a certain mark. But, after all, I was obliged to use causal 
agencies, sequential agencies, to effect my purpose, and there stretched 
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behind my action a long series of such agencies, inducing me at just 
that moment to think of throwing the stone. I tlirew, and it reachc<l 
a certain point in the air at just the moment the bird also reached 
that point. But what, I repeat, caused that “also” ? What brought 
about that co-ordination of the one sequential series with the other? 
The two lines of sequence intersect. For each of the two the cau.sa- 
lion is complete and evident; it is sequential causation, fixed, invari¬ 
able, each line secured by its past and capable of only a single issue in 
the future. We do not inquire therefore what induced these lines of 
sequence. But there is a something more. What induced their 
intersection ? Can any se<iuential cau.se explain that ? 

For such coincidences we do well, 1 believe, to say there is no proper 
cause, that they are affairs of chance, luck, or accident; for tlie.se 
terms by no means exclude sequential causation moving in straight 
lines. They merely note the absence of those anteseiiuential terms 
by which combinations are efTected. Chance might be delined as 
planless concurrence, and when it is so defined, we discover it all 
around us, in great things and in small. It was an accident that the 
winter was e.xceptionally severe after the landing on our shore of the 
Pilgrim Fathers; that the tower of .Siloam fell on those particular 
persons; that the partridge flew past me when 1 did not have my gun. 
The liberties of Fngland are largely due to chance in the storm which 
arose soon after the sailing of the Spani.sh Armada. I’or however 
minutely we might become aci|uaintcd with the sequence of conditions 
which led up to the storm, or to that other sequence which led up to 
t.Se sailing, we should never discover the wreck among them. That was 
an accident, the coming together of two independent lines of causation 
which until that coinciding moment had no reference to one another. 

A piece of chance shapeii my life. As a young man I sought a 
place at a western university. I was appointed, but the letter inform¬ 
ing me was lost in the mail. After waiting through several dis¬ 
consolate weeks, I accepted a position at Harvard. Every man’s 
experience will furnish similar instances; for no day goes by, no hour, 
in which we arc not met by some accident or other. 

183. THE DELICATE JIECHANISM OF INDUSTRY- 

Under the old order, when those in whose hands lay the discretion 
in economic affairs looked to a livelihood as the end of their endeavors, 

* Adapted by permission from Thorstcin Veblen, The Theory of Business 
Enterprise^ pp. 179-82. (Charles Scribner’s Sons, 1912 ) 
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the welfare of the community was regulated “by the skill, dexterity, 
and judgment with which its labor was generally applied.” What 
would mar this common welfare was the occasional disastrous act of 
God in the way of unpropitious seasons and the like, or the act of man 
in tlie way of war and untoward governmental exactions. Price 
variations, e.vcept as conditioned by these untoward intrusive agencies, 
had commonly neither a wide nor a profound effect upon the even 
course of the community’s welfare. This holds true, in a general way, 
even after resort to the market had come to be a fact of great im[)or- 
tance in the life of large classes, both as an outlet for their products 
and as a base of sup[)lics of consumable goods or of raw materials — 
as in the better days of the handicraft system. 

Until the mathine indu.stry came forward, commerce (with its 
iiandmaiden, banking) was the only branch of economic activity 
that was in any sensible degree organized in a close and comprehensive 
sy^tem of business relations. “Business” would then mean “com¬ 
merce,” and little else. This was the only field in which men habitu¬ 
ally took account of their own economic circumstances in terms of price 
ratlier than in terms of livelihood. Price disturbances, even when 
they were of considerable magnitude, seem to have ha<l grave conse- 
cjnences only in commerce, and to have passed over without being 
transmitted much beyond the commercial houses and the fringe of 
occupations immediately subsiili.uy to commercial business. 

Crises, depressions, hard times, dull times, brisk times, iK'riods of 
s])eculativc advance, “eras of prospeiity,” are piimarily phenomena 
of business; they are, in their origin and primary incidence, phe¬ 
nomena of price disturbance, either of decline or advance. It is only 
secondarily, tluough the mediation of business traffic, tliat these 
matters involve the industrial process or the livelihood of the com¬ 
munity. They affect industry because industry is managed on a 
business footing, in terms of price and for the sake of profits. So long 
as business enterprise habitually ran its eourse witliin commercial 
traffic proper, apart from the industrial process as such, so long 
these recurring peiiods of depression and e.xaltation began and ended 
within the domain of commerce. The greatest field for business profit 
is now afforded, not by commercial traffic in the stricter sense, but by 
the industries engaged in producing goods and services for the market. 
And the close-knit, far-reaching articulation of the industrial processes 
in a balanced system, in which the interstitial adjustments are made 
and kept in terms of price, enables price disturbances to be trans- 
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inittcd throughout the industrial community with such celerity and 
effect that a wave of depression or exaltation passes over the whole 
community and touches every class em|)loye(i in industry within a 
few weeks. And somewhat in tiie same measure as the several 
modern industrial peoples arc bo\md together by the busine.ss ties of 
the world-market, do these peoples also share m common any wave of 
prosperity or depression which may initially fall upon any one mem¬ 
ber of tills business community of nations. 

See also 156. The Sensitiveness of Industrial Society. 

186. SEASONAL ELUCTUATIONS' 

In seeking for the causes of seasonal fluctuation, the attention is 
arrested by the relation of the word “seasonal” to the i liniaticchanges 
within the year. And indeed the influence of these is piobably alwavs 
present to a greater or less degree in all cases of seasonal variation. As 
there is in the world of plant and animal life a tendency toward emanci¬ 
pation from the t\ ranny of the seasons, so in industritd life, where every 
adyance of civilization has made man more imlepencUyit of his iihvsical 
environment, this tendency is still more apparent. In the course of 
this dcvelo])ment, seasons, once all-powerful in their control over 
industrial habits, have left their impress upon social institutions, 
which in turn guide the current of industry. Hut leaving aside these 
historical consideialions, climate and weather obviously still exert a 
very powerful and direct itifluence day by day and month by month 
over the needs and preferences of men, shaping the character and 
controlling the periodKily of soi i.il and economic activities. It is 
often impossible to draw a hard atid fast distinction between these 
three underlying influences—climatic, social, and economic They act 
in combination and interact iipcjii each other until they become well- 
nigh indistinguishable. Foggy, rainy weather creates a demand for 
umbrellas, shi|)piiig is delayed by winds and .storms, there is an 
increased demand for coal for heating in winter. Here the influence 
of the weather is simple and direct. In the case of gas, the pre¬ 
dominant factor determining its consumption for lighting is the 
climatic—tlie sinpile fact that there is less daylight in winter than in 
summer. On the other hand the heat of the summer makes cooking 

‘Adapted by permission from Juliet Stuart Poyntz, “Seasonal Trades,” is 
Seasonal Trades, edited by Sidney WcJjb and Arnold Freeman, pp. 33-37 (Con¬ 
stable & Co., Ltd., 1012. Copyright by the School of Economics) 
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with gas the preferred method for that season. In the building trade, 
on the other hand, the complication of causes is well illustrated 
The brief winter daylight hinders all kinds of work, and the frosts 
and dampness are special obstructions to the bricklayers, painters, 
plasterers, masons, and their labourers, while the employment of 
carpenters and plumbers, who work inside, is less adccted. Consider¬ 
ing only the influence of climate, we should expect a single large 
fluctuation in the trade with the crest of the wave in summer Instead 
of that we find a complicated curve with several “crests.” There is 
a uniform depression in winter, but this is due not only to bad wcatlier 
but to the social fact that with residences and olhces occui)ied in 
winter there is little demand for repairs, and that tradition and other 
social forces have concentrated renovation and repairing at certain 
other points in the year; even thus, much more building could be 
done in winter than is the case at present were it not for the economic 
advantage of working at other seasons on account of the greater cost 
in the winter, a fact of great importance in a highly competitive 
organization of industry. 

Social activity, social traditions, and social customs, influenced 

V.' . 

either now or originally by climate, as we have said, are a powerful 
factor in seasonal fluctuation. Each social season makes its own 
demands upon industry, and the various trades rise to activity in 
answer to those demands. The more advanced the culture and the 
more integrated the social life, the more highly differentiated in time 
as well as otherwise will be the demands of society upon industry. Of 
all these demands, those made by fashion are the most tyrannous and 
exacting. It tends to concentrate demand at certain periods of the 
year, the fashionable seasons. It is responsible for the violent 
fluctuation in the dressmaking and millinery trades, and for much 
irregularity in other trades. The London “season” affects almost all 
branches of industry—upholstery, decorating, catering, goldsmiths’ 
work, drapers’ sales, clothing, printing, and so on. And through 
the vagaries in the style of goods produccil, fashion is one of the least 
calculable of all influences affecting industry and tends to increase 
irregularity. Where the style of the product is fairl)' uniform it is 
possible to manufacture to stock, or at least to anticipate the demand 
somewhat. But where the style cannot be foreseen on account of its 
rapid and irrational changes, it becomes necessary to defer production 
until the last minute, and then manufacture at high pressure. Scien¬ 
tific instruments, chemicals, household utensils, cotton thread, and 
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other staple products whose st} Ie changes little, can be manufactured 
to stock, while in the case of hats, clothing, boots, silks, and many 
other commodities of fashion it is impossible to distiibute production 
evenly over the year. Hats trimmed before the season's styles were 
set would be unsalable. Even in the c\cle traile this consideration 
plays an important part. The buyer wants the latest model, and 
withholds his order until the beginning of the season In dressmaking, 
especially, every department is absolutely under the domination of 
the season’s style. Cut, fabric, lining, design, and trimming arc 
vital questions that can be answered only when the dictators of fashion 
have promulgated their edicts; whereuiion proiiinlioii begins with a 
rush. 

In many other trades the cause of irregularity is more purely eco¬ 
nomic. It may be due to the greater economy of production possible 
at certain seasons, as in the case of the building trade, or to variations 
in the supply of raw material. The handling of goods at the docks 
depends upon the time of their ariival. Dundee Harbour, unlike 
other ports, is busiest in the winter, for Dundee is the center of the 
jute industry, and the raw jute im[)orted direct from India to Dundei' 
arrives between September and April and gives emploc ment to large 
e.xtra staffs in the discharge of the cargo. “In the case of tea, the 
busy season begins with the im|)orts of China tea, in the end of June 
or beginning of July, and continues till November. In December 
and January it falls away. In India leas the .season is later, full 
work running from August to January, while in I'ebruary and March 
it decreases and comes to an end for the season. In the rase of coal, 
ice, and hard woods, trade is more or less regular throughout the year 
and the same is now largely true of frozen meat. 'I he ini|;ort of 
deals continues at its busiest from April till the end of Oc tober, when it 
rapidly declines, the trade being largely dependent on the e.xtcnt to 
which frost affects the Baltic ports. In the fruit trade the soft fruit 
is followed by the hard, and employment is at its best from the 
middle of October till Christmas, when, after a break of a fortnighi, 
it continues good until March is reached. The autumn .sales in wool 
are a matter of common knowledge, but those in May are also con¬ 
siderable.’’ The jam industry depends upon the fruit season, and the 
trade of the greengrocer upon the vegetable season. 

Industry being an organic whole, with each part vitally connected 
with every other, any irregularity in one division is inevitably a cause 
of disturbanre in all proximate divisions. A trade may be seasonal 
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merely because other trades are seasonal which supply it with material 
or which buy its products for further use in manufacture. Or in a 
single industry the impetus to irregularity is carried from the first 
causes, weatlier or fashion, to the retailers, from them to the whole¬ 
salers, from them to the manufacturers, and thence to the markets 
for raw material or machinery. Often the connection becomes quite 
obscured, as in the cases cited by Mr. Aves, where the Lancashire 
cotton strike of 1893 is reported as having l)cen a cause of great 
slackness in the London pianoforte and harmonium trade of that 
year. 

As might be inferred from the complc.xdty of their causes, seasonal 
fluctuations are by no means long, simple curves, but show every kind 
of irregularity. 

187. BUSINESS CYCLES' 

Under simple conditions the problem of the organization of indus¬ 
trial life presents many bewildering a'-pects. But placed in a develop¬ 
ing society, it becomes doubly bewildering. 

The disturbing elements in the larger situation are closely associ¬ 
ated with those regularly recurring phenomena which are usually 
called “crises’’and “deprcNsions.’’ It W'as once held that these played 
havoc with “economic gear and cogs,” throwing the “industrial 
machine” “out of joint,” or leaving it “half stalled.” Such condi¬ 
tions were looked upon as abnormal; they were thought to create 
problems of a mechanical character; they called for the services of the 
industrial mechanician. But, the damage once repaired, the “indus¬ 
trial machine” could run its prosperous course until another catas¬ 
trophe threw “the monkey-wrench into the machine.” 

Recent analysis, however, has shown that the matter is not so 
simple as all this. Two closely related lines of movement converge 
to produce these disturbances. The first is the development of the 
industrial system. This involves change in technique, in organization, 
in markets, and in the demand for goods. The instruments of produc¬ 
tion are largely specialized; labor is mobile only within fwed limits; 
and only newly accumulated capital is possessed of this characteristic. 
Capital values arc based upon the earnings anticipated in view of the 
known and predictable, not the novel, elements in the situation. Par¬ 
ticular productive goods are turned out with an e.xpectation that they 

' Adapted by permission from W H. Hamilton, Current Economic Problems 
pp. 195-96. (Tire University of Chicago Press, 1915.) 
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will be used in the production of particular consumptive goods. The 
system as a whole has far too much of rigidity successfully and imme¬ 
diately to adapt itself to those radical cliaiigcs. Vet so delicate is the 
system that anything which affects a particular industry is certain to 
have an appreciable effect upon the whole. 

The second is the “rhythm of business activity,” or the eco¬ 
nomic cycle. A depression, characterized by conservatism in business 
and financial activity, gradually leads to an improvement in condi¬ 
tions; as business e.vpands a spirit of optimism arises, and stimulates 
further e.vpansion; the latter reacts upon the feeling of optimism and 
causes it to a.ssume a tone of overconfidence, which leads to “flush 
times” and feverish activity; sooner or later business overshoots the 
mark, losses occur, and perhaps a crisis; contraction is necessary, and 
a depression again aiipears The cycle is a closed one; it has no 
logical beginning and no consummation. From lean to fat years it 
ever runs its varied round. 

But the situation is further com|)licaled by the different behavior 
of different industries and industrial agents during the cycle. If the 
price scheme were such that values as a whole could be quickly read¬ 
justed to meet new conilitions, much trouble mightIjc avoided. But 
such is not the ca.se. Sheer necessity alone must be depended U])on 
to establish the lower price level. But businesses occupy different 
strategic jxisitions; the baker and the manufacturer of steel rails 
are likely to be affected in different ways by price-making forces at 
different stages of the cycle. 'I'lie man with fi.\cd salary and the 
employee whose contract runs in terms of a few months or weeks are 
on a different footing, d’he result is that all values do not go up or go 
down together. The out])Ul of various industries, similarly, does 
not increase or decrease together. Yet all of these industries are 
involved in a delicate system that calls for nice adjustments. 

It is these movements which are responsible for the facts that no 
two cycles^or crises--are alike, that the cycle varies greatly in 
length, in sweep, and in intensity, and that a myriad of dissimilar 
tlieorics have been put forward to account for them, few of whii h 
contain no germ of truth. 

Its spectacular character has singled out the crisis for particular 
attention almost to the e.xclusion of the more important “flush 
times” and depressions. It is not surprising that antecedent business 
and industrial conditions are often overlooked, and cri.scs are c.xplained 
in terms of monetary standards and banking systems. Undoubtedly 
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our banking laws in the past have made our crises unusually severe. 
The elasticity of credit and note-issue secured by the recent currency 
act should do much to relieve financial stringency when a crisis arises. 
It should also do something to prevent its occurrence. But those 
who expect it to cause the industrial process to pursue a more even 
course are likely to be disappointed. 

The violence of the ebb and flow of business activity increases 
tremendously the difficulty of properly organizing society through 
price. It also reveals grave breaks in the organization. Capital is 
insecure and funded wealth may disappear overnight. The c>'cle is 
associated with a rhythm of overemijloyment, nonemployment, and 
underemployment. The capitalists and laborers who^e products 
satisfy marginal wants are pul in a very precarious economic position. 
The crisis destroys wealth, spec ialized talent, and organization, all of 
which must be replaced. 

The economic cycle involves the whole industrial system. No 
simple device will arrest the violence of its rhythm. It can be reached 
only by a complex of many complementary measures. If we are to 
control the cycle, we must learn to control the introduction of a new 
technique; the demand for goods must be steadied; wo must develop 
an art of predicting business conditions; a means must be found for 
co-ordinating recently accumulated ca])ital and opportunities for 
investment; a higher sense of responsibility in making loans must be 
developed by the bankers; a feeling of responsibility must be en¬ 
gendered in the promoter; and means must be devised for checking the 
speculative mania. 

In time, as our very rapid industrial development slows up, the 
sweep of the economic cycle may be e.xpccted to be less extreme. 
Then perhaps we shall hear complaints about a prosaic age that has 
no speculative prizes to dangle before the eyes of investors to tempt 
them to take chances with unknown opportunities. Then, perhaps, 
men will point to the “golden age’’ of the past, when unexploited 
opportunities were on all sides. They may go so far as to conclude 
that our violent fluctuations in business were a small price to pay 
for our rapid industrial development. 
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i88. LABOR DISTURBANCES 

[Note. —Strained relations between labor and cat)ital of course 
serve to make industry more uncertain. No .^in^lo illustration can 
serve as an adequate inde.'i of the strained relations referred to, but 
the following table at least introduces the subjeil | 


sfkiKi-S, Establishments Involved, Siriki.ks, and I'Aieiiiyles Thrown Out ok 
Work, uy Yk.\k>, iSSi to 1005' 
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a) NTot inclutiing two strikes involving 33 tsialihslnnenis not rt-porietl 


‘From the Tu'enly-firsl Annual R(porl (1906I of the U.S. Commissioner of 
Ldhor, p. 15. _ 


See also 229. The Organization of the Labor Market 
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189. BUSINESS FAILURES 
A' 


The total number of enterprises of which account was taken, and 
the number of failures, since 1891, were as follows (Bradslreet’s for 
January 23, 1897): 



Enterprise* 

Failures 

1891. 

1,903,610 

14,240 

1892. 

1,127,424 

11,592 

■«93 . 

1,136,662 

17,289 

1894. 

1 , 120,995 

14.588 

189s. 

1,134,299 

14,374 

1896. 

1,162,048 

17,298 


The figures thus would indicate an annual ratio of failures to 
businesses of i per cent, more or loss. But these were the overt 
failures only, in which there was loss to creditors. With them should 
be considered the much more numerous cases in which the field was 
abandoned from want of success, though all debts were met. 

The effect of tire crisis of 1893, and the years of depression that 
followed, appears jrlainly in the record of failures. But it appears 
more strikingly still in certain figures as to the commercial repute of 
the bankrupt enterprises—figures which are further interesting as 
indicating how far tlie commercial agencies are successful in reporting 
the condition of the particular businesses. The failed enterpiises 
were divided into three classes, according to their rating on the books 
of the agency; and the proportion of each class in the total of failures 
was then computed thus: 



Verv Miideratc 
or No Credit 

Good Credit 

Ver>’ Good 
Lrctiil 

iK8g. 

92 0 per cent 

6 6 per cent 

1,2 per cent 

1890 .j 

91 9 

6-3 

1.6 

1891. 

91 2 

7 I 

r 7 

1892. 

93 0 

5 9 

I.I 

1893. 

69 7 

27 I 

3 2 

1894. 

71 0 

27 4 

1.6 

1895. 

72 3 

26 2 

i-S 

1896. 

71.7 

75 5 

J.8 


' Taken by permission from "Notes apd Memoranda," Quarterly Journal oj 
Economics, XI (1896 97), 317-19. 
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The proportion of failures (sliown in the second column) among 
those whose credit was good, even though not of tlie best, increases 
with the crisis of 1S93 and the succeeding years of depression. The 
shock and the trying times that followed caused the collapse of many 
enteqrriscs, most of them doubtless really unsound and hkely to 
succumb sooner or later, whose commercial rating had yet remained 
respectable, and who had been able to hold their own during the 
years of general activity and confident optimism. A similar efi'ect, 
though not so marked, appears in the somewhat larger proi)ortion of 
failures, from 1893 to 1896, among those rated as in “very good 
credit.” The whole series of figures illustrates the course of 
events preceding and following a commercial crisis: before, hope¬ 
ful speculation, and the continue<l prosecution of ill-directed 
enterprises; after, collapse, and tlie gradual and reluctant weeding 
out of the unsound elements. 


B' 


Failures Dos 10 

UmII 1) SlAIb. 

S, rh-RCENTACR 
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3 s 
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3 ' 4 
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-8 3 

so 3 
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2 0 

2 0 
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2 2 

I 3 

0 9 

I 7 

I 0 

Failure of others. ... 

I 3 

I 3 
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4 2 

0 9 

I I 
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I 4 

I-.\lrava^'ance. 
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I 2 
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3 2 

^egl^:a . 

2 0 

2 2 

' I 0 

1 3 

4 3 
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3 I 
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Competition . 

' I 0 

2 9 

I 3 

4 8 

1 0 


0 6 

1 0 6 

Specific conditions.. . 

'fi 5 

16 9 

■3 8 

20 7 

12 8 

1.4 6 

8 8 

10 I 

Speculation. 

0 8 

^ 0 7 

3 4 

2 7 

0 5 

0 9 

0 4 

3 I 

I' raud.^ . 

10 3 

10 6 

8 8 

8 9 

6 7 

8 I 

10 3 

9 9 


C* 

If then there are some who gain much, and who even seem to gain 
too much, it must not be forgotten that many others are losing. Here, 

* Taken by permission from Bradstreel'i, XLI, 53. 

* Adapted by permission from limile Vandcrvelde, Collectivism and Industrial 
Evolution, pp. 90-91 (Charles H. Kerr & Co , 190^) 
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for example, are the figures for 2,554 German corporations, tabulated 
by Van der Borght for 1891-1892: 

471 liquidated with deficits. 

888 declared no dividends. 

641 declared from o to 5 per cent. 

734 declared from 5 to 10 per cent 
149 declared from 10 to 15 per cent. 

64 declared from 15 to 20 per cent. 

39 declared from 20 to 30 per cent 
18 declared from 30 to 40 per cent. 

21 declared more than 40 per cent. 

D. Risk Bearing in Modern Industrial Society 
190. AVOIDANCE OF RISK- 

Uncertainty being regarded as an evil by practically all normal 
persons, there is a constant effort to avoid or reduce uncertainties. 
This may be accomplished in various ways, of which the following are 
important: (i) by increasing their knowledge of the future; (2) by 
employing safegiards against mischances; (3) by insurance; (4) by 
speculative contracts, especially “hedging.” We shall take these up 
in order. 

I. Risk, being simply an e.xpression for human ignorance, decreases 
with the progress of knowledge. The chief lines of progress in industry 
at the present time may be said to be those which fend to lift the veil 
which hides the future. Countless trade journals exist principally to 
enable their readers to forecast the future more accurately than they 
otherwise could. This the journals accomplish by supplving data as 
to past and present conditions as well as by instructing their readers 
in the relations of cause and effect. Our government weather bureau 
supplies weather forecasts which somewhat reduce this form of un¬ 
certainty for the farmers. Government reports of crop conditions and 
information as to diseases of plants and animals are more important 
influences in the same direction. Again the prediction as to the 
amount of ore to be obtained from a mine and the cost of obtaining 
it is today far less uncertain than ever before. Whereas formerly 
the mining prospect consisted of wild statements of the ore “in sight” 
and the time and cost required to mine it, today the graduate of a 

' Adapted by permission from Irving .Fisher, Elementary Principles of Eco¬ 
nomics, pp. 427-30. (The Macmillan Co., 1912.) 
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mining school can, through liis knowledge of economic geology and 
metallurgy, make forecasts witli some degree of certainty. 

2. Safeguards of many kinds have been invented to reduce the 
risk of shipwreck, fire, explosion, burglary, etc. A modern ship is 
built in compartments as a safeguard against shipwreck; fire escapes 
are a safeguard against loss of life by fire; safety valves against 
c.xplosions; and burglar alarms and safety (lei)osit vaults against 
burglary. 

3. Insurance consists in consolidating risks, i.e., in olTsetting one 
risk by another by consolidating in one insurance company a large 
number of chances. Relative certainty is, as it were, manufactured 
out of uncertainty. Insurance, unlike increase of knowledge and 
safeguards, does not directly decrease the risk for society as a whole, 
but by pooling these risks it has the effect of steadying the income 
of individu.als and spreading the burden of risk more evenly over all. 

4. It seems at first to be a curious fact that speculation, although 
dealing in chances, may be used to reduce chance to some persons 
who use it for this jrurpose. VVe have aheady seen how short selling 
reduces the risk to the person sold to. A buildinj' contractor when 
taking a large contract was asked whether he was not taking a large 
risk, since he could not know in advance what the costs would be. 
He replied, “No. I am taking no risks at all eveeitt on ‘hdror’; I 
have made contracts to be .sup])lied with material when neerled at 
fixed prices.” In other words, dealers h.ad sold him future building 
materials “short.” They had each assumed the risk of fluctuation 
in those .special market condttions on stone, brick, titnber, etc. .Simi¬ 
lar results follow from short sales of wool to the woolen manufacturer. 

t()i. SOME FUNCTIONS AND EFFECTS OF l.NSURANCE' 

Technical insurance is defined as that arrangement by which 
persons subject to a risk agree directly or indirectly with each other 
that tliose who escape the threatening event will make up to those 
who suffer by it the whole or a part of the loss. 

The main purpose of technical insurance is to relieve the individual 
of the burden of risk resting upon him. Asi<le, however, from the 
direct effect of technical insurance, there are certain subsidiary effects 
upon the social organism. Some of these effects are good, and some 
are unfavorable. Let us consider the good effects: (a) 'J’he decrease 

' Adapted by permission from J-jliii Haynes, “Risk as an Economic Factor,” 
Quarterly Journal of Economics, IX (1894-95), 442-46 
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of the cost of production. Under the head of producer’s insurance we 
saw that risk to the individual producer was a subjective cost, and 
that marginal subjective estimates of risk enter in as a determinant 
of objective cost. Now, technical insurance comes in, and removes 
the major part of this item of cost. The producer, in place of carrying 
a risk that is burdensome to him, pays a premium which is relatively 
light. Nowhere is this more true than in the case of marine iiisurance. 
fm.agiiie that marine insurance did not c.'tist. The shipping busine.ss 
would be carried on only by great companies possessing man\’ ships, 
so that they could get the benefit of self-insurance. It needs no 
argument to jtrove that the price of foreign merchandise would be 
much higher than now. Fire insurance is another e.xccllent example 
of this fact. This brings us directly to the next advantage of tec hnical 
insurance, which is a corollary of what has just been said. ( 4 ) It 
makes it possible for small producers to hold their own, where other¬ 
wise they would be forced out of business, (c) Technical insurance 
prevents the impairment of the productive force of society by putting 
productive agents back into their old positions after a disaster. Presi¬ 
dent Walker shows how labor may become permanently degraded as 
the result of temporary misfortune. Suppose a village whose chief 
support is a single induslri.il est.alilishment. Supiiose this establish¬ 
ment burned, with no insurance. 'I'lic employer cannot readily 
transfer himself to another place where his talents can be used so 
advantageously, and the same is true of the laborers. Both become 
discouraged, and the industrial eiriciencv of master and men may be 
forever impaired. Insurance guards against this calamity. Fire 
insurance, accident insurance, and insurance against sickness are 
efficient in the same way. Life insurance in a more direct way accom- 
[dishes the same result by keeping families together, and allowing 
the orphan children to be brought up with proper training, all of which 
results ultimately in increased productivity, (d) Technical insurance 
is an aid to credit. The practice is universal of requiring houses, or 
other inflammable property on which money is raised by mortgage, 
to be insured. Without insurance, many who now borrow freely 
from savings banks and other lenders would be unable to borrow at 
all, and olliers would borrow only at ruinous rates, (e) Life insurance 
combines what I have called self-insurance of the nature of saving 
with technical insurance. A form of life insurance which does not do 
this is conceivable, and has sometimes been tried; but the common 
form lays aside a reserve fund against the claim of each person insured. 
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This form of insurance, therefore, encourages capitalization. This, 
to be sure, is not a net gain, because a man who is insured, feeling 
a sense of security, is likely to s])eii(l that pari of his income wliiih is 
left after paying his insurance premium more freely than would be 
the case if he were not insured. Hut, as premiums are generally paid 
out of income, we may conclude with Schonberg that “ihere is gener¬ 
ally a stronger building up of priiale capital than would otherwise 
follow.” (/) The sociological and ethical elTects which result from the 
security and comfort which insurance gives are inlluences for good 

The good effects above enumerated arc not without some off¬ 
setting disadvantages. Security is good, but security as well as 
hazard may have an unfavorable effect upon industry, (ii) Inlensilv 
of effort is diminished. Make the ordinary man’s future secure 
even on a low material basis, and his energy will Hag to some e\t<‘nl 
(i) Carelessness is encouraged by insurance. Much wealth, for 
instance, goes up in smoke simply betause vigilance is rela.ced on 
account of the pro])erty being insured, (c) The greatest disadvantage 
of technical insurance is the encouragement wliiib it gives to dis¬ 
honesty. Property is wilfully ileslioyed to gel insurance, thus 
increasing the net amount of [rroperty deslrrryed and increasing the 
cost of insurance to honest men. I have been itrfoimed that where a 
mill burns in a factory village the village hotel is almost sure to follow 
The same informant stales that a prudent insurtmcc man of bis 
acquaintance makes it a rule, on learning of the burning of a mill 
in a village, to cancel all insurance held by him on the hotel. It is 
estimated that from 35 to 50 per cent of the loss by lire in the United 
States is chargeable to incemliarism. 

Technical insurance is attended with a large e.xirensc for manage¬ 
ment, and at present this is cveessive. Not that insurance men make 
greater gains than otlier business men, but there are more agents 
for all kinds of insurance companies than there is economic justifica¬ 
tion for. _ 

See also 79. The Early History of Insurance in England 

192. SPECUL.VnVE CONTRACTS 

In our contractual society, sjreculative contracts form one of the 
leading ways of transferring and ultimately of reducing industrial 
risks. These speculative contracts are so numerous and so well 
known that a simple illustration will suffice. I decide to build a 
house. A contractor assumes the task. He then proceeds to make 
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sub-contracts with the purveyors of lumber, bricks, and other materials 
to the clTect that these materials shall be delivered to him at a certain 
future time and at a certain price. The main contractor has thus 
contracted himself out of risk with reference to price changes in these 
materials. 

Our contractor has thus been relieved of much of his risk, but has 
this operated to diminish the industrial risks of society? At first 
glance it would appear that the risks have merely been shifted. The 
social .significance of the operation rests in the fact that the dealers in 
lumber, bricks, and other materials are presumably specialists who 
know in considerable detail the present and probable future conditions 
in their particular industries. They are thus presumably better 
judges of the risks of those particular cnterjrriscs than the main con¬ 
tractor, .so that when the main contractor shifts risks to their shoulders 
it probably does mean a reduction in the total risks of society. 

The foregoing illustration is typical. .A mart agrees to do a certain 
thing. He then contracts himself out of certain phases of the risk 
involved. True, the burden is merely tianstcrred to someone else, 
but presumably this someone else is a specialist, and therein is the 
social defense. 

It would be quite erroneous for us to think of the speculative con¬ 
tracts involved in trading on the organized exchanges as constituting 
the greater part of the speculative contracts of our day. The work of 
the organized e.xchanges has certain sensational elements, and volumes 
have been written upon these c.xchangcs where sentences have not 
been written upon the vastly greater vohtmc of speculative contracts 
entered into outsiile the limits of the organized e.xchange. 

Sec also ijg. Commercial Speculation. 

193 HEDGING- A EORM OF SI’ECUI,AT 1 \ E CONTRACT 
A' 

All ownershi]) of property involves the risk of loss from changes 
in value. The miller who, in December, buys wheat that will not be 
marketed as flour till April runs the chance that wheat and flour will 
both fall in price between the two dates, and so he will have to write 
off a loss. 

Speculative trading [rermits the transferring of this burden from 
ordinary owners, e.g., millers, to a special class. 

* Taken by permission from M. Taylor. Principles of Vconovnes, pp. 294-95. 
(University of Michigan, 1916 ) 
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Illustration: A milling company buys 10,000 bu. of wheat on the 
Chicago exchange, said wheat to he delivered at once for use in the 
milling business. But the milling coni])any wi^lles to confine itself 
strictly to its own business -milling axoiiling all speculation in 
wheat. It therefore wishes to shut out an\ ihance of loss hv a fall in 
the price of wheat and flour between tlie ])ur<hase of the wheat and 
the sale of the flour made from it. Accordingly, it sells 10,000 hu 
for future delivery; i.e., agrees to deliver 10,000 bu. at a definile ]irice 
three months from date. Thi.s having been done, whatewr ihange 
takes place in the price of wheat, the milling conipanv will neither 
gain nor lose; that is, whatever it gains or loses on the original pur¬ 
chase of cash W'heat will he exactly offset by an equal loss or gain on 
the future sale. 

Thus, suppose that, when the [lurchase is made, cash wheat is 
Si 00 per hu. and three-months futures Si 04. Further siqipose 
that, when the three months iiave passed, wheat is $i 04. I'mler 
these conditions, the two transactions will come out as follows: 

Cash Wheat Future 

Original cost.$10,000 Cost .^. $10,400 

Storage, insurance, etc.. . . 400 

'total cost. $10,400 

Value . 10,400 .Selling v.ihic . 10,400 

(lain or loss. $00,000 Gain or loss . $00,000 

Evidently in this case there is neither gain nor loss from the 
transactions. 

Suppose, now, that the jirice at the lime of future delivery turns 
out to he $i 00; will the result lie different? 

Cash Wheat I uiure 

Total cost. $10,400 (,'osl. . 

Value.. 10,000 Selling value. 

Loss. $ 400 (fain . $ 400 

Still again, suppose price to be 90 cents at time of future delivery, 
what result ? 

Cash \\ beat 

'I'otal cost. 

V'alue. 

Loss. 


huturc 


$10,400 ('OSL . $ 9,000 

9,000 Selling value. 10,400 

$ 1,400 Gain. I 1400 


$10,000 

10,400 
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Finally, suppose price at time of future delivery to be fi.io; 


what result ? 




Cash Wheat 


Future 


Total cost. 

. $10,400 

Cost. 

.. $11,000 

Value. 

. 11,000 

Selling value. 

.. 10,400 

Gain. 

. $ 600 

Loss. 

.. $ 600 


Thus on any price tlie element of risk from price changes is 
eliminaled. 

B- 

Uedgiiij’ may be defined as the practice of making two contracts at 
about the same time of an opposite, tliough corresponding, nature—the 
one in the trade market, and the otlier in the speculative market. A 
purchase in the actual grain market of a certain amount of grain at a 
certain price is promptly offset by a short sale in the specukitivc 
market on some large exchange of the same amount of grain for some 
convenient future month’s delivery, with a view to cancelling any 
losses that might result from fluctuations in price. As soon, however, 
as the trade transaction is terminated by a sale, the s[)eculalive short 
sale must also b!: terminated, i.e., covered by a purchase on the 
e.xchange. Both contracts are entered into at about the same time, 
and both must be terminated at about the same time if the hedger 
wishes to avoid speculation. 

In explaining this process of hedging let us consider the needs of 
a grain dealer, who, for example, purchases 100,000 bushels of whe.it 
in August at $i 00 a bushel; and who, as is a customary practice, h.as 
made this purchase with borrowed funds to the extent of 90 per cent 
of the purchase price, the banker holding the grain ])apcr as collateral 
for the loan. The banker is protected because he knows that at any 
time he can, owing to the existence of a large continuous market, sell 
out the buyer. But what shall we say of the grain dealer’s risk ? Is 
he not running a tremendous risk by buying so much wheat on a 
10 per cent margin when in the course of a week or two, owing to world¬ 
wide conditions over which he has no control, wheat may decline from 
10 to 20 cents per bushel? If there were not some way in which he 
can insure himself against such a contingency it would be doubtful 
if our large elevator companies could remain in business for any length 
of time, especially with their trade profit, under present competitive 

* Adapted by pcrmii,sion from S. S. Ituebner, “Tlie Functions of Produce 
Exchanges,” Annals of the American Acaikmy of Political and Social Science, 
XXXVin (igii), 342-49. 
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conditions, limited to one or two cents per busliel. In fact the leading 
interests in the grain business have testified before Government 
Committees that hedging is absolutely necessary to enable them to 
continue in business, and here it may be repeated that a hedging opera¬ 
tion cannot be conducted without executing a short sale. 

Now just as soon as this grain dealer purchases the wheat in the 
actual wheat market he at once gives an order to sell short on some 
e.xchange an equal amount in the speculative market for, let us say, 
September delivery. These two transactions are entirely distinct. 
The grain dealer does not intend to deliver the wheat he actually holds 
in fulfilment of this short sale. Now let us su]ii)Ose that wheat rises 
to lo per bushel. In that case he has a profit of lo cents per bushel 
on the wheat he owns, since he purchased it at $i .00. But, as we have 
seen, the price of wheat is a world price made such by the operation of 
arbitrageurs, and there is every reason to believe that if the price of 
cash wheal rises 10 cents a bushel the .Seiitember option will also have 
a rise of 10 cents, or approximately that amount. .Since the grain 
de.aler sold short an equal amount in the speculative market he suffers 
a loss on that transaction of 10 cents per bushel. The profit on his 
Irade transaction is cancelled by his loss on the p.apef transaction. On 
the other hand, supposing that wheat declines 10 cents per bushel, 
the grain dealer loses 10 cents upon his trade wheat, but the 10 cents 
lost here will be cancelled by the 10 cent rise on the .short transaction. 
In other words, whether wdieat should rise to $2 00 a bushel or decline 
to 50 cents a bushel, this dealer is always even as regards the given 
market. Whatever he makes by price fluctuations on the wheat he 
holds is lost on his i)a])er transaction and vice versa. If, when 
September arrives, he finds that circumstances are such as to make it 
necessary or desirable to hold his wheat longer, he may close out his 
September short sale in the speculative market and at once enter into 
another sale for a later month. This shifting of hedging tran.sactions 
from one month to another month is a very common practice, although 
where the jrarty interested is not the holder of a seat on the exchange, it 
involves accumulating commission charges. 

The question will at once be asked, since the dealer is always 
even, how does he make his profit? Here we must distinguish 
clearly between the trade profit and the speculative proJit. This 
grain dealer wishes to avoid speculative risks and therefore makes 
use of the speculative market for the purpose of hedging. His 
business consists in conveying his wheat, let us say, from Chicago 
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to New York, and it is in the handling and the transportation of 
the grain from this market to another market that he expects to 
make a trade profit, vvliich is the result of his knowledge of the 
business and his ability to render this particular service in com¬ 
petition with other dealers. 

The explanation given here will apply differently in different 
industries to meet the needs of those who wish to use the exchange 
for hedging i)urposes. Thus if a manufacturer wishes to buy cotton 
from a commission man before the cotton crop has matured, this 
dealer, although he may not own the cotton, may nevertheless sell 
1,000 bales of cotton short for December delivery at, let us say, ii-j 
cents, lie in'obably charged i cents because he knew that he could 
at once order his broker to buy i.ooo bales of cotton on the exchange at 
ir cents a iiound. He has thus added I- cent to the price as covering 
all necessary expenses and his trade profit. In this case it will be 
noticed that the hedging operation is the reverse of our previous 
illustration, the speculative transaction being a purchase and the 
trade transaction a short sale. Now W'hen the time comes for the 
dealer to deliver this cotton the price, owing to a severe drought, 
may have risen tA i6 cents per pound. When the lime for delivery 
arrives he will go into the actual cotton market and buy i,ooo bales 
at i6 cents per pound, and, having sold it at ii j cents i>er jtound 
he is out cents. But at the time when he buys the cotton in the real 
market for delivery he orders his broker to close his transaction on the 
exchange by a sale of the i,ooo bales. Having bought on the exchange 
at II cents, he now asks his broker to sell at i6 cents, and has a profit 
of 5 cents per pound. Having lost 4j cents on the one transaction 
and made 5 cents on the other he has his one-half cent profit. It 
should be stated again that whenever the dealer closes his tran.saction 
in the actual market he must at once also close the corresponding 
transaction in the speculative market. 

In the same way a manufacturer may be the holder of a large 
stock of finished cotton goods, or a miller of flour. He is unable to sell 
the goods and fears a decline in price. Possibly a large decline would 
compel him to saciiflce the greater part of his stock. Other things 
being equal, however, the price of the finished goods and the raw 
material out of wliich they are manufactured will rise and fall together. 
In that case the manufacturer may hedge by holding the finished cloth 
or flour and selling short that amount of cotton or wheat which is 
necessary to make the goods he holds’. Consequently if he loses on 
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Ills finished goods because the price goes down, he will make about Uic 
e(|uivalent amount on his short sale because cotton or wheat will also 
decline. Having sold short he will reap a profit ou this sale, available 
at any lime because of the e\istcnce of a continuous market. 

Even the farmers, who as a class are usually loudest in their coiii- 
[ilaints of tlie o])eration of the exchanges, aie among the greatest 
gainers through the practice of hedging. Were it not possible for 
large elevator companies and exjiortei s to hedge their hohlings of grain, 
the farmer would be unable to (luin]i his large crops, as at piesent, on 
the market within the three months of the crop moving season and 
receive cash therefor. No < l.iss of middlemen lould be induced to 
take a year’s harvest within so short a time and hold it for grailu.il 
distribution during the balance of the \ear; ;uid if any caied to be sin h 
reckless gamblers it is doubtful if bankers would caie to finance then 
operations. Without the hedging privilege elevator owners and 
grain dealers would be obliged to discount the enormous risk assumed 
in buying large quantities of grain, and, to be on the s.ife side, would 
have to make allowance for the woist lontingenrv antii ip.iteil In 
otTering the farmer a much smaller price for hisgiain than is now' given. 
It is generally maintained by the leading interests iiT the market that 
w ithout the hedging privilege farmers would get an average pi ice at 
least 10 per cent less than that prevailing today. 

In its e,sseiKe, therefore, hedging is insurance against a leal and 
ever-present hazard in business. Each leading jiroduce exchange, 
such as the Chicago Board of Trade or the Minnea|)ohs ('hamber of 
Commerce, renders in this respect a function as legitimate and useful 
as our life and fire insurance companies; in fact they should be 
regarded as among the greatest insurance institutions in e.xistence. 
They underwrite ri.sks of so dangerous a type that no piivate insur¬ 
ance company has ever vcntureil to underwrite them. Eor ti holder 
of large amounts of grain and cotton not to enter the sjieculalive 
market for hedging puqioses is to be a speculator of the worst kind, 
yes, a gambler. The risk of losing the customary small trade |)r(ifit, 
and many times more than this, must be ajiparent when we rellect that 
each year’s crop is financed to 90 per cent of its value on borrowed 
fund.s, and that values often change within a week or two by many 
times the trade profit expected. The hazard is a dangerous one, and 
the chance of a heavy loss ratio many limes greater than that con¬ 
nected with any other known form of insurance. 


See also 97. Produce Exchanges. 
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194. A CASE WHERE ORGANIZED SPECULATION WAS 
FORBIDDEN' 

Sometimes when public indignation has been aroused by the opera¬ 
tion of brokers in certain lines there have been attempts made to 
stop all transactions in tliose lines; but they have usually proved 
disastrous. In the year 1864 the large issue of paper currency had 
driven gold out of circulation and caused it to be bought and sold as a 
commodity. Much of it was in the hands of speculators. When 
its price rose more tlian 100 per cent it was supposed by the public 
that part of this increase was due to the o])erations of these specula¬ 
tors. All gold speculation was therefore prohibited by statute. 
Under the e.xcitemcnt of public opinion in lime of war this statute 
was enforced to a far greater degree than could have been done in 
peace. The effect was precisely the ojrposite of what had been antici¬ 
pated. Every man who was engaged in foreign trade had to provide 
security for being able to make gold payments in the immediate 
future, if called upon to do so. Being prevented from dealing with 
speculators, he now had to accumulate a reserve of his own. This 
caused an increased demand for gold at a time when it was unusually 
diflicult to maintain an adeejuate supply. Under two weeks’ opera¬ 
tion of the act, the price of a hundred gold dollars rose from about 
two hundred paper dollars to very nearly three liundred. So obvious 
was its evil elTcct that it was hurriedly repealed as a means of pre¬ 
venting further commercial disasters. Again, in the early part of 18O6, 
there was a rise in tlie price of gold, whicli was attributed by public 
opinion to the speculators. Their machinations were defeated, not 
by legislation, but by issue to the market of a part of the gold lying 
in the Trca.sury of the United Slates. For the moment the price of 
gold fell, and pco[)le rejoiced that the plans of the speculators had 
been defeated. But a short time later, when the war between 
Prussia and Austria caused a demand for gold in Europe, there were 
large exports of the metal, and its price rose by natural causes. The 
United States was obliged to put back, at a decided loss, a part of 
the gold which the Treasury had so unwisely issued. It turned out in 
the end that the operations of the speculators in anticipating the wants 
of the future W’ould have prevented a loss to the country, and the 
attempt of the Treasury to defeat those operations was attended with 
expense both to the government and to the mercantile community. 

' Taken by permission from A. T. Hadley, Economics, pp. ro 3 “io. (G. P. 
Putnam's Sons, tSpg.) 
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195. REDUCTION OF RISK BY SOCIAL CONTROL 

The capitalists and entrepreneurs of modern industrial society 
are continually striving to reduce their risks by the method of social 
control. In the more formal kinds of social control such as law and 
government, instances are numerous. Statistical bureaus for the 
furthering of scientific knowledge of industrial problems are set up. 
Projects for securing a stable medium of exchange are worked u])on. 
The attempt is made to stabilize our entire Imancial structure by a 
Federal Reserve act. One could not in a day enumerate all of the 
cases. In type perhaps they may be characterized as (a) prohibitive 
intervention, in which certain harmful practices arc forbidden, for 
example, the laws regarding theft; (h) mandatory intervention, in 
which it is insisted that certain acts tending to standardize and stabi¬ 
lize industrial affairs must be performed, notable illustrations occurring 
in connection with public service companies; (c) promotive interven¬ 
tions, in which conditions arc so adjusted as to make it possible for 
individuals to work under more standard and stable conditions; for 
e.xample, a protective tariff or a Federal Reserco act, or our laws 
concerning the carrying out of contracts. , 

Informal social control, as manifested in such agencies as public 
opinion and codes of ethics, is also summoned to aid in the reduction 
of industrial risks. We hear much of the moral res])onsibiIity which a 
banker should feel in conducting his operations. Advertising propa¬ 
ganda by railways and armor plate companies with the design of 
securing a more hospitable public opinion h.as not been unknown. 
Leagues are formed to educate congressmen and their constituencies 
to the wisdom, nay the necessity, of legislation of the types referred 
to above. 

196 REGULATION OF PRODUCTION THROUGH 
CO.MBIN.VnONS- 

Q. People championing the industrial and railro.ad combina¬ 
tions claim that the railroad combinations and the industrial com¬ 
binations are able to do two things: They effect such economies and 
savings in transportation and manufacturing that they are very impor¬ 
tant factors in keeping the balance of trade in favor of this country; 
and the other claim is that they are able to keep the production so even 
with the demand that there is no overproduction, and thereby they 

' From the Report of the Industrial Commission, iqoi, XHI, log 
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are able to avert panics and financial crises. I would like to ask 
you if you have any opinions on these two points that you w'ould care 
to give to the Commission ?—A. I have no doubt that both the 
propositions stated by you are well founded, if I correctly understand 
them. Take, for instance, the United States Steel Corjjoration just 
organized. That organization became an absolute necessity under 
the situation confronting Mr. Morgan. Here was the Carnegie 
Com[)any, w’hich, by the way, was not a so-called trust uj) to a year 
or so ago, but a mere co-partnership. Here this com|)any dominated 
the steel situation. It was threatening to invade the territory of all 
the other steel concerns and bring about a general demoralization of 
prices, and undoubtedly an overproduction, which would have 
thrown thousands of men out of ein]>loyment for a considerable period, 
and would have brought about in the end a devastating and ileslruc- 
tivc panic. Seeing that situation, Mr. Morgan stepped to the front 
and d<‘vised a system by which practically the entire steel business of 
the counli')' could be brought umler control, and whereby the dangers 
that confronted the country could be averted, and that company, if it 
is wiselv managed, as it undoubtedly will be, will itrove to be a regu¬ 
lator. It will sell its products at as low a profit as it is possible for 
any concern to do, because it can manufacture e heaper than any small 
concern that can com])elc with it. Its own interests will force it to 
pursue a course that will be conducive to the interests of both the 
public and the people who purchase and consume its products. It 
.seems to me that that is a case very nuu h in point in connection with 
vour question, and I think it will be of an inestimable benefit to the 
country that that combination was formed when and as it was. 

Q. Do YOU think that these combinations, being able to regulate 
or control irroduction, will have a great inlluence in averting panics 
such as we have had in the past ? -;\ I think there is no question 
about it 

Q. Do you think that idea is and has been in the minds of the 
men who have brought about these combinations?—A. I have no 
doubt of it. 
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197. DOES PRICE MAINTENANCE PROMOTE STABILITY? 

A- 

Professor Taussig defines price maintenance as “the practice 
among manufacturers of prescril)ing the prices at wliidi their wares 
shall be sold by retail dealers.” 

This definition is not a complete statement of what price main¬ 
tenance is, nor is it accurate as far as it goes. 

The first serious objection is connected \\ith his idea that the 
manufacturer alone dictates the price, lie may or he may not do so. 
Price maintenance ordinarily takes a form iji uhii h the res,ale priie 
is the subject of a contract or agreement betueen the rnamilacturer 
and one or more distributors. Eurthermore, this ordinarily is an 
agreement, not upon a price arbitrarily set, but upon one of certain 
generally accepted prices for kindred goods. This |)rice, it is sti|)U- 
lated is to be received for the goods in question upon resale. Obvi¬ 
ously the choice is not between the manufacturer on the one hand 
or the consumer on the other hand determining the price, but it is be¬ 
tween the manufacturer and one or more of the distributors in agree¬ 
ment together on the one hand, and the final distributor (or retailer) 
alone on the other. This right of the manufacturer and di.stribulor 
to agree upon the resale price is the most important element of the 
price-maintenance problem. 

Secondly, Professor Taussig implies that the |)rices to be fixed 
will be uniform and permanent. The exercise of this right may or 
may not result in the price's agreed upon being uniform in all parts 
of the country. Uniformity of prices in all markets has been given 
undue prominence in price-maintenance discussions. This is not an 
essential feature. The question of quantity discounts, the questions 
whether freight is to be included or not, and kindred problems, con¬ 
stantly arise for consideration, even where uniformity is attempted. 
Moreover, as long as there is no monopoly or manufacturer’s agree¬ 
ment on prices, price levels may change. As a matter of fact, they 
are changing constantly. In the automobile industry, for instance, 
where price maintenance has been employed by the agency method, 
the price levels have tended constantly downward. No advocate 
of price maintenance objects to this, but he does contend that the 
manufacturer and the distributor ought to have the right to agree 

'Adapted by permission from PrT. Cherington, “Dibtussion of Price .Main¬ 
tenance,” American Economic Review, VI, Supplement (1916), 199-200 
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upon the way m which prices should come down, instead of leaving 
this entirely to the final retailer. 

Furthermore, the price-maintenance agitation is concerned entirely 
with identified goods made and sold under competitive conditions. 
These facts ought to be made a part of any definition. 

These changes, if introduced in Professor Taussig’s definition, 
would modify it to read about as follows: Price maintenance is the 
arrangement by which manufacturers of identified merchandise, made 
and sold under competitive conditions, agree with some or all of the 
distributors of this merchandise concerning the price at which it is to be 
resold. 

B' 

A proper system of resale price maintenance does not aim to set 
standard price levels but to see that those price levels, once established, 
shall not lo.se their effectiveness as a basis for quality competition and 
service competition. 

From the point of view of costs and profits, a system of price 
maintenance as a protection to the public interest has distinct ad¬ 
vantages over any system of unrestricted prices. Production costs 
can best be kept down to a minimum by a careful adjustment to known 
price standards. Production profits under the conditions specified 
are competitive, and, therefore, cannot ordinarily be predatory. 
Distribution costs are materially reduced by the increased speed of 
sale which is the result of identification of the merchandise and the 
stimulation of demand by advertising. This general stimulation 
throughout the country has shown itself, in many lines of merchandi.se, 
to be a more effectual method of speeding turn-over than dependence 
upon the skill of local merchants. Distribution profits under a 
properly safeguarded system of price maintenance are kept from 
ever assuming an extortionate size. 

Unrestricted prices are not a benefit to the public at large for the 
following reasons: 

1. The sale of merchandise at unrestricted prices fosters monopoly 
as it concentrates distribution into the hands of the few. 

2. This form of competition is neither fair nor honest as the only 
aim is to secure the legitimate patrons of others with the ultimate 
end of making up losses by other sales at advanced prices. 

' Adapted from Report on Price Maintenance, by Chamber of Commerce 
of the United States, April r, rgtb. 
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3. It is neither fair nor honest because each item of merchandise 
should bear its proportion of overhead expense, and when goods are 
sold at cost or less this cannot be done. 

4. It is not fair or just to the small dealer whose distribution is at 
best limited and who therefore cannot compete. The ability of the 
business man of small means should not be handicapped and his use¬ 
fulness and success denied him because unfair methods of selling 
merchandise deny him his right. 

5. It is not fair to the manufacturer who desires to protect the 
retail price of his produce and who sees his created demand destroyed 
by reckless and unfair price-cutting. 

6. It is not just to the city or state because the concentration of 
the retail business in the hands of the few depreciates the value of 
real property which remains untenanted and of stocks that might 
be subject to taxation. 

7. It is not of advantage to the public as it denies employment 
to many who might otherwise be emidoyod in smaller stores. 

8. It is not fair to the public because it destroys the social advan¬ 
tages growing out of adequate inducements to iijventors to produce 
new goods. 

9. It is not fair to the public because it destroys the social 
advantages of such distribution conveniences as are represented 
by neighborhood stores and by small but skilful merchants. 

10. The only concerns that are benefited are those which pursue 
the methods of wreck and ruin for the small merchant, in order that the 
public may be inconvenienced and deceived in the long run. 

11. The laborer is worthy of his hire, the farmer of proper pro¬ 
tection, and the small dealer, the retailer, in like measure, tliat he may 
be able to exist. 

12. Restricted prices would tend to the prosperity of both the 
large and small merchant inasmuch as a guaranteed profit would make 
both prosperous in a deserving measure. 
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198. KNOWLEDGE AND INFORMATION IN RELATION 
TO RISK-TAKING 

A> 

The ablest bankers, merchants, and investors collect data under 
twelve headings, or on about twenty-five subjects, as follows: 

I. Buildings and real estate: (i) including all new building and 
fire losses. 

II. Bank clearings: (2) total bank clearings, (3) bank clearings 
excluding New York. 

III. Business failures: (4) failures, by number, amount of liabili¬ 
ties, and percentage of failures to number of firms in business. 

IV. Labor conditions: (5) immigration figures. 

V. Money conditions: (6) money in circulation, (7) comptroller’s 
reports, (8) loans of the bank.s, (9) cash held by the banks, (10) de¬ 
posits of banks, (ii) surplus reserve of banks. 

VI. Foreign trade: (12) im])orts,(i3) ex|)orts,(i4) balance of trade. 

VII. Gold movements: (15) gold exports and imports, (16) domes¬ 
tic and foreign exchange and money rates. 

VIII. Commodity prices: (17) production of gold, (18) com¬ 
modity ]ii ices. 

IX. Investment market: (19) stock exchange transactions, 
(20) new securities. 

X. Condition of crops: (21) crop conditions and production of 
other commodities. 

XI. Railroad earnings: (22) gross and net earnings, (23) idlc- 
car figures, (24) miscellaneous. 

XII. Social conditions: (25) political factors. 

The twelve headings already described arc arranged so they may 
be grouiied and classified under the three following divisions. These 
divisions are purely arbitrary, as every subject affects in some man¬ 
ner each of the three divisions. 

Corporations and merchants especially study: 

New building and iron production 

Bank clearings 

Business failures 

Labor conditions 

Earnings, crops, politics, etc. 

'Adapted by permission from R. W. Babson, “Barometric Indices of the 
Conditions of Trade,” Attnals oj the American Academy of Political and Social 
Science, XXXV (lyio), 5y6, 608-9 
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Bankers and others loaning money especially study: 

Money conditions 
Foreign trade 

Gold movements and foreign money rates 

Commodity prices 

Clearings, failures, politics, etc. 

.Stock exchange firms, bond houses, and investors esnorially study; 
Prices and transactions 
Crop statistics 
Railroad earnings 
Social and political factors 
All figures on mercantile and monetary conditions 


IP 

Information dealing with the metal market may be gron])ed under 
three heads, viz.: (r) sources of cuirent slatistiis; (2) trade ])a|H'rs 
publishing current information, (3) annual statistical publications 
The following are the important ones: 

I. Sources of Current Statistics 

A. United States Statistiis: 

American Iron and Steel Association, 261 S. Fourth St., Phila¬ 
delphia 

Copper Producers’ Association, No. i Liberty'Street, New 
York 

Horace J. Stevens, ed. The Copper Handbook, Houghton, 
Michigan 

The Iron Trade Review, Cleveland, t)hio 
Eni^inecrinj^ and Mining Journal, New York 
United States Steel Corporation Monthly Report of unfilleil 
orders 

Customs House returns 

B. Engli.sh and Foreign Statistics: 

Julius Matton, 25 Rood Lane, London 
Henry Merton & Co., Ltd., London 
Vivian, Younger & Bond, London 

* Adapted by permission from B D. Mudgett, “Current Sources of Infornia- 
lion in Protlucc Markets,” Annals of /fic American Academy of Poliltcal and Social 
Science, XXXVIII (tgii), 438-39. 
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2. Trade Papers Publishing Current Information 

The Journal of Cummcice and Commercial Bulletin, New York 
The Iron and Coal Trades Review, London 
The Iron Trade Review, Cleveland 
The Iron New York 
Mineral Industry, New York 
Enninceriiif; and Mining Journal, New York 
American Metal Market and Daily Iron and Steel Report, pub 
lished by the Ameiican Metal Market Co., Si Pulton St,, New 
York 

The Steel and Metal Digest (monthly), published by the American 
Metal Market Co , Si Pulton St,, New York. 

Bulletin of the Ameiiian Iron and Steel Association, 261 S. Pourlli 
St., Philadelphia 

3, Aiimial Slatislital I’ublicatioiis 

Statistiial Re pint of the Ameihan Iron and Steel Assoi iation, 2()i 
S. Pourth S.t , I’hiladelphia 

Metal Statistics, published by the Aniciiean Metal Market Co., 
81 Pulton Hi., New York 

Publications of the United Stales Geologkal Survey 
Comntcice and Navigation of the United States, |)ublislicd by the 
liureau of Statistics, Washington, D.C. 

The Copper Ilainlhook, |Hiblished by Horace J. Stevens, Houghton, 
Mil higan 

Comparative Statistics of Lead, Copper, Spelter, Tin, Aluminum, 
Nickel, (,)uicksil\er, and Silver, compiled by the Mctalsgesell- 
schaft, the Mclalluigische-Gcscilschaft A.-G., and the Berg-und 
Melalbank .Vktiengcsellsihaft, Frankfui t-am-Main, Germany 
Dircctoiy of lion and Steel Works in the United States, published 
by the American Iron and Steel Association. 

igo. Till'; KN'rRI'PRKNEUR AS A RISK-TAKER' 

The incomes which business men secure through their ability to 
adjust themselves to changes in the market, though not technically 
produced, arc yet in a sense earned. By putting their capital at 
hazard and agreeing to pay stipulated wages, rent and interest, for the 
factors which they hire, they relieve the owners of these factors from a 

'Adapted hy pcrInl^sK^n from T. N., Carver, Ths Distribution of Wealth, 
pp. 269-75. (The Macmillan Co , 1904.) 
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certain amount of risk. Even these men may lose through the failure 
of a business man, but not, under the law, until he lias lost all his own 
capital. Their risk is thcrefoic reduced b> having his caiiital placed 
in the position of greatest hazard - that is, in the ])osilion where losses 
strike it first and never reach the other tai lors until it has all been 
wiped out. Ill so far as the''e other f.ictois are made somewhat safer 
by this process they can well alTord to receive sotiielhing less on the 
average than they might otherwise receive, leaving the business mtiii 
something of a surplus in the long run to compensate him for his 
greater risk. 

This part of the business man’s profits is an.ilogous to the piolils 
of an insurance company, wliiih arc, of couise, dil'ferent fioin tlie 
premiums received. The real reward of the insuier, whether he hi- 
an ordinary business man or a (bartered insmance (ompanv, is to be 
found in the c.xcess of gains over losses. In the i asc of the iiisuraiue 
company it is the total premiums received foi assuming the i isk minus 
the losses conseriuent upon assuming the risk. Here the (|uesiion 
arises: How does there happen to be a dilTereiice? Why will the 
patrons of an insurance coniiians ])ay it more than their total losses, 
thus leaving the com|)any a jirofit ? Kvideiilly berause the risk to 
the insurer is less than to the insured. In the case of fire insuranie, 
for e.xample, the loss to the insurer in case of fire would im hide only the 
money value of the buildings and goods desiroied; but in the case 
of the insured it would also include shrunken credit and ciippled 
business. Having capital of his own, his credit is good for a certain 
amount in addition, but a part, at least, of that credit vanishes with 
his capital. More im[)ortant still is the effect of a large and suddim 
loss as com]iared with small annual payments upon his consumption 

It is evident that in the case of the business man, as was shown to 
be true in the case of the insurance company, so much of his gross 
income as is necessary to covet his real risk, or to make good his losses, 
is not to be classed as profits Only that which he wins because of 
favorable changes in the market, over and above what he loses because 
of unfavorable changes, can be so < kissed. How does there happen to 
be a surplus in this case ? It must be, as in the former case, because 
the risk to him is less than it would be to those whom he relieves ol it. 
\s compared with the laborers, it is prnb.abic that a given loss would 
affect him less seriously than it would them, 'fhe loss of any con¬ 
siderable part of their wages, which would frer|uently happen it they 
bore their own risk, or took their own chances with tlic market for their 
18 
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products, would mean serious deprivation. But there is no-reason 
for bcliov'ing that a given loss would on the average affect the business 
man less seriously than it would the landlord and the capitalist of 
whom he hires his land and capital. They are usually in as good a 
position to bear a loss as he is. But there are reasons for believing 
that the skilful business inan will exitcrience fewer losses than would be 
e.xpcrienccd by those whom he relieves of risk, whether they be laborers 
landlords, or capitalists. This is due to no actuarial princi])lc, as in 
the case of the insurance company, but to the business mati’s superior 
foresight and skill in avoiding losses. That is a part of his special 
function, and in the performance of it he can be assumed to develop 
special skill. This p.art of his income is, therefore, due to the fact 
that he is able to avoid losses more effectively than the others whom 
he relieves of their risks. Even if he pays them what they might be 
e.xpected to earn on the average and in the long run -counting the 
losses with the gains resulting from fluctuations of the market and 
other fortuitous circumstances by so managing the busine.ss that the 
losses arc reduced and the gains increased, the business man will find 
himself in the iiossession of a surplus without having robbed or out¬ 
bargained anyone. This means that this part of his surplus is due to 
the fact that he is able to reduce the risk which he assumes below that 
which the others would have had to carry if he had not relieved them. 

But even if the business man is not able to avoid losses more 
successfully than the others whom he relieves of risk, he may still 
secure an income through his function as a risk-taker. The owner 
of any factor of production will ordinarily accciit as hire something 
less than its average marginal product, on condition that he is relieved 
of risk. _ 

See also loo, The Enterpriser. 

326. 'i'hc Entrepreneur and the Capitalist. 

327. 'I'hc Functions of the Entre|)reneur. 

328. Is the Entrepreneur .Active or Passive? 

200. THE RISK THEORY OF PROFIT' 

[Note. —'I'he following statement is designed to show on what 
grounds some writers regard profits a return for risk-taking.] 

First, the distinguishing peculiarity of the entrepreneur is not that 
he is a co-ordinator, but is to be found in his ownership of the product. 

'Taken by permission from F. B. Hawley, “The Risk Theory of Profit,” 
Quarterly Journal oj Economics^ VII (1892-93), 478-79 
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Secondly, as the ownership of the product implies that the con¬ 
tinuance of risk and the in<lctermiMation of the amount of tlie residue 
are al\va\s coexistent, the rc^iiluc ol tlie product must constitute tlie 
reward for risk, and the only possihic inducement to incur risk. 

Thirdly, that the mere calculation of the subjective value of a risk 
docs not make such value a constituent of cost—to become a cost 
the anticipated loss must be actually sutTered or tlie risk itself trans- 
ferreil to another with a consideration; that such a transfer is simple 
the division between two undertakers, both of the risk itself and of 
the residue of the product, which is its reward, and that the insurer 
of a risk, despite his receiving a specilied sum for taking it upon him¬ 
self, nevertheless looks to a residue for his remuneration. 

Fourthly, no one ever assumes a risk [or a consideration only e<iual 
to its subjective value to himself, when he can get more for doing it. 
Ilis subjective valuation mai ks the limit below which his anlici])alions 
of reward will not go, but the amount he will exact is reallv deter¬ 
mined by the subjective valuation his would-be com|)etitor, jusi 
deterred from assuming the same risk, places upon it, allowance being 
made for the special facilities posscsseil by each. 

Fifthly, that the excess allordeil by the residue bver the under¬ 
taker’s subjective valuation of his risk is a monopoly gain and a part 
of the profit of the entrepreneur, but is not a fundamentally disliiut 
foim of income, being only an increment or augmentation of llie 
reward for risk, because the influence of monopoly is distributive 
rather than productive. 

Sixthly, that not only such things as have present value and are 
capital can be risked, but akso things of present value that are not 
capital, such as land, and things of only ]>ros])eclive value, such as 
wages, salaries, and interest yet to be earned, and even reputation. 
Industrial venturing is not, therefore, the peculiar and exclusive 
function of the ca])italist; and, even when capital is ventured, the 
venturing of it is a function of its actual possessor, the cntrejireneur, 
and not of the mere claimant, which the ca|)italist is. 

Seventhly, that enterprise, or risk-taking, is to be ranked along 
with land, labor, and capital, as one of the four fundamental divisions 
of the productive forces, and profit, its reward, is to be classed with 
rent, wages, and interest as one of the four radically distinct forms 
of income. 



CHAPTER IX 

THE WAGE SYSTEM AND THE WORKER 

A. Problems at Issue 

“The worker” is here used in the popular sense of the term, 
meaning the wage-earner. In the language of technical economics 
the term sometimes has wider significance, including, for example, 
the i)hysirian, the law'yer, and many others. But for our present 
purposes “worker” means the dependent worker—dependent, that is, 
ui)on an employer for his hire. 

When the discussion is thus narrowed to the dependent worker, it 
is apparent that he is, to a considerable extent, subject to the risks 
and uncertainties of capital. If the position of capital is insecure, the 
worker will be insecure in his emjjloyment and thus his livelihood 
is uncertain. Notwithstanding the fact that the entrepreneur serves 
as a sort of insurance concern for the worker, as was seen in the pre¬ 
ceding section; notwithstanding the fact that the large indirect costs 
of modern industry bring some pressure upon the entreirreneur, in 
a period of waning demand for the jrroduct, to retain his workers 
longer than was the case under the domestic system, it still remains 
true as a broad generalisation that the worker is liable to suffer from 
the uncertainties in which cairilal and management find themselves. 
It matters not at all that the worker has had little, if any, part in 
bringing about the slate of affairs which has caused these uncertainties. 

And there are other uncertainties for the worker even when capital 
is c|uite secure. Industrial accident, occupational disease, fatigue, 
inadequate wage, inadequate opportunity, are all po.ssibilities and 
in thousands of cases they become actualities. These uncertain¬ 
ties arise in part from the nature of the techirical processes of 
modern industry; in part from the position in which the worker finds 
himself in industrial society; in part from inadequate and at times 
even hostile social control. 

The evils of the situation are countenanced by no one. Opinions 
vary concerning the proper corrective measures. We are not now 
concerned in passing Judgment upon these measures. Much more 
study should be undertaken before we should attempt such a thing. 
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Our present task is to see the situation, appraise the causes, and take 
cognizance of the structures arising in our society to meet the case. 

It must not be sup[)oscd that there is notliing but evil in the situa¬ 
tion. There are many clement.s of certainly and sec urity. Then, too, 
many of the matters open to critic ism are not really constituent [carts 
of the wage system, properly understood. Indeed they are some¬ 
times directly antagonistic to it. Professor Fetter has delined the 
wage system as “the organization of industry wherein some men, 
owning and directing capital, buy at their competitive value the 
s.Tviccs of men without ca|)ilal.” A moment’s rellection will .show 
that it is not an essential pact of the wage system that the [cartie- 
should be unequal in the conijcelilive sliuggle. Quite the reverse. 
.■\s Fetter says “the typical wage system would be one in which all 
such hindrances were lacking, in which there were no social or political 
limitations on free competition e.xcept such as would help in educating 
and training the worker.” 

Are we, in our [cresent wage system, developing social classes or 
are we merely developing ever-changing [clastic socied groups? 'I hi 
best opinion inclines to the latter view, but the situation is well 
worth canvassing so that we may have some aicicreciation of the 
f.ictors making for and against rigidity in social stratification. 

QUESTIONS 

I. What interest has society at large in the status and progress of the 
worker? On what possible grounds could one advocate a fair living 
wage for workers? Could it at all be urged from the [loint of view of 
society as a whole ? 

2 “The worker is the victim of .all the causes of insecurity aficeting 
capit.al and has others peculiar to his own lot.” Is this true ? What 
arc some of those peculiar to his own lot ? 

3 'l ire insecurity of labor has been ascribed to one or more of the following, 
(a) the machine system; (Q production on a large scale; (c) pecuniary 
competition; (d) the sensitiveness of modern industry; (c) the scheme 
of prices; (/) the rhythm of the business cycle, (g) the rapid develop¬ 
ment of technique, (/t) dc[>cndence upon distant and future markets; 
(f) specialization. .Are these points well taken ? Do they make for 
insecurity of capital ? 

4. People talk of the labor problem Is there really a single labor problem ? 
If so, what is it ? 

5. Presumably one thing in which we are interested is that of having as 
large and efficient a lalxir force as possible in order to do the work society 
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needs to have done. Is a waste of labor power involved in (a) the care 
of the sicl' ? (6) the care of persons too young to work? (c) tlie care of 
persons too old to work ? (^/) compulsory sc1i<m>1 attendance ? (f) prema¬ 
ture death? (/) militarism? (g) dehaiklicry^ 

6. May the problems of unemployment be expected to become less acute 
if the pecuniary organization of society is perfected ? If the rhythm of 
the trade cycle is Icsbcned ? if our tarilT policy becomes more stable ? 
if the railroad systems are brought under government ownership? if 
regulated monopoly displaces com[>etition quite extensively? if the 
volume of immigration is reduced? if the government prescribes con¬ 
ditions of employment and rales of wages? if collective bargaining 
becomes universal ? if industrial development proceeds at a slower rate ? 
if society adopts socialism? 

7. What arc the causes of unemployment ? What is meant by saying its 
consequences are cumulative? 

8. Has machinery increased or diminished unemployment? 

0 “It is worth noting that a change in industrial structure is not in itself 
a cause of unemployment. It may cause a man to lose his last job, 
it docs not explain what prevents him fiom gelling a new one.” Assume 
this to be true. What docs prevent him from getting a new one? 

10 “Industry today is mobile. For any agent in modern iiulusiry to Ijc 
reasonably secure it must therefore be mobile, but mobility is, by force of 
circumstances, forbidden the worker.” I'A'amine this position. 

11. “The machine technology covers so small a fraction of the life-history 
of mankind that its discipline has not yet produced a mechanically 
standardized race.” What does this mean? What of it? 

12. Are you inclined to attribute the nervous breakdowns so frequent in 
modern industry to machine industry or to the gain spirit applied to 
machine industry or to something cKc ? 

13. “Responsibility for industrial accidents and even for industrial con¬ 
ditions is largely social. The responsible individual cannot be isolated ” 
Explain. 

14. “Society, not the worker, is responsible for industrial accidents, occupa¬ 
tional diseases, etc. Then let society bear the loss. Why punish tlie 
employer?” Examine this position. 

15. Wherein do the forces of demand and supply operate in peculiar ways 
with respect to labor? 

16. “Formerly the workman owned the instruments with which he worked. 
Today the instruments are all owned by another class, the capitalists. 
Now, since without instruments the workman’s labor-pow cr is useless, he 
is obliged to accept such wages as the capitalist may dictate, even 
though these are far below what the laborer produces.” Write out the 
converse of this argument showing'that the capitalist is at the mercy 
of the laborer. Is either statement correct? 
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17. What is meant by **the insecurity of the laborer due to intense compe¬ 
tition ” ? 

18. Characterize the “wage contract” from titc point of view of securit\ 
of the worker. 

iq. Draw up a list of reasons why the employer is hi c\y to have a superior 
position in the barg.u'iiing rel.ilion. Wh.it of it? In .v> far as evil 
consequences result fiom this situation, are they e\il eotisequenees 
to the worker or to society at huge? 

:o. \\ hat effect has the transfer of tlu'uj^ht, skill, and inteiligence from the 
worker to the machine and to management had upon the snuiily of 
the worker’s position ? 

It is sometimes said that the greatest dilhculty willi the situation m 
which labor finds itself is that its uiueilaimies and inse(Uiitieb are 
cumulative. What does this mean? Does u seem tine to you? 

22 W hat is meant by (c) the law of negligence, (i*) tlie dot 11 me of a -.-lUined 
risks, and (t) the fellow-servant doctrine ? \\ hy are these positions so 
criticized today ? Weie tiiey ever satisfactory ? 

23. It has been said that tlic laborer has not been relieved of his uiuer- 
taintics as adequately as has been capital thiough the ageney of s*Hial 
control. Is this prol)ablc ? 'I'eliwhyyou think it probable that mat¬ 
ters have w'orked out in this way. . 

:4. Many people complain concerning the situation wludi “fiecdoin of 
contract” has placed upon tlic worker Just what is the meaning 
of “freedom of contract”? Wherein has it ditfuulties fur the 
worker ? 

:5. “The right of a person to .sell liis labor u[>on such teims ;is he deems 
proper is, in its essence, the same as the right of the pun !m .er of labor 
to prescribe the conditions ujwn which he will a(((‘pt sui h labor from 
the person offering to si'll it. In all paitnular^ tlie employer and the 
employee have equality of ligdit.” D this “equahly of light” a reality 
or a legal fiction? Does it benefit one of tlic two jiailies more than 
the other ? 

26 “Our great trouble is the lack of organization in the labor market The 
market for corn, cotton, steel, etc , is highly organized, d'hat for labor 
is highly disorganized. If it were well organized most of the elements 
of insecurity of the worker would disappear.” Why has the market 
for labor remained unorganized as comj)arcd with that for cotton? 
What concrete things would make for organization of this markit? 
Would it accomplish what is lie.''c claimed for it ? Is organization of the 
labor market synonymous with organizc<l labor? 

27. Are there any motive forces which tend to bring about the regularization 
of indu.stry through action by individuals? 

28. Just how does regulation of (nit[)ut by the employer tend to stabilize 
the position of the worker? 
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29. “Because of the delicate pecuniary organization of society the conse¬ 
quences of a failure of the industrial machine at one point are dissi¬ 
pated through the whole of the economic order. Thus the burdens of 
economic insecurity are much smaller than they would be under a non- 
pecuniary organiz.ation.” Can you support this statement? 

30. Would it be correct to speak of the civil-service movement as one in 
the direction of guaranteeing greater stability of employment? 

31. Draw up a statement of the function of social insurance. 

32. “Society pays pensions to persons wounded in war. It should be 
equally willing to pay pensions to those wounded in providing society’s 
daily subsistence.” Is this a sound argument? 

33. “Industrial insurance is no solution of the problems of economic insecur¬ 
ity. It substitutes for an analysis of those problems an accurate 
accounting of industiial risks, for an attcm|)t at solution an endeavor 
to distribute the risks with the minimum of burden.” Explain fully 
Do you agree ? 

34. In what ways is it charged that immigration increases the insecurity of 
the position of labor. Docs the argument apply primarily to skilled or 
to unskilled labor? It has been argued that heavy immigration tends 
to lower the standard of living of the worker in this country. On 
what grounds,is this stated? Suppose it is true, what dilTcrencc does 
it make to the worker? What difference does it make to socieiy 
at large ? 

35. “The worker can never be secure until he is safeguarded ag.iinst (a) im- 
employment; (6) industri.d accident; (c) sickness, (d) poverty-stricken 
old ,agc; (c) inadequate livelihood. This cannot occur under a pecuni¬ 
ary organization of society. Such an organization has been am|)lv 
tried. It h.as abundantly established its inadequacy in the face of such 
difficulties.” IC.vamine this position 

36. “Nothing short of control of population will suffice as a solution of the 
Labor problem.” Why docs the writer say this? What does control 
of population mean ? 

37. Draw up in outline form a statement of the relation of vocational 
guidance to the security of the worker. Do the same for employmeni 
bureaus. 

38. “I have solved the labor problem so far as my own factory is concerned 
I pay my men a rate of wages somewhat higher than they can get 
elsewhere. For them I have provided recreation facilities, sanitary 
conditions of employment, and a bureau of vocational guidance. Any¬ 
one else can solve the labor problem, if he docs as I have done.” If all 
employers should follow this employer’s example, would the problem be 
solved ? 

39. If “employer’s liability” is deemed advisable, should the law be made to 
apply to miners, factory operatives, machinists, locomotive engineers, 
drug clerks, errand boys, household servants? 
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40. “Vocational education means an increase of labor efficiency and thus 
an increase of wages.” “Vocational education means an increase of 
efficiency which means fewer laltorers can do the same work and thus 
wages will go down.” W'hat is your opinion of this matter? 

41. “Industrial success is personal, not social. The e\istmg social system 
is not keeping men at the bottom. It is their own personal deficien¬ 
cies that keep them there.” Give reasons for or against. 

42. What is your present conclusion: Are low wages caused by low standards 
of living, or are low standards of living caused by low wages? 

43. What is your present conclusion: .\rc low wages caused by inefficiency 
on the part of the worker, or is incfiiciency on the part of the worker 
caused by low wages ? 

44. “The enactment of a minimum wage for unskilled labor would probably 
lead to the following results: various evasions of the law; substitution of 
more efficient for less efficient labor; incrc.ase in the use of machinery, 
increase in unemployment.” Give arguments for and against tlie 
probability of these things hapiiening. 

4v It is sometimes said that labor it.self would gain nothing by the intro 
duction of the minimum wage. It is argued that the increased wage 
would result in an increased iirice of the [iroduct made tiy this labor, 
and since labor is itself the main consumer of its products, the apparent 
rise in money wage would be oflset by the rise in prices. What is your 
own opinion on this matter? 

if) “The increased wages will in all iirobabilily come from the parts of the 
incomes of capitalists which otherwise they would save. Thus the 
proposal is likely to lead to a decrease in the amount of capital and a 
tendency,in consequence, toward a lower rate of wages in the next gencia- 
tion. This tendency is likely to prove cumulative.” Do you agree r' 

17 Some people think one of the great dilhuilties in connection with labor 
problems is that the incentives which labor liad in former days have 
been taken away by the consequences of the Industrial Revolution 
Make out a list of the incentives labor had in the days of mediacv.d 
industry in England. What ones of these have been taken away by the 
Industrial Revolution? Have any new incentives sprung up to take 
the place of the old ones ? Is the wage the only incentive today ? 

48. Why do employers engage in welfare work ? Is it to furnish incentive 
to labor? Is it on humanitarian grounds? Is it because it pays? 
Arc there other possible re.isons ? 

49. “Wages will take care of themselves if in some way we can diminish the 
numbers of those desiring employment in poorly paid occupations ” 
Do you agree ? Is the proposal one which should be carried out ? 

50. Why do unions attempt to establish the principle of uniformity with 
respect to wage rates, hours pf work, and conditions of employment 
generally in a trade ? 
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51. Strikes, boycotts, blacklists, and picketing sound like militant matters 
which would be unsettling to industry. What can anyone mean by say¬ 
ing that they are devices being used to bring about stability ? 

52. Some people believe that the labor problem so CiJled will be solved by 
keeping hands off—by letting competition work itself out. Trade 
unionism, tliey believe, will interfere with the workings of competition 
by setting up a labor monopoly. W'hat do you think of this position ? 

53. Look up the meaning of “profit-sharing.” It is urged as one of the 
devices which might be used to give greater security to the worker. 
Is it really a device to give him security or to increase his productivity ? 
Is it likely to work well in cither event? 

34. “Profit-sharing solves the labor problem by giving the employee a 
pecuniary interest in the business.” “Piofit-sharing is an attempt to 
bribe labor with small amounts of stock to aixept the capitalist’s view¬ 
point and philosophy.” Where lies the truth ? 

55. What are the defects of co-operation as a solution of the labor problem ? 

56. “The l.ibor proliicni can be adequately and finally solved without the 
use of cumbersome legislative methods. Use the universal priiuiplcs 
of justice. (live both employer and employee wliat is right and the 
problem is solved.” What are these universal principles of justice? 
W'ho would apply them? Is this means adequate? 

57. Draw up a list of tlie elements of security in the position of the worker. 
Compare the situation with that of 1300. 

58. What is meant by the e\|)ression “deiuocraey in industry.” Does it 
seem to you a iiractieal projiosal or is it merely Utopian? 

59. Just what is llie mech.imsm of the pl.in of the sociali.sts to give greater 
security to the worker? of the syndicalists? 

60. Draw up a list of the structures or devices which arc designed to meet 
the dilficulties connected with the position of the worker in our wage 
system. W'hat ones of these structures or devices involve little or no 
change in the present organization of society? W'hat ones involve 
much ch.uigo? W'hat ones are emerging as a result of action by the 
laboring class ? W'hat ones as a result of action by employers ? What 
ones as a result of action of society as a whole ? 

61. For the sake of the argument, assume that, in the net, the position of the 
worker is uncertain and insecure and that it must remain so under our 
present oigaiiization of society. Does the acceptance of this position 
commit you to a belief that the present organization should be done 
away with ? 

62. It is generally said that class consciousness has developed quite slowly 
in the United States. Can you give any reasons why this would be 
true? 

63. May it be true that interests are fundamentally harmonious and that 
class conflict is due to lack of understanding of common interests? 
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64. “For a class struggle to exist in society there must be first a class 
inequality, and second the outlets must be closed whereby the strength 
and ferment of the inferior class have been permitted to escape.” 
How far do these conditions exist in the United States ? 

65. “A state has been reached where the proletariat cannot attain its 
emancipation from the sway of the exploiting and ruHng class—the 
bourgeoisie—without at the same time, once and for all, emancipating 
society at large from all exploitation, oppression, class distinction, and 
class struggles.” What group of people is likely to believe this? 

66. “Social life is an extremely complex thing. One belongs, not to a single, 
but to many, different groups. In America, therefore, tiicre can be no 
such thing as a group or a class viewpoint.” Illustrate for individuals 
in the middle class. Does the conclusion apply to the proletariat ? 

67. Why do employers generally talk in terms of national and social welfare 
and laborers in terms of group and class welfare? 

6S Sketch as clearly as you can the general attitude of the employer upon 
the constitution, the courts, government control of industry, the Chris¬ 
tian religion, vucation.i! ediKaiion, trade unionism. Sketch the atti¬ 
tude of liie worker 

<)() “Talk of class conflict is nonsense. The inlcresis of labor and capital 
are fuiulamentally harmonious” “Class conflict i^ inevitable. The 
interests of labor and cajiital are fuiulamentally antagonistic.” Which 
is true? Is cither true? Can both be true? 

70 If a real basis of conHict exists between two groups, who is to decide 
uhat is “rlglit”? Is there a “public” that can do so? 

71. Are there two distinct classes, a laboring and an employing class? If 
there are not two distinct classes, is society divided into some other 
definite number of distinet classes? 

:: “ The tests of relative income fails utterly to furnish a standard for 
distinguishing classes.” Why or why not? 

73 Assume that you arc a business manager. Arc there any cases where 
your policy will depend u{)on your theory of classes ? Can you imagine 
a business having in some of its parts, a certain organization because 
the manager has a given theory of classes? 

74 Assume that you are a statesman. Are there any cases where your 
policy will depend upon your theory of classes? 

75. Social insurance is urged. IIow will the project be regarded by the 
extreme socialist? By the extreme classical economist? Could they 
reach the same practical conclusion ? If they did, would llicy do so by 
following out the same hypotheses with respect to social classes? 

76 Assume that classes do exist. Does our discussion lead to the conclusion 
that the existence of classes is an evil thing? 

77. Suppose that classes do exist and that their existence is an evil thing 
What can we do about it ? 
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B. An Introductory Survey 
201 . THE WAGE-EARNERS' 

Let us recapitulate. We have excluded, first, the employing class; 
second, all who, having possession of the agencies and instrumentalities 
of production, whether agricultural or mechanical, are not dependent 
on others for the opportunity to produce; third, those who, though 
not owning land, lease it, whether under the protection of law or 
subject to all the hardships of competition. These successive exclu¬ 
sions leave us the employed class, whether in agriculture or manu¬ 
factures. From this we further exclude all who produce on shares, 
and all who are paid or subsist out of the revenues of their employers. 
We have left the wages class proper, including all persons who are 
employed in production with a view to the profit of their employers, 
and are paid at slijjulated rates. 

But though the wage class includes but a fraction of humanity, it 
is large. Of the eighty millions of English-speaking people, three- 
fourths probably, two-thirds certainly, subsist on wages. 

202. LABOR CONDITIONS AND TROBLEMS 

(Note. —This is an outline of Professor Hoxie’s course on Labor 
Conditions and Problems. It is presented as a means of showing 
something of the scope of the topic we are considering. The outline 
will repay careful study.) 

.■\ The Fukdamentai. and General Conditions of Labor and Social 

Welfare 

i. The rights or the legal status of labor and the employers 

a) Rival theories of law and rights 

(1) The laissez-faire theory 

(2) The sociological theory 

(3) The absolutistic standpoint 

(4) The evolutionary viewpoint 

b) The general right to the freedom of contract 

c) The wage contract 

i) The rights of bargaining 

(i) Competitive rights 

(0) The right to work where, when, and for whom he pleases 
(t) The right to quit work 

(c) Rights as to wages and conditions of employment: wages; 
hours; dangerous work; unsanitary work; the right to 
maintain a nuisance 

' Adapted by permission from F. A WnWier, The Wages QuesIion, pp 210-17, 
(Henry Holt & Co., 1891.) 
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(a) The rights of combination 
(a) General 

(i) The right to bargain collectively 

(c) The right to strike 

(d) The right to persuade and picket 
(c) The right to boycott 

(J) The right to blacklist 

e) The right to compensation for death or accident 

(1) Contracting out 

(2) Assumption of risk 

(3) Employers’ liability 

(4) Workingmen’s compensation 
0 The employers’ right to discharge 
g) The employers’ right of discipline 
It) Property rights of workers 

(1) In general 

(2) Employers’ lien 

(3) Debt and the right to the tools of the trade 

The legal and economic strength of the workers as compared with the 
employers 

a) The advantages of the enrployers as conferred by; the ownership 
of the means of production; the waiting power of the individual, 
industrial combinations; employers’ associations; the ability to 
employ legal talent; the theory of the law and the attitude and 
applications of the courts; the protection of police power; strike¬ 
breaking agencies; labor “oversupply” and the competition of 
laborers, political control; the effects of machine industry; the 
spy system; blacklisting 

f>) The advantages of the employees as conferred by: combination, 
monopolistic organizations; strikes; violence; boycotts; the spy 
system; sabotage; political control; the general theory of price¬ 
making; agencies of the state for industrial control and the dis¬ 
semination of knowledge 

() The general outcome: as to skilled and organized labor; as to 
unskilled and unorganized labor 

The “efficiency” of the workers 

a) The general relation of “labor efficiency” to the welfare of labor 
and society 

b) Factors determining “labor efficiency” 

(i) General and social; resources; transportation; goods, mar¬ 
kets, and market organization, commercial and financial 
organization; the state of the industrial arts—the general 
effects and tendencies of the machine industry; public health; 
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organization of the labor market; the number and general 
quality of the workers as determined by the birth-rate, 
eugenic ideals and conditions, immigration 

(3) Shop conditions: management, organization, and efficiency; 
sanitation and safety; vocational adaptation; education and 
training, covering apprenticeship, industrial education, etc.; 
specialization and monotony; fatigue and its determinants 

(3) Home life, standards of living, general character, and outlook 
of the workers 

(4) Leisure and recreation 

(5) Temperance 

(6) Criminal, reformatory, and welfare agencies 

B. Specific Conditions and Problems affecting Labor and Socml 

Welfare 

I. VV'oman’s labor 

а. Chilli labor 

3. Convict and padrone labor 

4. How workers are trained and fitted for work before entering upon it; 
public-school training generally; industrial education (trade schools, 
continuation schools); effects upon workers 

5. How work is secured: miscellaneous application; newspaper adver¬ 
tisements; shop bulletins; friendly intervention; private employ¬ 
ment agencies; public employment agencies; advanced methods and 
problems of vocational selection 

б. The organization of the shop 

0) Managerial organization: ordinary; functional; material and 
mechanical conditions 

b) How workers are organized for production in the shop: individual 
work and direct responsibility; gang work; sub contract or 
sweating work; the padrone system 

7. The government of the shop and shop discipline: autocratic rule; 
democratic rule; the presentation of complaints and the considera¬ 
tion of grievances; discipline—lining and docking, discharge, rec¬ 
ord-keeping and blacklisting 

8. The character and amount of work required: classification of work 
and workers; the determination of speed and output; methods of 
work and task-setting; methods of determining and enforcing speed 
and output; the determination of quality of work and output 

9. The adaptation and training of the workers in the shop: the assign¬ 
ment of the worker and the determination of his fitness for the work; 
apprenticeship; special instruction and training in the shop; effects 
on the workers 
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10. Wages and wage determination 

a) Wage factors: base rates; special rewards such as overtime work 
and pay, bonus payinnUs, p)rcmium payments, profit-sharing 
dividends, co-operatiun awards, special awards for suggestions 

b) Modes and times of wage jiaynients: their character; their 
determination; their elTccts on the training of workers, on the 
efficiency of workers, on the speed of workers, on the liealth of 
workers, on the \\ages of workers in relation to efficiency, on the 
character viewpoint of the workers 

c) The cutting of wage rates: methods; effects; conditions neces¬ 
sary to prevent 

d) Who determines wages 

e) Methods by which wages are determined: arbitrary authority, 
competition; custom; individual bargaining; collective bargain¬ 
ing 

f) General forces affecting wages: industrial and financial conditions 

g) Extent and variation of wages: dill'crent classes of workers; 
dilTcrcnt occupations 

h) 'The minimum wage: actual; the socially tolerable; the problem 
t) The general jiroblem of wages and wage payment 

11. Hours of labor 

a) Actual: general; occupational; women and children 

b) How dctc'rmined 

c) Effects as above 

d) The minimum working day: actual; the socially tolerable maxi¬ 
mum, the jiroblcm 

12. v^pccializatiun of work: extent, caul's, tendencies, effects on out pul, 
quality, ancl the workers, nionolony, c apiabilily, spinlual and social 
elTccIs 

13. Advancement and pioniolion significance, opporluiiilirs, mcliiods 

14. Security and continuity of emidcjyment: the turnover of labor; bow 
dctcrminecl in the shop; geiietal f.ietcjrs affecting, the problem 

15. Sanitation, comfort, and safety, facts; causes, remedies 

16. Accidents and industrial diseases: extent; causes, cfTects, responsi¬ 
bility; remedies for; private industrial insurance (co-operative and 
business); slate control (legislation, inspection and administration, 
punishment); compensation, ineluding employers’ liability, working- 
men’s compensation, state insurance 

17. Special conditions and evils of particular occupations, c.g., messenger 
boys 

18. Unemployment: seasonal, oeeupational, general 

19. Standards of living, and living conditions of the workers: food, 
clothing; housing; recreation; causes; effects; the problem 
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JO. Betterment programs: the laisses-faire ideal; the trade-union program; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers' 
welfare work 

203. FXONOMIC INSECURITY OF THE WORKERS' 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus¬ 
trial “hand,” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 

po, sscssion, and made his position permanent, lie and the land formed 
an inseparable industrial unit: there was always something for him 
to work with; what he produced he had, 'J'he problem of want might 
indeed confront him; hut it was associated with a raid of an alien 
feudal lord upon his manor or the failure of the elements to grant a 
full yield from the earth. The group to which ho belonged was 
establi,shed upon a “personal” basis, and was possessed of a spirit of 
solidarity, lie possessed as long as they possessed. 

In modern industrial society, on the contrary, there is no perma¬ 
nent association of the laborer with the instruments of production, 
lie secures cc|uipmcnt with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no C(|uities in the property with which he works. When the 
contract expires, it need not be renew'cd. No other property owner 
is compelled to make a new contract with him. The bail of higher 
wages, drawing him from place to place, is likely to prevent his identi¬ 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial [lowers, 
which may be partially impaired or even totally collapsed, from 
accident or sickness to which he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

' Adapted by permission Irom W. H. Hamilton, Current Economic Problems, 

pp. 515-17. (The University of Chicago Press, 1915.) 
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This larger problem involves several minor problems, very 
closely connected, and yet possessed each of its peculiar aspects. 
Unemployment, perhaps the most dilhcult of these, is closely a<ssoti- 
ated with the short-time contract. With changing business condi¬ 
tions, the employer, who is dependent upon pecuniary returns, may 
find it impossible to renew old contracts. Changes in tcchnicjue, 
the disappearance of his market, and a thousand other causes may 
contribute to this result. It is rendered more serious by the ebb 
and flow in the demand for labor, which is closely associated with the 
rhythm of the business cycle. Unfortunately the supply of laboi, 
unlike currency, is not possessed of the necessary elasticity to meet 
the changing conditions. The risks are too unpredictable for insurance 
to become more than a palliative The solution of the larger problem 
is, in general, associated with that of the other problems of the cycle. 

Industrial accidents occur because we have not yet learned abso¬ 
lutely to control the dangerous natural forces which we have pent up 
m our machines, and because we have not learned pro|)erly and 
exactly to adjust our movements to these huge engines of pioduclion 
.uul destruction. In general their causes are resident in the system as 
a whole and cannot be directly imputed to “individuals.” Unfoi- 
tunately, howexer, their consequences may be quite concentrated. 
I'hey are no respecters of persons, and arc as likely as not to rob of 
their prodiictix’c abilities laborers who have families dependent 
upon them. The problem involves: first, a prevention of industiial 
accidents, attended as they are with great losses of productive power; 
and second, the devising of some legal measure to compensate the 
injured and innocent parly for his loss. 

Sickness and old age arc serious social problems. The former, 
through the absence of the laborer and the breaks in the productive 
process, which his ab.sence entails, piles up huge economic costs. 
Unless assistance be rendered at the time of strc.5s, sickness may 
lead to a great loss of productive power and in many cases to perma¬ 
nent dependence. Provision for old age, under short-time labor 
contracts, is difficult and rarely is adecpiate. But, even if individually 
made, there is grave doubt whether the saving involved docs not 
deplete the income to such an e.xtent as .seriou.sly to cripple efficiency. 
At any rate the feeling of insecurity is likely to hinder the laborer's 
performance of his work, A scheme of insurance should be able greatly 
to reduce the wastes incident to both of these universal occurrences. 
What is needed is a long-time cafculation, based on the whole life of the 
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JO. Betterment programs: the laisses-faire ideal; the trade-union program; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers' 
welfare work 

203. FXONOMIC INSECURITY OF THE WORKERS' 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus¬ 
trial “hand,” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 

po, sscssion, and made his position permanent, lie and the land formed 
an inseparable industrial unit: there was always something for him 
to work with; what he produced he had, 'J'he problem of want might 
indeed confront him; hut it was associated with a raid of an alien 
feudal lord upon his manor or the failure of the elements to grant a 
full yield from the earth. The group to which ho belonged was 
establi,shed upon a “personal” basis, and was possessed of a spirit of 
solidarity, lie possessed as long as they possessed. 

In modern industrial society, on the contrary, there is no perma¬ 
nent association of the laborer with the instruments of production, 
lie secures cc|uipmcnt with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no C(|uities in the property with which he works. When the 
contract expires, it need not be renew'cd. No other property owner 
is compelled to make a new contract with him. The bail of higher 
wages, drawing him from place to place, is likely to prevent his identi¬ 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial [lowers, 
which may be partially impaired or even totally collapsed, from 
accident or sickness to which he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

' Adapted by permission Irom W. H. Hamilton, Current Economic Problems, 

pp. 515-17. (The University of Chicago Press, 1915.) 



THE WAGE SYSTEM AND THE WORKER $35 

and labor among the wage-earners of the American steel district. 
We found: 

I. An altogether incredible amount of overwork by everybody, 
reaching its extreme in the twelve-hour .shift for seven days in the 
week in the steel mills and the raihvay switchyards. 

U. Low wages for the great majority of the laborers employed 
by the mills, not lower than in other large cities, but low compared with 
prices—so low as to be inadequate to the maintenance of a normal 
■American standard of living; wages adjusted to the single man in the 
lodging-house, not to the responsible head of a family. 

III. Still lower wages for women, who receive for e.xample in one 
of the metal trades, in which the proportion of women is great enough 
to be menacing, one-half as much as unorganized men in the same 
shops and one-third as much as tlie men in the union. 

IV. An absentee capitalism, with bad effects strikingly analo¬ 
gous to those of absentee landlordism, of which also Pittsburgh 
furnishes noteworthy examples. 

V. A continuous inflow of immigrants with low standards, 
attracted by a w'age which is high by the standards of Southeastern 
Europe, and which yields a net pci uniary advantage because of 
abnormally low expenditures for food and shelter and inadequate 
provision for the contingencies of sickness, accident, and death. 

VI. The destruction of family life, not in any imaginary or 
mystical sense, but by the demands of the day’s work, and by the very 
demonstrable and material method of typhoid fever and industrial 
accidents—^both preventable, but costing in single years in Pittsburgh 
considerably more than a thousand lives, and irretrievably shattering 
nearly as many homes. 

VII. Archaic social institutions such as the aldcrmanic court, 
the ward school district, the family garbage disposal, and the unre- 
generatc charitable institution, still surviving after the conditions to 
which they were adajrted have disappeared. 

VIII. The contrast—-which does not become blurred by familiarity 
with detail, but on the contrary becomes more vivid as the outlines 
are filled in—the contrast between the prosperity on the one hand of 
the most prosperous of all the communities of our w-cstern civilization, 
with its vast natural resources, the generous fostering of government, 
the human energy, the technical development, the gigantic tonnage 
of the mines and mills, the gnormous capital of which the bank 
balances afford an indication: and. on the other hand, the neglect 



532 


INDUSTRIAL SOCIETY 


JO. Betterment programs: the laisses-faire ideal; the trade-union program; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers' 
welfare work 

203. FXONOMIC INSECURITY OF THE WORKERS' 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus¬ 
trial “hand,” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 

po, sscssion, and made his position permanent, lie and the land formed 
an inseparable industrial unit: there was always something for him 
to work with; what he produced he had, 'J'he problem of want might 
indeed confront him; hut it was associated with a raid of an alien 
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' Adapted by permission Irom W. H. Hamilton, Current Economic Problems, 

pp. 515-17. (The University of Chicago Press, 1915.) 
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c) At the end of the period of imcniploynicnt, the average man is 
far less efficient and capable than at the beginning of his period 
of unemployment. 

(f) Increases need for charity; in two-thirds of the families who 
apply for charity in indusit ially normal times, one or more 
wage-earners are unem[)loye(l at the time, 
e) The irregular life of the hither communicates itself to the 
children, 

/) The lack of food resulting from a lack of income means mal¬ 
nutrition for the whole family. 

") The individual degenerates, the family suffers, sot iety [lays the 
cost—in more philanthropy and ta.xcs or by being deprived of 
the services of its idle workmen. 

206. MEDIAEVAL UNEM I'LOYMlfXT' 

The problem of unemployment, whith gives us so imich an.xiety, 
confronted our forefathers also, although it was not then nearly so 
vast and complicated. Many causes tontributed to produce it; the 
breakdown of the feudal system frcetl serfs from the obligation of 
rendering service to their lords, but they were not all fit for other 
work, and many who had given up their lands in the hope of obtaining 
better eni[)loyment in the towns discovered too late that they had not 
the skill necessary for industrial occupations. Agricultural labourers 
were thrown out of work by the enclosure of large trai ts of land for 
sheep farming, d'he developing of the manufacture of clolh .so greatlj 
increased the demand for wool that landowners found it more profit 
able to turn their land into pasture than to grow corn upon it. Enclos¬ 
ing was not carried on as e.xtensively in our jieriod as in the sixteenth 
century, but even in the reign of Henry VII I’arliamcnt declared 
that on account of it idleness daily iiu reased, for where in some towns 
“tw’o hundred pcrsoncs were occu[)ied and lived by tbeir lawfull 
labours, nowe ben there occupied two or three herdemen.” The 
selfish policy of the gilds in limiting the number of apprentices each 
master might take also caused unemployment, as many youths were 
prevented from acquiring the training needed to make them efficient 
artisans. The workmen themselves complained that the employ¬ 
ment of aliens deprix’ed them of work, and no doubt this was a factor 
in the situation. The long wars in which England was engaged also 

* Taken by permission from A. Abram, English Life and Manners in the Later 
Middle Ages, pp. 95-96. (George Routfedge & Sons, Ltd., 1913.) 
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lie secures cc|uipmcnt with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no C(|uities in the property with which he works. When the 
contract expires, it need not be renew'cd. No other property owner 
is compelled to make a new contract with him. The bail of higher 
wages, drawing him from place to place, is likely to prevent his identi¬ 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial [lowers, 
which may be partially impaired or even totally collapsed, from 
accident or sickness to which he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

' Adapted by permission Irom W. H. Hamilton, Current Economic Problems, 

pp. 515-17. (The University of Chicago Press, 1915.) 
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joS. UNEMPLOYMENT A CASE OF MALADJUSTMENT 

The problem of unemployment is the prol)lem of the adjustment of 
the supply of labour and the demand for labour. The supply of 
labour in a country is, in the widest sense, the supply of population. 
It is at any moment, apart from the possiijilitics of emigration and 
immigration, a fairly fixed quantity. Moreover, it is fixed for each 
moment, not by anything tlien happening, but by the habits and 
actions of millions of disconnected households a generation back. 
The demand for labour, on the other hand, is an aggregate of thou¬ 
sands or tens of thousands of separate demands in the present. It 
fluctuates with the fortunes and the calculations of the host of rival 
employers. 

Discrepancy between two things so distinct in immediate origin 
is obviously possible. The problem has merely to be stated in order 
to shatter the simple faith that at all times any man who really 
wants work can obtain it. There is nothing in the e.xistmg industrial 
order to secure this miraculously perfect adjustment. 

Unemployment is not to be explained away as the idleness of the 
unemployable. .\s little can it be treated as a collection of accidents 
to individual work-people or individual firms. It is too widcs])read 
and too enduring for that. There are specific imjierfections of 
adjustment which are the economic causes of unemiiloyment. 

One of these has long been recognized. While industry, as a 
whole, grows, specific trades may decay, or change in methods and 
organization. The men who have learnt to live by those trades may 
find their peculiar and hard-won skill a drug on the market and them¬ 
selves permanently displaced from their chosen occupations, while 
lacking both the youth and the knowledge to make their way into 
new occupations. 

A second type of maladjustment between the demand for and the 
supply of labour is found in actual fluctuations of industrial activity. 
Many trades, perhaps most trades, pass regularly each year through 
an alternation of busy and slack seasons, determined by climate or 
social habits, or a combination of both. Building is slack in winter 
and busy in spring and summer. Printers find least to do in the 
August holidays and most in the season just before Christmas. At 
the London docks timber conies in at one time of the year; fruit at 
another; tea at a third. Behind and apart from these seasonal 

' .Adapted by permission from W, H. Beveridge, Unemployment, pp. 4-13, 81. 
(Longmans, Green & Co., 1910.) 



540 


INDUSTRIAL SOCIETY 


vicissitudes of special trades, and affecting, though in varying degrees, 
nearly all trades at about the same time, is a cyclical fluctuation in 
which periods of general depression—1868, 1879, 1885-1886, 1893- 
1S95, 1904—alternate at irregular intervals with periods of feverish 
activity—1872-1874, 1881, 1889-1890, 1899-1900, At such times of 
depression the industrial system does ajipear to suffer a temporary loss 
of elasticity; it fails for a while to keep pace with the steady growth 
of the population. 

Tlic.se two elements in the problem of unemployment have long 
been familiar. A third, apparently far more important than cither 
the occasional transformation of industrial structure or the periodic 
fluctuations of industrial activity, is only just beginning to receive 
attention. This is the reriuiremcnt in each trade of reserves of labour 
to meet the fluctuations of work incidental even to years of prosperity. 
The men forming thc.se reserves arc constantly passing into and out of 
employment. They tend, moreover, to be always more numerous 
than can find employment together at any one lime. This tcndenc)’ 
springs directly from one of the fundamental facts of industry— 
the dissipation of the demand for labour in each trade between many 
separate employers and centres of employment. Its result may be 
described as the normal glutting of the labour market. The counter¬ 
part of such glutting is the idleness at every moment of some or others 
of those engaged. 

In the total reserve of labour for any occuiiation it is possible to 
distinguish three elements. There is first the body of men represent¬ 
ing the fluctuations in the volume of work to be done at all centres of 
employmient taken together. These men are required by the con¬ 
ditions of the trade as a whole. There is, second, the body of men 
required by the fact that, owing to distance, ignorance, or custom, the 
supply of labour cannot move with perfect freedom and instantane¬ 
ously from any one centre of employment to any other, and that 
therefore separate centres, to meet their fluctuations of work, must 
to some extent keep separate reserves. These men represent the 
friction of the labour market. There is, third, the body of men 
required neither by the fluctuations in the total volume of work nor 
by the fluctuations of separate business, but liable to be attracted 
and retained by the perpetual chance of work. 

See also 186. Seasonal Fluctuations. 

187. Business Cycles. 
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209. CHANGES OF INDUSTRIAL STRUCTURE, 

AND uni:mi‘lov.mi:nt- 

Clian^es of industrial structure arc constantly occurriiif: and 
constantly Ihrowinf^ men out of cmpknmcnt. I'lu' vorv life and 
growth of industr)' consist in the rcplaconicnt of old inadiincs liv 
new; of established processes by better ones, of labour in one foiin 
and combination by labour in fiesh forms or fresh coinbinations. 
The demand for labour is thus in a state of peipeliial llu\ and reion- 
5trucli(jn both as to ([ualily and as to quantity. Men who for years 
have satisfied the demand in one form may find the form suddenly 
rhanecd, their niche in industry broken up, their hard-won skill 
supeifluous in a new world; themselves also supeifluous unless (hey 
wall and can learn fresh arts and find the w.u into unfamiliar occupa¬ 
tions They arc displaced by economic foiies rntirely beyond their 
control and takin" little or no account of personal meiits They ate, 
in the words of John Stuart .Mill, ''sai rificeil to the ysiins of their 
fellow-citizens and of posterity.” 

The changes which may have this effect are very various Is.ich 
indeed is so far individual and spei ilic as to make exhaustive descrip¬ 
tion impossible. All that can be done is to note the main t\pes. 

First, while the industry of the country as a whole ymows, jrarticuku 
industries or forms of production may decay 

Second, an industry may be transformed by the introduction of 
new processes or new machines. From this ])oint of view the hue 
trade is particularly interesting. 

Third, perhaps as an accompaniment of new jiroi esses or machim s 
one t)7ie of labour may be substituted for another. 'I'hus, in boot 
makinc;, w'herc the number of jrersons employed remains, in spite of 
the increased total population, practically the same in 1901 as in ihqi, 
there has been, according to the census, not only a substitution of 
machine work for hand work, but also of females for males, and of 
younger for older males. 

I'ourth, the chief seat of an industry may shift from one part of 
the country to another. 'J'his, as in the instance of the lace trade 
mentioned above, may happen as the accompaniment of other 
changes. Sometimes—as in the removal of the main shipbuilding 
centres of the country from south to north- it may be independent 
of them. 

'Adapted by permission from tV H. Beveridge, Unemployment, pp, 111--14 
(Longmans, Green & Co , 1910 ) 
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Changes of industrial structure are as a rule far more gradual 
than is allowed for by popular imagination. The typical alterations 
noted above have been spread over intervals of ten to fifty years. 
The industrial population is constantly changing, by death or retire¬ 
ment at one end of life, and the entry of fresh generations at another. 
The numbers in any industry may decline continuously without anyone 
being displaced from it, but simply through no new men entering to 
take the places of those who get past work. Industries seldom 
die in a night. So too new machines and new processes are seldom 
introduced everywhere at one blow. They come gradually and 
e.xperimcntally. Even where the substitution of the new process 
for the ol<l is direct, the e.xisting workmen or some of them have 
naturally the first chance of learning the new one. Often the substi¬ 
tution is quite indirect; machine production grows slowly in one dis¬ 
trict or set of factories as hand production slowly declines elsewhere. 

There is a logical objection at any time to describing a change of 
industrial structure as in itself a cause of unemployment. The cause 
of a man’s being unemiiloyed is not that tvhich led him to lose his 
last jol) but that which prevents him from getting another job now. 
A change of industrial structure may dis])lace men from their chosen 
occupations. It docs not in itself prevent their immediate reabsorp¬ 
tion elsewhere. 

See also 182. Influences that Disturb the Static Equilibrium. 

210. THE INFLUENCE OF MACHINERY UPON EMPLOYMENT- 

In discussing the influence of machinery upon demand for labor 
we must distinguish its effects upon (i) the number of workers em¬ 
ployed; (2) the regularity of emiiloymcnt; (3) the skill, the duration, 
intensity, and other qualities of labor. 

The facts and figures seem to support the following conclusions: 

1. That along with the increased apiilication of machinery to the 
textile and other staple manufactures there has been a decrease of 
employment relative to production. 

2. That in the transport industries the increase of employment is 
in inverse proportion as machinery is introduced into tlic several 
branches as a dominating factor. 

3. That the rapid diminution of agricultural employment is not 
compensated by any proportionate increase of manufacturing employ- 

* Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
PoUlical Science Quarterly, VIII (1893), 97-111. 
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ment, but that the displaccfl agiicultural labor finds employment in 
such branches of the trans])ort and distributive trade as arc less sub¬ 
ject to machinery. 

So far, therefore, as the statistics of employments present a just 
register of the inlluencc of machinery upon ileiuand for labor, we arc 
dri\en to conclude that the net inlluencc of machinery is to dinunish 
employment so far as those industries are concerned into which 
machinery directly enters, and to increase the demand in those indus¬ 
tries which machinery alTects but slightly or indirectly. If this is true 
of England, which, having the start in the development of the factory 
system, has to a laiger e.stent than any other country s])eciah;',e(i 
in the arts of manufacture, it is probable that the net efTca t of machin¬ 
ery upon the demand for labor throughout the industrial world has 
been to throw a larger pro])oilion of the i)o])ul.ilion into industries 
where machinery docs not directly enter. 'I'his general conclusion, 
however, for want of c.xact statistical en(|uiries conducted uixm a 
single basis, can only be accepted as ]U(>b.il>le 

The inlluc'nce of machinery upon regularity of em]iIovment ha.s a 
twofold significance. It has a direct beaiing uixm the measurement 
of demand for labor, which must lake into account not only the num¬ 
ber of persons employed but the (|uanlity of cmplovmeni given to 
each. It has also a wider general etlecl u[xin the moral and indusiriai 
condition of the workers, and through this upon the eiruiency of l.abor. 
which is attracting increased attention among students of industrial 
questions. The former consideration alone concerns us here. V\'c‘ 
have to distinguish: (i) the etlccts of the introduction of machinery 
as a clisturbant of regularity of hibor, (2) the normal ellects of 
machine production upon regularity of labor. 

On the whole, it seems reasonable to conclude that the present 
net influence of machinery is toward an incrc-ased irregularity of 
employment, e.xcopt in industries where (i) the demand for the 
commodities produced is regular and (2) supply is regulated by the 
organized action of those who control production. 

Our reasoning from the ascertained tendencies of machinery 
inclines to the conclusion that, taking into consideration the two [dime 
factors, namely, the number of those employed and the regularity Cif 
employment, machinery docs not favor an increased steady demand 
tor labor. It tends, apirarently, to drive labor in three directions: 

I. To the invention, execution, and maintenance of machinery to 
make machines, the labor of making machines being continually 
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Changes of industrial structure are as a rule far more gradual 
than is allowed for by popular imagination. The typical alterations 
noted above have been spread over intervals of ten to fifty years. 
The industrial population is constantly changing, by death or retire¬ 
ment at one end of life, and the entry of fresh generations at another. 
The numbers in any industry may decline continuously without anyone 
being displaced from it, but simply through no new men entering to 
take the places of those who get past work. Industries seldom 
die in a night. So too new machines and new processes are seldom 
introduced everywhere at one blow. They come gradually and 
e.xperimcntally. Even where the substitution of the new process 
for the ol<l is direct, the e.xisting workmen or some of them have 
naturally the first chance of learning the new one. Often the substi¬ 
tution is quite indirect; machine production grows slowly in one dis¬ 
trict or set of factories as hand production slowly declines elsewhere. 

There is a logical objection at any time to describing a change of 
industrial structure as in itself a cause of unemployment. The cause 
of a man’s being unemiiloyed is not that tvhich led him to lose his 
last jol) but that which prevents him from getting another job now. 
A change of industrial structure may dis])lace men from their chosen 
occupations. It docs not in itself prevent their immediate reabsorp¬ 
tion elsewhere. 

See also 182. Influences that Disturb the Static Equilibrium. 

210. THE INFLUENCE OF MACHINERY UPON EMPLOYMENT- 

In discussing the influence of machinery upon demand for labor 
we must distinguish its effects upon (i) the number of workers em¬ 
ployed; (2) the regularity of emiiloymcnt; (3) the skill, the duration, 
intensity, and other qualities of labor. 

The facts and figures seem to support the following conclusions: 

1. That along with the increased apiilication of machinery to the 
textile and other staple manufactures there has been a decrease of 
employment relative to production. 

2. That in the transport industries the increase of employment is 
in inverse proportion as machinery is introduced into tlic several 
branches as a dominating factor. 

3. That the rapid diminution of agricultural employment is not 
compensated by any proportionate increase of manufacturing employ- 

* Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
PoUlical Science Quarterly, VIII (1893), 97-111. 
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On any given day during the year at least 3 per cent of our wage- 
earners are involuntarily idle. Usually there arc 10 per cent. These 
idle men must always be on hand to meet the lluctuating demands of 
the industries of the State. 

Summarizing the data at our command, we should say that in 
ordinary years of business pros|)crily, taking all industries into con¬ 
sideration, out of every 100 persons, ()o will be steadily emi)loycd; 40 
will be working irregularly. Of those who have irregular employment 
3 will always be out of work. 'I'he percentages vaiy with ihedilTerent 
industries, but the e.xpcriencc is characteristic of every industry. 

It has been suggested that fluctuation in the amount of employ¬ 
ment docs not necessarily constitute a i)roblem. If wages are high 
enough during the working period to eairy the worker over the 
slack times, there is no problem at all. There is, however, little 
evidence, c.xcc])! in highly organized trades like building, to show that 
wages are adjusted in such a manner as to altoid an adeiiuate annual 
income to the wage-earner desjiite loss of linn- thiough unemployment. 
It must be remembered, too, that while an e.\ce])tion,dl\ strong union 
may force wages up to rover slack seasons, it (.innot do this for slack 
years, and these, as we have seen, recur just as regularly as do slack 
.seasons. 

An idea of the loss of earnings by trade union members of this 
.State through unemployment may be had from their reports to the 
Commission. The average possible earnings of the members in 211 
unions aie a little over $1,000 per year. The actual earnings are 
$800; a loss of 20 per cent. Of the 211 unions there were 72 whose 
members lost practically no earnings c.\ce])t through voluntary 
idleness. In 116 of the unions the loss from involuntary unemjrloy- 
ment was over $100 annually per member, while in about one-third 
of the unions the average amount of earnings lost ])cr member was 
more than $300 a \ ear. 

Unorganized wage-earners, on the whole, do not fare as well as 
union members. Yet these people lose from 11 to 20 per cent of their 
possible working time every \ ear. It seems ])lain that even at $3 per 
day with the present cost of living few can afford to lose this time 
without hardship. When we rememlrer that the unorganized workers 
e.arn a great deal less than the union men, there seems no doubt that 
few of the latter can lose the time that they have to lose every year 
without getting into debt, reducing their standard of living, or 
applying for charity. 
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During March and the first part of April, 1915, investigations 
were made in 16 cities in the Hast and Middle West. The table (I) 
gives the summary of the investigation: 

TABLE I 

SuiouAY or Ukeuployuent Survey in i6 Cinxt 
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II 5 
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16 6 


In the table on page 547 (X), the percentage of wage-earners 
unemployed from each specified cause in each city is shown, the 
percentages being based upon the number of wage-earners reporting. 

During June and July, 1914, investigations were held in 12 cities 
in the Rocky Mountain and I’acific Coast States. Table XI, on 
p. 547, shows in summary form the results of the canvass. 

An unemployment survey of New York City was made in January 
and February, 1915, by the Bureau of Labor Statistics. This survey 
was made at a time when the abnormal e.xtent of unemployment 
manifested itself in a number of different ways. By the end of the 
summer, however, the feeling was general that conditions had greatly 
improved since the preceding winter, but no measure of this improve¬ 
ment had been determined. In order to determine the falling off 
in unemployment between the winter season, when the number of 
wage-earners out of work probably reached the highest point, and the 

* Ad.ipted from “Unemployment in the United States,” Bullelin of the United 
Stales Bureau of Labor Statistics, No. 195 (July, 1916), pp. 6, 92-100. 
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summer season, when the number unemployed under normal condi¬ 
tions would probably be the smallest of the year, a second survey was 
undertaken. 

TABLE X 

Smou&Y or Causes or Ukeiiplovmknt m i6 Cities 
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TAHLE XI 

SouuARY or Unemployment Survey in la Rocky Mounsain and Pacikic Coast Cities 
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Because of the large numbers involved it is safe to estimate the 
total number unemployed in the entire city. The following table 
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(XVI) gives the estimates of the total number out of work in New 
York City, by sex, with unemployment rates, as matlc for both sur¬ 
veys. These estimates are based upon the number of wage-earners 
given in the igio United States Census (with proper allowance for 
increase in population), the unemployment rates obtained in the 
surveys, and the sex distribution of the unemployed canvassed. 
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The figures above show that the distress caused by unein])loymcnt 
conditions in February was to a large extent alleviated by September. 
The total number uneniployetl was nearly two and one-half times 
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as great in February as in September. However, the estimate of 
about 165,000 unemiiloyed in September must be regarded as a 
minimum because a similar estimate based on the results of the 
September survey by the Metropolitan Life Insurance Company 
gives 224,000 unemployed. Similarly the unemployment rate of 6.7 
per cent must be regarded as a minimum because the corresponding 
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survey by the Metropolitan Life Insurance Company showed an 
unemployment rate of q i per cent. 

The next table (XVIII) shows the unemployed in September, 
1915, classified by se.x and duration of unemployment and the corre¬ 
sponding information for the February survey given in parallel 
columns. The figures give tlic cumulative number and iiercentage 
of wage-earners out of employment each specified number of days. 

D. The Worker and the New Technology 

See also Selections 165-170. Some Char.icteristic Results of the 
Machine Process. 

212. THE H.\ZARDOU.S NATURE, OF .MODERN INDUSTRY- 

In the first place, a high degree of hazard inheres in present-day 
methods of proiluction. Modern technology makes use of the most 
subtle and resistles.s forces of nature- forces whose powers of destrui- 
tion when tliey escape control are fully commensurate with theii 
beneficent potency when kc])t in command. Moreover, these forces 
operate, not the simple hand tools of other days, but a maze of compli¬ 
cated machinery which the individual workman can neither compre¬ 
hend nor control, but to the movements of which his own motions 
must closely conform in rate, range, and direction. Nor is the 
worker’s danger confined to the task in which he is himself engaged, 
nor to the appliances within his vision. A multitude of separate 
operations are combined into one comprehensive mechanical process, 
the successful consummation of which rcciuires the co-o])cration of 
thousands of operatives and of countless pieces of aiiparatus in such 
close interdependence that a hidden defect of even a minor part, or a 
momentary lapse of memory or of attention by a single individual 
may imperil the lives of hundreds. A tower man misinterprets an 
order, or a brittle rail gives way, and a train loaded with human 
freight dashes to destruction. A miner tamps his “shot” with slack, 
and dust explosion wipes out a score of lives. A steel beam yields to 
the pressure it was calculated to bear, and a rising skvseraper col¬ 
lapses in conscciuence, burying a small army of workmen in the ruins 

In the second place, human nature, inherited from generations 
that knew not the machine, is imperfectly fitted for the strain put 
upon it by mechanical industry. Safely to perform their work the 

■Adapted by permission from E. H. Uowney, Hhtory oj Work Acctdenl 
IndemnUy in Iowa, pp. 3-5 (Published by the State Historical Society of Iowa, 
1912.) 
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operatives of a modern mill, mine, or railway should think consistently 
in terms of those mechanical laws to which alone present-day industrial 
processes are amenable. They should respond automatically to the 
most varied mechanical exigencies, and should be as insensible to 
fatigue and as unvarying in behavior as the machines tliey operate. 
Manifestly these arc qualities which normal human beings do not 
possess in anything like the requisite degree. The common man is 
neither an automaton nor an animated slide-rule. 

The machine technology, in fact, covers so small a fraction of the 
life history of mankind that its discipline has not yet produced a 
mechanically standardized race, even in those communities and 
classes that arc industrially most advanced. And so there is a great 
number of work injuries due to the “negligence of the injured work¬ 
man”—due, that is to say, to the shortcomings of human nature as 
measured by the standards of the mechanician. This maladjustment 
is aggravated by the never-ceasing extension of machine methods to 
new fields of industry, and tlie continued influx of children, women, 
and untrained peasants into mechanical employments. Accordingly, 
the proportion of accidents attributable to want of knowledge, skill, 
strength, or care on the part of operatives appears everywhere to be 
increasing. 

There is, then, no prospect that the “carnage of peace’’will be 
terminated, as the carnage of war may be, within the predictable 
future. An industrial community must face the patent fact that 
work injuries on a tremendous scale are a permanent feature of 
modern life. Every mechanical employment has a predictable 
hazard; of a thousand men who climb to dizzy heights in erecting 
steel structures a certain number will fall to death, and of a thousand 
girts who feed metal strips into stamping machines a certain number 
will have their fingers crushed. So regularly do such injuries occur 
that every machine-made commodity may be said to have a definite 
cost in human blood and tears—a life for so many tons of coal, a 
lacerated hand for so many laundered shirts. 

213. CAUSES AND VOLUME OF INDUSTRIAL ACCIDENTS' 

The number of salary- and wage-earners in the United States 
may be conservatively estimated for 1913 at 30,760,000 males and 
7,200,000 females. This estimate is subject to correction on the 

'From F. L. Hoffman, “Industrial Accident Statistics,” Bulletin of Ike 
United Stales Bureau of Labor Statistics, No. 157 (March, 1915), pp. 5-6,145. 
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GENERAL CAUSES OF COMPENSATED INDUSTRIAL ACCIDENTS, 
EXPERIENCE OF GERMAN INDliS'lRIAL ACCIDENT 
ASSOCIATIONS, 1885-1908 
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ESTIMATE OF FATAL INDUSTRIAL ACCIDENTS IN THE UNITED 
STATES IN 1913, BY INDUSTRY GROUPS 


Industry Group 
(Males) 

Numlier of 
Employees 

Fatal Industrial 
Accidents 

Rate per i,ooo 

Metal mining. 

170,000 

680 

4 00 

Coal mining. 

750,000 

2,625 

3 50 

I’isheries. 

150,000 

450 

3 00 
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150,000 

450 

3 00 

Railroad employees.. 
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2 40 
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2 25 

Navy and marine corps. 

62,000 

"5 
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25s 

1.70 
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1 - 5 ° 

Soldiers (United States army). 

73.000 

109 

1.49 

Building and construction. 
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1.875 

I. 3 S 

Draymen, teamsters, etc. 

Street railway employees. 

686,000 

686 

I .00 

320,000 

320 

I 00 

Watchmen, policemen, firemen. 

200,000 

‘ 5 ° 

• 7 S 

Telephone and telegra(>h (including 
linemen). 

245,000 

133 

■ SO 

Agricultural pursuits (including forestry 
and animal husbandry). 

12,000,000 

4,200 

•35 

Manufacturing (general). 

7,277,000 

1,819 

•35 

All other occupied males. 

4,678,000 

3.508 

•75 

All occupied males. 

30,760,000 

33.515 

•73 

All occupied females.. 

7,200,000 

540 

•07s 
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basis of the census returns of 1910 when this estimate was made. 
The probable approximate number of fatal industrial accidents 
among American wage-earners, including both sexes, may be con¬ 
servatively estimated at 25,000 for the year 1913, and the number of 
injuries involving a disability of more than four weeks, using the 
ratio of Austrian e.xperience, at ap]rroximately 700,000. This estimate 
is arrived at by calculating separately the probable accident rates 
for the more important groups of occupations, of which the foregoing 
table may be considered typical and representative. 

214. SOCIAL LOSS THROUGH ACCIDICNTS* 

The accident loss for an industrial district can be estimated from 
the standpoint of social economy. Frederick Hoffman, statistician 
of the Prudential Insurance Company, estimates that the net economic 
gain to society from the life of a male wage-earner in mechanical and 
manufacturing industries averages $300 per year, his normal period 
uf industrial activity extending from the fifteenth to the sixty-fifth 
year. 

Apjjlying this method of calculation to the actual ages of the 
526 men killed in .Mlegheny County during the year under considera¬ 
tion, but using $200 instead of $300 as the yearly economic gain, 
we find that the net loss to the community at this reduced estimate 
w'as $3,82.3,090. 

In a similar way we may sum up the net economic loss to society 
from non-fatal injuries. According to our estimate 2,000 men injured 
in industrial accidents were sent to the hospitals of the county during 
that year. Of these, roughly 60 were totally disabled for life; 192 
were partially disabled for life, their earning capacity reduced on an 
average 29 per cent; and the rest were totally disabled for periods 
ranging from one week to one year. Reckoning the loss to society 
from the total or temporary disablement of all these workers on the 
.same basis, but including the cost of their maintenance during 
disability, we get an additional social loss of $1,320,636. 


boss to society from men totally disabled for life . $ 734,928 

“ “ “ “ “ partially disabled for life . 372,708 

“ “ “ “ “ temporarily disabled . 213,000 


$1,320,630 

'Taken by permission from Cr>'stal Eastman, Work-Auidents atui the Law, 
appendix IX, pp. 315-17. (Charities I'ubliration Committee, 1910.) 
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To this we must add what it cost the community to care for all 
these cases of injury and death, hfere, however, we are dealing with 
an unknown quantity. The hospital charges for the t ear’s industrial 
aicidcnt cases would amount to about $So,ooo, which wo accept as 
the minimum of known cost for the medical care involved in a year’s 
industrial accidents. While every j’car 2,000 wealth producers are 
withdrawn temitorarily frotn any occuiiation, and 500 11101 e perma¬ 
nently, as a result of industrial accidents in Allegheny County, a 
number of other possible wealth itroducers arc thus permanently 
occupied, non-productively, in the business of patching up, repairing, 
[cutting in order, those who are injured. 

By such a method of cstimtite the net economic loss to societc 
from one year’s work-accidents in Alleghe ny County would be as 
lollows: 

LOSS TO SOCIETY FROM ON't YEAR'S WORK-AC t'llll.NrS IN 
ALLLcait.NY COUNTY 


Social Lofls 

From de.iths .$,t,fl2S,ooo 

From dis.ihlcmcnts . 1,320,636 

nos|)ilal charges. So,ooo 

$5,228,726' 


215. OCCUPATIONAL DISEASES' 

besides the danger of injury from machinery and from general 
insanitary conditions, there are certain s]H tiaily dangerous or injuri¬ 
ous trades, in which injury by poisoning, disease, etc., is incidental to 
trade processes as at present conducted. .Mr. William English 
Walling, formerlc a factory inspector in Illinois, in a pa]ier read 
before the Convention of Factory Inspectors in 1900, classified these 
dangerous trades as follows; 

1. Trades in which lead is a poisonous element; the manufacture of 
earthenware and china; file cutting; the manufacture of white lead; lead 
smelting; tlie use of lead in print or dye works; the manufacture of red, 
orange, or yellow lead; glass polishing; enameling of iron plates; enameling 

' This estimate takes no account, it should be noted, of the loss involved in 
the continuous succession of small injuries not serious enough to be taken to a 
hospital, nor of injuries more serious, but occurring too far away from a hospital 
to make the trip advisable, nor of injuries, often very serious in the matter of 
disablement, but not of a nature to require hospital care. 

’ Adapted from Fi/taJ Report of the Industrial Commission, 1902, XIX, 901-2. 
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and tinning of hollow metal ware and cooking utensils; processes in which 
yellow chromate of lead is made, or in which goods dyed with it undergo the 
process of building, winding, weaving, etc. 

3. Trades which produce other chemical poisons: manufacture of paint 
and color; extraction of arsenic; dry cleaning; p.iper staining, coloring, and 
enameling; hatters and furriers’work; the manufacture of matches; chemi¬ 
cal works; bronzing and metallochrome powder in lithographic works; 
india-rubber work, riyeing with certain dyes; mixing and casting of brass, 
gun metal, bell metal, white metal, phosphor-bronze, and manila mixture. 

3. Trades in which anthrax or lockjaw is an incident: wool sorting; 
the handliitg of hides and skins; hair factories; brush making; bone fac¬ 
tories; fellmongers’ works, furriers’ works; tanneries; wool combing; 
blanket stovmg and tentering; warp dressing; carboniziirg and grinding of 
rags; flock making; feather cleaning. 

4. 'I'radcs in which the danger arises from injiuious particles in the air, 
or from dust: basic shag works; manufacture of silicate of cotton; file 
cutting; flour mills; trades which use gtindstones or emery wheels; china 
scouring; silk combing; flax scutching 

5. Trades in which accidents are so frequent as to demand special 
legislation: metal works which use converters; electrical generating works; 
bottling and bottle testing; qu.iriics; manuhacturc of salt. 

6. I’rocesses which require a sudden change from great heat to cold, and 
vice versa: lacquering and jap.anning; galvanizing of iron; work carried on 
in furnaces and foundries. 

7. Processes that require artificial humidity: cotton spinning, weaving, 
etc.; flax spinning, weaving, etc.; wool spinning; silk spinning. 

As an exatrhple of disease resulting from poisoning may be men¬ 
tioned plumhtstn, the disease caused by inhaling particles of lead. 
One of its first symptoms is a blue gum, followed by loosening and 
dropping out of the teeth. Blindness, paralysis, and death in con¬ 
vulsions often follow. Besides plumbism, there are serious indirect 
results from lead poisoning in a number of different occupations. 

216. FATIGUE' 

I. Fatigue—the most common and subtle danger of occupation: 

<j) It may be regarded as a chemical process—a continual tearing 
down of muscle and nerve tissues without building them up. 

b) In this way, fatigue substances or toxins come to circulate 
in the blood, poisoning brain and nervous system, muscles, 
glands, and other organs: When blood is transferred from an 

‘Taken by permission from E. S. Bogardus, An Introduction to the Social 
Sciences, pp. 44-45. (University of Southern California, I9t3. Author’s copy¬ 
right.) 
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exhausted dog to a frisky one, the latter immediately droops 
and shows all the signs of fatigue. 

2. Objective causes of fatigue: 

a) Long hours—in the steel industry, the working day is usually 
twelve hours, seven days in the week. 

b) Monotonous, speeded-up operations—at many machines a 
quick pressure of the foot and accompanying hand-movements 
are repeated "40 times a minute, 24,000 times a day.” 

3. Results of fatigue: 

a) Fatigue and industrial inefficiency—poorer work and less work 
is done in the last hours of a day’s labor than in the earlier hours. 

b) Fatigue and contagious di.scascs—an overworked laboring 
man or woman is more susceptible to pneumonia, tuberculosis, 
typhoid fever, than is a person who.se vital resistance is normal. 
A typical succession of events is first, fatigue, then colds, then 
tuberculosis, then death. 

c) Fatigue and nervous diseases—long hours of labor and feverish 
haste lead to nervous breakdown. 

d) Fatigue and future generations—the children of overworked 
parents tend to be physical weaklings. 

c) Fatigue and morals of working peojilc—long hours of monoto¬ 
nous labor increase the susceptibility of the human organism to 
harmful temptations. The exhausted worker tends to neglect 
all family duties. 

/) Fatigue and industrial accidents—the liability to accident 
increases with the daily hours of labor. Investigation: In 
the second hour of work, 9,000 accidents occur; in the third 
hour, 12,000; in the fourth hour, 15,000. 

217. LONG HOURS' 

There is unmistakably a trend toward shorter hours in some 
important lines of industry. But side by side with those who have 
benefited from the introduction of the shorter day, other workers 
in various trades are still employed twelve hours a day or more. 
Thus, for instance: 

The investigation of the United States Bureau of Labor showed 
that in 1910, 62 .79 per cent of over 31,000 men employed in blast 
furnaces worked 84 hours and over per week, that is 12 hours a day on 

* Adapted by permission from Felix Frankfurter and Josephine Goldmark, 
The Case for the Shorter Work Day, II, 940-41. (Reprinted by National Con- 
wmera’ League.) 
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and tinning of hollow metal ware and cooking utensils; processes in which 
yellow chromate of lead is made, or in which goods dyed with it undergo the 
process of building, winding, weaving, etc. 

3. Trades which produce other chemical poisons: manufacture of paint 
and color; extraction of arsenic; dry cleaning; p.iper staining, coloring, and 
enameling; hatters and furriers’work; the manufacture of matches; chemi¬ 
cal works; bronzing and metallochrome powder in lithographic works; 
india-rubber work, riyeing with certain dyes; mixing and casting of brass, 
gun metal, bell metal, white metal, phosphor-bronze, and manila mixture. 

3. Trades in which anthrax or lockjaw is an incident: wool sorting; 
the handliitg of hides and skins; hair factories; brush making; bone fac¬ 
tories; fellmongers’ works, furriers’ works; tanneries; wool combing; 
blanket stovmg and tentering; warp dressing; carboniziirg and grinding of 
rags; flock making; feather cleaning. 

4. 'I'radcs in which the danger arises from injiuious particles in the air, 
or from dust: basic shag works; manufacture of silicate of cotton; file 
cutting; flour mills; trades which use gtindstones or emery wheels; china 
scouring; silk combing; flax scutching 

5. Trades in which accidents are so frequent as to demand special 
legislation: metal works which use converters; electrical generating works; 
bottling and bottle testing; qu.iriics; manuhacturc of salt. 

6. I’rocesses which require a sudden change from great heat to cold, and 
vice versa: lacquering and jap.anning; galvanizing of iron; work carried on 
in furnaces and foundries. 

7. Processes that require artificial humidity: cotton spinning, weaving, 
etc.; flax spinning, weaving, etc.; wool spinning; silk spinning. 

As an exatrhple of disease resulting from poisoning may be men¬ 
tioned plumhtstn, the disease caused by inhaling particles of lead. 
One of its first symptoms is a blue gum, followed by loosening and 
dropping out of the teeth. Blindness, paralysis, and death in con¬ 
vulsions often follow. Besides plumbism, there are serious indirect 
results from lead poisoning in a number of different occupations. 

216. FATIGUE' 

I. Fatigue—the most common and subtle danger of occupation: 

<j) It may be regarded as a chemical process—a continual tearing 
down of muscle and nerve tissues without building them up. 

b) In this way, fatigue substances or toxins come to circulate 
in the blood, poisoning brain and nervous system, muscles, 
glands, and other organs: When blood is transferred from an 

‘Taken by permission from E. S. Bogardus, An Introduction to the Social 
Sciences, pp. 44-45. (University of Southern California, I9t3. Author’s copy¬ 
right.) 
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(i) Nervous diseases and statistics of foreign sickness insur¬ 
ance societies 

(j) Ages of incideiu e 

(3) Nervous disease’s and heredity 

(4) Nervous diseases and overstimulation 

d) General injuries to health 

e) Injuries to eyes and cars 

f) Injuries to other organs or parts of the body 

B. Health-Hazards in Modern Industry 
I. The new strain of manufacture 

а) Speed 

б) Monotony 
c) Piece-work 

j. Injurious physical surroundings 

a) Had air, humidity, extremes of temperature, noise, etc 
i) Exposure to dust, gases, fumes, poisons, etc. 

C. The Nature and ElTecIs of Eatigue 
I. The chemual nature of fatigue 
j. The toxin of fatigue 

3. Muscular fatigue 

4. 'J'he greater strain on fatigued muscles 
S- Nervous fatigue 

6. The physiological function of rest 

a) Rest needed to repair expenditure of energy 

1 ). Bad EfTect of Long Hours on Safety 
I. Incidence of accidents 
a. Fatigue of attention 

E. Bad Effect of Long Hours upon Morals 
I. General loss of moral restraints 

3. Growth of mtemperance 

F. Bad Effects of Long Hours on General Welfare 

1. State’s need of |)rcsciving health 

2. Injuries to family life and the community 

H. Be.vefits OF Short Hours 

A. Good Effect on Morals Growth of Temperance 

B. Good Effect on General Welfare 

1. General benefit to society 

2. Benefit to leisure and recreation 
a) The experience of Australasia 
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C. Benefit to Citizenship 

I. Preparedness: 

o) Political: the citizen as voter 

b) Social: Americanization of the foreign-bom 

c) Military: the citizen as soldier 

III. Economic Aspect of Reducing Hours 

A. General Benefit to Commercial Prosperity 

B. Effect on Production 

1. Superior output in shorter hours 

a) Some recent instances 

b) Textile trades: cotton, wool, linen, jute 

c) Metal trades: iron and steel, tin pl:ite 
i) Mines and quarries: coal, slate, etc. 

e) Granite and stone cutting 

f) Glass and optical instruments 

g) Chemicals 
A) Cigars 

f) Shoes 

y) Miscellaneous instances 
k) General comments 

2. Shorter hours increase efficiency on the part of the workers 

3. Shorter hours lead to improvement in management 

4. Relation of short hours to cost of production 

5. Long hours reduce efficiency and result in inferior output 

C. Relation to Wages 

D. Relation to Regularity of Employment 

IV, UNiFouMirv OF Restriction Needed foe Justice to Competing 
Employers 


219. CHILD LABOR- 

I. “Child labor” usually refers to manufacturing rather than to 
agriculture; 

a) The great manufacturing states (Pennsylvania, New York, 
Massachusetts, Illinois) have the largest numbers of children in 
manufacturing. 

b) If agriculture be included, the southern states have the greatest 
totals of child laborers. 

* Adapted by permission from E. S. Bogardus, An InlroducUon to the Social 
Sciences, pp. 71-72. (University of Southfrn California, 1913. Author’s copy¬ 
right.) 
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c) Child labor is found chiefly in cotton mills, glass factories, 
coal mines, agriculture. 

d) Probably 1,750,000 children, fifteen years of age and under, 
who are “gainfully employed” in the United States at the 
present time. 

2. Things are not really cheap because they cost little money: 

a) Their cost may have been very great because of the necessity 
of adding the child life that has been expended in their manu¬ 
facture. 

b) Every person who gets “bargains” that are cheap because 
they are child-made is partly responsible for child labor. 

c) If the forces of the dollar win, the child’s life is hardened into 
a money-making machine, grinding for a space, and then 
giving way to another. 

d) For every dollar earned by a child under fourteen years of age, 
tenfold will be taken from his earning capacity in later years. 

e) Child labor is undoubtedly cheap labor, liut the product is 
cheaper than the labor involved in its creation. 

5. Child labor is a process of mind stunting: 

a) The child is removed from the possibility of an education. 

b) Grind, monotony, and degeneration are substituted for enthusi¬ 
asm, play, and life. 

c) The child’s body is forming at fourteen, and its growth should 
not be marred by imposing upon it the restrictions which come 
from factory life. 

4. Child labor is demoralizing: 

a) The child ceases to be a child in knowledge while he or she is 
still a child in ideas. 

b) No adequate home influence or school influence to ward off 
the dangers. 

c) The child is his own pilot, but how easily misguided. 

d) Is often surrounded with unbearable monotony, unsanitary 
conditions, wayward companions, and every other form of 
undesirable influence. 

e) The nervous strain is very great; the child is often “speeded 
up” with the adults. He seeks relief for his strained nervous 
system in some kind of activity which leads ultimately to the 
police court. 



INDUSTRIAL SOCIETY 


560 

5. Child labor helps to destroy family life: 

a) The girl in the factory is frequently untrained in the mainte¬ 
nance of a home. 

b) Factory work makes of the girl a wife and mother incapable by 
knowledge or training of doing her duty by her children, her 
home, or her husband. 

c) It makes of the boy an unskilled worker, incapable of earning 
large means, or of becoming a worthy father. 

E. The Danger of Economic Insufficiency 

See also 262. Why Wealth Should Be in the Hands of the Many. 

263. Evils of the Concentration of Wealth. 

272. The Nature and Extent of Poverty. 

220. SUPPLY AND DEMAND IN THE CASE OF LABOR' 

Some peculiarities in this action of demand and supply in the case 
of labor must be studied because they affect, not merely the form, but 
also the substance of the action; and to some extent they limit and 
hamper the free action of those forces. 

r. The first point to which we have to direct our attention is the 
fact that human agents of production are not bought and sold as 
machinery and other material agents are. The worker sells his work, 
but he himself remains his own property: those who bear the expenses 
of rearing and educating him receive but very little of the price that is 
(raid for his services in later years. 

In the lower ranks of society the evil is great. For the slender 
means and education of the parents, and the comparative weakness of 
their power of distinctly realizing the future, prevent them from invest¬ 
ing capita! in the education and training of their children with the same 
free and bold enterprise with which capital is applied to improving the 
machinery of any well-managed factory. Many of the children of the 
working classes are imperfectly fed and clothed; they are housed in a 
way that promotes neither physical nor moral health; they receive a 
school education which, though in modern England it may not be 
very bad so far as it goes, yet goes only a little way; they have few 
opportunities of getting a broader view of life or an insight into the 
nature of the higher work of business, of science, or of art; they 

‘Adapted by permissioa from Alfred Marshall, Principles 0] Economics, I, 
538-51. (Macmillan & Co., Ltd., 1912.) 
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meet hard and exhaustive toil early on the way, and for the greater 
part keep to it all their lives. At last they go to the grave rarrving 
with them undeveloped abilities and faculties, which, if they could 
have borne full fruit, would have added to tlie material wealth of the 
country—to say nothing of higher considerations-- many times a,s 
much as would have covered the expense of providing adctiuate 
opportunities for their dcvehii)meut. 

But the point on which we have specially to insist now is that this 
evil is cumulative. The worse fed arc the children of one generation, 
the less will they earn when they grow up, and the less will be their 
power of providing adequately for the material wants of their chil¬ 
dren; and so on; and again, the less fully their own faculties are 
developed, the less will they realize the im]M)rtance of best f.iiiilties 
of their children, and the less will be their power of doing so 

2. The next of those chaiacteristics of the action of demand and 
supply peculiar to labor whidi we have to study lies in the fart that 
when a person sells his services he has to present himself where they 
are delivered. It mat Icrs nothing to the seller of bricks whether they 
are to be used in building a p.ilace or a .sewer, but it matters a great 
deal to the seller of labor, who undertakes to iteiform a task of given 
difficulty, whether or not the place in which it is to be done is a whole¬ 
some and a pleasant one, and whether or not his associates will be such 
as he cares to have. 

Since no one can deliver his labor in a market in which he is not 
himself present, it follows that the mobility of labor and the mobility 
of the laborer are convertible terms; and the unwillingness to quit 
home, and to leave old associations, including perhaps some loved 
cottage and burial ground, will often turn the scale against a proposal 
to seek better wages in a new place. And when the different members 
of a family are engaged in different trades, and a migration whidi 
would be advantageous to one member would be injurious to others, 
the inseparability of the worker from his work considerably hinders 
the adjustment of the supply of labor to the demand for it. 

3. Again, labor is often sold under special disadvantages, arising 
from the closely connected group of facts that labor power is “perish¬ 
able,” that the sellers of it are commonly poor and have no reserve 
fund, and that they cannot easily withhold it from the market. 

Perishableness is an attribute common to the labor of all grades: 
the time lost when a worker is thrown out of employment cannot be 
recovered, though in some cases his energies may be refreshed by 
rest. 
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4. The want of reserve funds and of the power of long withholding 
their labor from the market is common to nearly all grades of those 
whose work is chiefly with their hands. But it is especially true of 
unskilled laborers, partly because their wages leave very little margin 
for saving, partly because when any group of them suspends work 
there are large numbers who are capable of filling their places. The 
effects of the laborer’s disadvantage in bargaining are cumulative in 
two ways. It lowers his wages; and, as we have seen, this lowers 
his efficiency as a worker, and thereby lowers the normal value of his 
labor. And in addition it diminishes his efficiency as a bargainer, 
and thus increases the chance that he will sell his labor for less than 
its normal value. 

5. The next peculiarity in the action of demand and supply with 
regard to labor which we have to consider is closely connected with 
some of those we have already discussed. It consists in the length of 
time that is required to prepare and train labor for its work, and in the 
slowness of the returns whicii result from this training. 

Independently of the fact that, in rearing and educating their 
children, parents arc governed by motives different from those which 
induce a capitalist undertaker to erect a new machine, the period 
over which the earning power extends is generally greater in tlie case 
of a man than a machine; and therefore the circumstances by which 
the earnings are determined are less cajjablc of being foreseen, 
and the adjustment of supply to demand is both slower and more 
imperfect. 

Not much less than a generation elapses between the choice by 
parents of a skilled trade for one of their children, and his reaping the 
full results of their choice. And meanwhile the character of the trade 
may have been almost revolutionized by changes. 

221. CRAFT SKILL AND THE COMPETITIVE STRUGGLE* 

In the past, for Uie most part, the skilful manipulation of the 
tools and materials of a craft and this craftsmanship of the brain 
have been bound up together in the person of the worker and have 
been his possession. And it is this unique possession of craft knowl¬ 
edge and craft skill on the part of a body of wage-workers, that is, 
their possession of these tilings and the employers’ ignorance of 

•An editorial taken by permission from the Internaliond Holders’ Journal, 

LI (tpis). ‘97-9S- 
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them, that has enabled the workers to organize and force better 
terms from the employers. 

This being true, it is evident that the greatest blow that could be 
delivered against unionism and the organized workers would be tlic 
separation of craft knowledge from craft skill. For if the skilled use 
of tools could be secured from workmen, apart from the craft knowl¬ 
edge which only years of e.xperiencc can build u[), tlie production 
of “skilled workmen” from unskilled hands would be a matter, in 
almost any craft, of but a few days or weeks; any craft would be 
thrown open to the competition of an almost unlimited labor supply; 
the craftsmen in it would be practically at the mercy of the em¬ 
ployer. 

Of late, this separation of craft knowletlgc and craft skill has 
actually taken place in an ever-widening area and with an ever- 
increasing acceleration. Its process is shown in the two main forms 
which it has been taking. The first of these is the introduction of 
machinery and the standardization of tools, materials, product, and 
process, which make production possible on a laige scale, and the 
specialization of the w’orknien. Each workman under such circum¬ 
stances needs and can e.xercisc only a little craft knowledge and a 
little craft skill. But he is still a craftsman, though only a narrow 
one and subject to much competition from below. The second form, 
more insidious and more dangerous than the first, but to the signifi¬ 
cance of which most of us have not yet become aroused, is the gather¬ 
ing up of all this scattered craft knowledge, systematizing it, and 
concentrating it in the hands of the employer and then doling it out 
again only in the form of minute instructions, giving to each worker 
only the knowledge needed for the mechanical performance of a par¬ 
ticular relatively minute task. This process, it is evident, separates 
skill and knowledge even in their narrow relationship. When it is 
completed, the worker is no longer a craft.sman in any sense, but is an 
animated tool of the management. He has no need of special craft 
knowledge or craft skill, or any power to acquire them if he had, and 
any man who walks the street is a competitor for his job. 

There is no body of skilled workmen today safe from the one or 
the odicr of these forces tending to deprive them of their unique 
craft knowledge and skill. Only what may be termed frontier trades 
are dependent now on the all-round craftsman. These trades are 
likely at any time to be standardized and systematized and to fall 
under the influence of this double process of specialization. The 
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problem thus raised is the greatest one which organized labor faces. 
For if we do not wish to see the American workmen reduced to a great 
semi-skilled and perhaps little organized mass, a new mode of pro¬ 
tection must be found for the W’orking conditions and standards of liv¬ 
ing w'hich unions have secured, and some means must be discovered 
of giving back;to the w'orkcr what he is fast losing in the ntirrowing 
of the skill arid the theft of his craft knowledge. It is another prob¬ 
lem which the organized workmen must solve for themselves and foi 
society. __ 

See also i66. The Transfer of Thought, Skill, and Intelligent c 
169. 'I'hc Machine and the Laborer. 

22J. THE LOT OF 'ITIE WORKINGMAN- 

You are a workingman. All }our life \ou have known the con 
ditions width surround the lives of working people like jourself 
You know how hard it is for the most careful anti intlustrious work¬ 
man pro|)erly to care for his f.amily. If he is fortunate enough never 
to be sick, or out of work, or on strike, or to be involvetl in an acci¬ 
dent, or to have sickness in his family, he may become the owner of 
a cheap home, or, by dint of much sacrifice, his children may be edu¬ 
cated and enabled to enter one of the professions. Or given all the 
conditions stated, he may be enabled to save enough to piovi.le for 
himself anil wife a pittance to keep them from pauperism and beggary 
in their olil age. 

That is tfie best the workingman can hope for as a result of his 
own labor uriVier the very best conilitions. To attain that level ol 
comfort antrdfcp^icy he must deny himself and his wife and children 
many things which they ought to enjoy. It is not too much to sa\ 
that none of your fellow-workmen in Pittsburgh, men known to you, 
vour neighbors and comrailcs in labor, have been able to attain such a 
condition of comparative comfort and security except by dint of niutli 
hartlship imppsed upon themselves, their wives, and children. They 
have had to, forego many innocent pleasures; to live in poor streets, 
greatly to rthaijisadvantage of the children’s health amJ morals; 
to concentrat^pr energies on the narrow anti sordid aim of saving 
money; to'cultivate the instincts and feelings of the miser. 

The wi\'es df‘|uch men have had to endure privations and wrongs 
such as only thefwives of the workers in civilized society ever know. 

' Adapted by pcrniibsion from John Spargo, The Common Sense of Sodalism, 
PP- S” 7 ’ (Charles H. Kerr & Co., 1911.) 
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Miserably housed, cruelly overworked, toiling incessantly from morn 
till night, in sickness as well as in health, never knowing the joys of a 
real vacation, cooking, scrubbing, washing, mending, nursing, and 
pitifully saving, the wife of such a worker is in truth the slave of a 
slave. 

At the very best, then, the lot of the workingman e.xcludcs him 
and his wife and children from mo'-l of the comforts which belong to 
modern civilization. A well fitted home in a good neighborhood 
to say nothing of a home beautiful in ilM-lf and its surroundings 
is out of the question; foreign travel, the o|)portunity to enjoy the 
rest and educative advantages of ociasion.d journeys to other lands, 
i-- likewise out of the question. Even though civic enterprise provides 
public libraries and art galleries, museums, lectures, concerts, and 
other opportunities of recreation and education, there is not the 
leisure for their enjoyment to any extent. For our model workman, 
with all his exceptional advantages, after a d.ay’s toil has little time 
left for such things, and little strength or desire, while his wife has 
even less time and even less desire. 

The best that the most industrious, thrifty, persevering, and 
fortunate workingman can hope for is to be decently housed, decently 
fed, decently clothed. That he and his family may always be cer¬ 
tain of these things, so that they go down to their graves a^ last 
w'ithout having experienced the pangs of hunger and want, the 
worker must bo exceptionally fortunate. And yet, my friend, the 
horses in the stables of the rich men of this country, ajid the dogs in 
their kennels, have all these things, and more! For, tbey are pro¬ 
tected against such overwork and such anxiety as thq workingm.in 
and the workingman’s wife must endure. Great^.'care is taken of 
the health of many horses and dogs than the most favored working¬ 
man can irossibly take of the health of his boys and girls. 

223. THE SHARE OF WAGES 
A' 

That wages in the United States as a rule have a higher monetary 
value than the corresponding wages in Fitffopif^may readily be 
admitted. But the numerous investigations made in connection 
with workmen’s compensation, with minimum wage legislation, and 

' Adapted by permission from I. M. Rubinow, Standards of Health Insurance, 
pp. t2-i6. (Henry Holt & Co., 1916 ) 
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SO forth, have demonstrated a very frequent lack of correspondence 
between customary earnings and necessary minimum expense. 

The conclusions to which the writer came some years ago may 
perhaps be stated here. 

1. From two-thirds to three-fourths of all productive workers 
in the United States depend upon wages or small salaries for their 
existence. 

2. From four-fifths to nine-tenths of the wage-workers receive 
wages which are insuiTicicnt to meet the cost of a normal standard 
of health and efficiency for a family, and about one-half receive very 
much less than that. 

3. If a certain proportion of wage-workers’ families succeed in 
attaining such a standard, it is made possible only by the presence 
of more than one worker in this family. This condition, however, 
can be only temporary in the history of any workingman’s 
family. 

4. An annual surplus in the workingman’s budget is a very rare 
thing and is very small. 

5. The growth of savings-bank deposits in the United States is 
not sufficient evidence of the ability of the American workingman to 
make substantial savings. A large proportion of these savings 
belongs to other classes of population, and in so far as informa¬ 
tion is available, the average workingman’s deposits are very 
small. 

While these are all statements of static conditions, the investi¬ 
gations of the dynamics of the condition of the wage-working class 
lead to even more striking facts. It is but too often complacently 
assumed that the rise of American wages offers an almost auto¬ 
matic corrective to all economic problems of the wage-worker’s 
existence. 

A comparison of wages and retail prices from 1890 to 1912 led 
to the following conclusions, at present universally accepted by 
various shades of economic opinion: “In years of falling or even 
slowly rising prices, the American wage-worker was able to hold his 
own or to improve his condition to a slight extent. But when con¬ 
fronted with a rapidly rising price movement (accompanied as it was 
by a violent growth of profits) the American wage-worker, notwith¬ 
standing his strenuous effort to adjust wages to these new price 
conditions, notwithstanding all his strikes, boycotts, and riots, not¬ 
withstanding all this picturesque I.W.W.-ism, new unionism, and the 
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modish sabotage, has been losing surely and not even slowly, so that 
the sum total of economic progress of this country for the last quarter 
of a century appears to be a loss of from lo to 15 per cent in his 
earning power.” 

B- 

But, after all, absolute figures arc of but little interest to most 
of us. Which has been gaining at the c.\pcnsc of the others ? Which 
lias been losing in the race ? The answer to these questions is pre¬ 
sented in Table XXXI. 


TABLE XXXI 


The EsTIMCTED I’ERfh.NTAOES OF THE ToTAL NAiKINAL INCOME ReCEIVEH 
Respectively by Labor, Capiiai., La.nd, and hie Enirh’keneuh 


Censls Year 

1 

Sh ’ 

Atl 3 OE I’kouuct 


W.Ti'Cs an.l 

b.ll.illC-. 

[ntcrcot 

Rent j 

Pro6tA 

Total 

1850. 

JS 8 

12 S 

7 7 

44 0 

100 0 

18O0. 

37 2 

14 7 

8 8 

3 <i 3 

ICO 0 

1870 .; 

48 6 

12 9 

6 9 

3 * 

JOG 0 

1880. 

SI 5 

18 6 

8 7 

2 ' 3 

100 I 

iSqo.. 

53 5 

14 4 

7 

24 6 

100 I 

1 900. 

47 3 

15 0 

7 « 

30 0 

100 J 

1910. 

46 9 

16 8 

8 8 

27 5 

100 0 


We have observed that labor has been fairly successful in retaining 
about a half of the total product, but this tells us nothing about the 
portion going to each individual and this is a question of vastly more 
importance than the study of the share obtained by labor en masse 
Has the compensation for the cITorts of the average laborer increased 
as fast as should be the case considering the tremendous improvements 
in industrial processes ? Has the entrepreneur distanced the emjiloyec 
in the race, constantly securing the lion’s share of the added spoils ? 
Some light will be thrown upon these questions by reference to 
Table XXXII. 

The purchasing power of wages has remained stationary or 
declined slightly during the last sixteen years. But it must not be 
inferred from this that the present condition of the American laboring 
class is bad as compared to that of the w’orking classes elsewhere. 

‘ Adapted by permission from W I. King, The Wealth and Income oj the 
People of the United States^ pp. 160-202. (The Macmillan Co., 1915.) 
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his average wage in all industries was approximately $ii per week. 
If we figure his average annual employment as 49 weeks, he is paid in 
the neighborhood of $547 per tear, by no means a princely sum, but 
more than double the amount eained by a Muropean workman and 
probably four times what the l.iboier of China, Jairan, or India can 
hope to receive. When we remember that this is supplemented, in a 
very large percentage of cases, by the eaiitlngs of the wife or children 
or by income from property, the income of the average American 
working family cannot be considered niggardly. Education has 
mtensilied tire worker’s feeling of dissatisfaction with the environ- 
nient by which he must often perforce be surrounded, but it has, at 
the same time, sharpened his appreciative faculties, thus iiuleasing 
the amount of real income derived from a given unit of e.xpeiiditure. 
The advent of the motion picture has fuiiiished an extensive field of 
enjoyment at comparatively slight expense. Other consumers 
besides the working class liave been compelled to share in the ex])ense 
of compensating unforlun.ite woikers for time lost because of acci¬ 
dents. The decline in the [uiic basing jiower of wages has also been 
offset by an increased income from [lublic sources, better streets 
and lights, better hos])itals, better libraries, better parks and play¬ 
grounds, and better schools have all enhanced the real income of the 
cermmon people, and the tax-burden of the ordinary laborer for these 
purjeoscs is comparatively light. 

F. Insecurity through Inadequate Social Control 

[Note. —The selections in this section deal only with the legal 
phase of social control. The student should comsider w hether there 
are other forms of social control which are “inadeciu.ite” and thus 
promote insecurity of the worker.] 

224. AN OUTGROWN LEGAL PHILOSOPHY- 

As President Hadley has well pointed out, our cons'itutional 
guaranties have largely been developed and applied by the courts for 
the protection of property rights. Under the social and industrial 
conditions that prevailed before the Civil War this development 
was, at least to some extent, justifiable, for property was then prac¬ 
tically within the reach of all and its protection was clearly a matter 
of general interest. Where the acquisition of property is measurably 
within the reach of all there can be no conflict between property rights 
and individual rights. 

' Taken by permission from W. F. Dodd, “Social Legislation and the Courts,” 
Political Science Quarterly, XXVIII (1913), 2-3. 
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But since the Civil War there has been developing in this country 
a larger and larger class to whom the acquisition of even a small 
amount of property is less and less possible. And at the same time 
there have ajtpcared large accumulations of property in the hands 
of a small number of persons. Thus has arisen a conflict between 
property rights and individual rights. More accurately, perhaps, 
the conflict may be described as one between the claims of those 
owning or controlling large masses of property and the claims of 
those having little or no property, I'hc claims of those having large 
accumulations of property arc based upon the plea of the sacred- 
ncss of property; and this ])lea finds rei ognition in our earlier consti¬ 
tutional princi|)lcs. The claims of those having little or no property 
are based on the plea that the individual, even though without 
property, is of more moment than proyierty; and this plea is supported 
by the humanitarian philosophy of the present day. These positions 
in the long run should not prove irreconcilable, but certain it is that 
the interests of owners of large property as such must give way to the 
broader interests of .society. The individual, whether with or without 
property, is the object of the new social and industrial legislation. 

Our legal philosophy and our whole system of constitutional 
guaranties were developed to fit conditions when property was the 
most general interest of the community, and the highly individualistic 
philosophy of our laws was one not unadapted to the conditions of 
this country in the early days. For at least a generation, however, 
we have been living in a state of social and industrial development 
to which the earlier individualistic philosophy does not fit itself, and 
the adjustment of legal principles and legal philosophy to the.se new 
conditions is a slow one. 

See also 233. The Socialization of Law. 

407. Dissatisfaction with Present Formal Social Control. 

408. Dissatisfaction with Present Informal Social Con¬ 

trol. 

225. DIFFICULTIES OF CONTRACT IN LABOR' 

Throughout the period of westward expansion the homestead laws 
were the underpinnings by which men adjusted themselves to the 
land, as the basis for subsistence. On them, and on contractual 
relations which smacked of the soil, they built up the great common¬ 
wealths of the Mississippi Valley and beyond. 

' Ad.ipted by permission from P. U Kellogg. "The Field before the Commission 
on Industrial Relations," Political Science Quarterly, XXVTII (igis), 594-606. 
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With the development of manufacturing, the currents have set 
in new directions; cities have piled up; the people have massed in 
great trade groups; employments embedded in corporate industry 
have become the basis for subsistence for vaster and vaster numbers 
of Americans. On the contract of hire depends their prosperity. 

Now, the laws and customs of adjusting rights and interests 
among agricultural peo])lcs have been the development of centuries, 
rhey have become molded in forms conformable to democracy. But 
while organic social changes have conic in with modern industry, as 
radical as the change in tools from wheelbarrows to electric cranes, 
ihe terms of the contract of hire have not been reconsidered in rela¬ 
tion to the new conditions. 

If we apply to the farming life of America the words “equity," 
“tenure,” and “ security,” we obtain a fairly clear idea of the economic 
liase upon which households and granges, counties and states, have been 
built up. But if we apply the lest of the same words to the working 
life of American industrial districts, we get at once a vivid impression 
of the insecure footing of our wage-earners. 

Not merely the sudden massing of industrial workers but the 
unevenness in the size and strength of the parties to the work con¬ 
tract put strains upon it. Corporate bargainers range from small 
concerns, wliich retain much of the old personal contact between 
master and man, to far-flung enterprises governed by wire, which 
have injected a system of ab.scntce capitalism into American indus¬ 
trial life as definite in its cfTects as is absentee landlordism. In 
strength of position these corporate bargainers range from the isolated 
contractor, whose work must be prosecuted on an exposed corner and 
at a rate of sjiced enforced by real-estate owner and prospective 
tenant, to the manufacturer whose walled plant enables him to store 
up finished goods to tide over a strike. They range from associations 
of such manufacturers, whkh can put a strike-breaking force into the 
plant of any member and break the back of a local strike regardless 
of its merits, to nationalized industries, which can effect the same end 
by closing down a plant here and operating elsewhere. They range 
from manufacturers who view organized labor as nothing more than 
a disrupter of orderly administration to be fought at every turn, to 
manufacturers who not only bargain with it, but look to it to aid in the 
discipline of unsteady workers to settle disputes between crafts. 

There is ecjual unevenness in tire ranks of labor. The workers 
range from those in sedentary trades, thick with traditions, to 
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those in new and hazardous callings like that of the structural iron 
workers, which attract foot-loose men of the same devil-may-care 
stamp as did our frontier settlements. They range from old employ¬ 
ees, indispensable core of an industry, to the machine hands of the 
loft districts of the cities, whose employers take them on and lay 
them off with no more sense of responsibility than they feel when they 
throw the switch that turns on their electric power. They range from 
mass organizations which embrace every worker in an industry, 
from common labor up, to craft organizations hedged in by appren¬ 
ticeships from competition with the common laborers; from ele¬ 
mental, unorganized bodies of men who strike spontaneously under 
some common spur, as at McKees Rocks and Lawrence, to highly 
disciplined orders, like the railroad brotherhoods, w'hose st.ages of 
development have been as distinct in character, ideals, and methods 
as are those of thoroughly organized business concerns. The organi¬ 
zations of workers range from isolated loud bodies to international 
unions wdth staffs of paid organizers, fiom irresponsible associations 
with unitemized accounts and a ring control which matches that of 
machine politics, to organizations on a business basis with large 
benefit funds and responsible e.'tecutives. 

We have thus reviewed rapidly some of the social bearings of the 
work contract to which we, singly, in groups, and as a whole are 
parties; the inequalities in the organizations which jiarlicijiatc, 
the injection of women and children and immigrants into the situa¬ 
tion to complicate the bargains of men, the revolutions in manu¬ 
facturing methods which make the w'ork bargain an ever-recurring 
fact, the technical development which makes it dilTicuIt, the social 
pressure which distorts or molds it, the laws which apply to it with 
uncertainty. As Professor lloxie puts it: “It will not do to attribute 
the resulting conditions and actions to ignorance, selfishness, or per¬ 
versity on the part of employers or workers. They but act as the 
inherent forces of the modern industrial system dictate.” The 
situation is one at best filled witli organic change, adjustment, and 
readjustment. It w'ould put to the test the most firmly woven and 
clearly defined fabric of industrial relations. But as a matter of 
fact our industrial relations are not firmly woven nor clearly defined. 
The economic motive has been the only element, sure, certain, 
omnipresent. Under pressure from it; as a natural consequence, 
men have taken things into their own hands; singly and in groups 
they have applied remedies which at worst gouged their fellows and 
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at best have been but a partial solution. Encroachment from one 
quarter has been answered by encroachment from another. The 
leadership which has been the subject of mo.st serious public criticism 
has been of the sort which has forged to the front among men on a war 
fooling from the beginning of time. The e.xcesscs on both sides 
have been of the sort which are inevitable when the fabric of fair 
play is not strong enough nor well enough devised to stand the 
tension. 


226. FREEDOM OF CONTRACT AND LABOR' 

The list appended was bulletined at the Chicago Indusliial 
Exhibit of 1906 and reprinted in Charities and the Commons. 

What “Freedom of Contract’’ has meant to l.abor: 

1. Denial of eight-hour law for women in Illinois. 

2. Denial of eight-hour law for city hibor or for mechames anil 
ordinary laborers. 

3. Denial of ten-hour law for bakers. 

4. Inability to prohibit tenement labor. 

5. Inability to prevent by law employer from requiring employee, 
as condition of securing work, to assume all risk from injury while 
at work. 

6. Inabilitv to prohibit employer selling goods to employees at 
greater profit than to non-employees. 

7. Inability to prohibit mine owners sciecning coal which is 
mined by weight before crediting same to emiiloyees as basis of 
wage. 

8. Inability to legislate ag.ainst employer using coercion to prevent 
employee becoming a member of a labor union. 

9. Inability to rest.'ict employer in making deductions from 
wages of employees. 

10. Inability to compel by law payment of wages at regular 
intervals. 

11. Inability to provide by law that laborers on public works shall 
be paid prevailing rate of wages. 

12. Inability to compel by law payment of extra compensation 
for overtime. 

13. Inability to prevent by law employer from holding back part of 
wages. 

'Taken by permission from Joh.i Dewey and J H Tufts, Eihks. pp 505-6, 
note (Henry Holt & Co., 1910.) 
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14. Inability to compel payment of wages in cash; so that 
employer may pay in truck or scrip not redeemable in lawful 
money. 

1$. Inability to forbid alien labor on municipal contracts. 

16. Inability to secure by law union label on city printing. 

Labor representatives speak of “ the ironic manner in which the 
courts guarantee to the workers; The right to be maimed and killed 
without liability to the employer; the right to be discharged for 
belonging to a union; the right to work as many hours as employers 
please and under any considerations which they may impose." The 
“irony” is, of course, not intended by the courts. It is the irony 
inherent in a situation when rules designed to secure justice become 
futile if not a positive cause of injustice, because of changed conditions. 


See also 339. Some Interpretations of the Content of Freedom. 

jjy. SOME COMMON-LAW DOCTRINES- 

We must begin with a word or two about the common law in 
personal injury cases generally. If one person injures another, 
unintentionally but through want of due care (and duo care is what 
the average prudent man would use in similar circumstances), he is 
civilly liable to the injured one for the amount of harm, estimated in 
money, which his want of care has caused. This seems a natural and 
fair adjustment of burdens. When one is unduly careless, and thereby 
hurts another, he should make up for it in so far as money can. 

There are three important additional features of this law; 

First, contributory negligence on the part of the injured person 
defeats recovery. 

Second, as a rule of negligence—and it is important to bear this 
in mind—a master is responsible for the negligence of his servant 
while engaged in the master's work. This is on the principle of 
“respondeat superior.” It is the master who is having tlie work done; 
he must insure its being done with reasonable care. Whether he 
does the work himself, or through an agent, the burden of responsi¬ 
bility is manifestly well placed. 

Third, the burden of proving negligence is upon the plaintiff; 
of proving contributory negligence upon the defendant. 

* Adapted by permission from Crystal Eastman, Work-AccidetUs and the Law, 
pp. 16^-88. (Charities Publication Committee, igio.) 
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Now in the application of this general law to an employer’s 
liability for negligence which results in injury to his employees while 
they are carrying on his work, some rather material modirRations 
and changes occur. All these moditications are based on one idea. 
I he law holds that the employer is in a dilTerent relation to his 
employees, because they have made a contract with him in which 
certain elements are implied. The law' assumes that the two patties 
are free and on an equal footing in m.d.ing this contract. It is the 
contract of hire. The servant is not tibliged to work for the masttT, 
he can take work or leave it, as he likes; but if he takes the work 
he makes a contract in which the law inqtlics that he assumes cei ittin 
risks, (i) He a.ssumes the risk of all the ordintiiy dangers of the 
employment. (2) He assumes the lisk of all e.xiraorditiary dangers, 
such as those which arise from defective ma(hineiv and an mis.ife 
|)lace to work or from hasty and dangerous methods, if he knew about 
these, or might reasonably be expected to know about them and 
accepts the work in .spite of them, or if he finds out about them, or 
might have found out about them with the e.x-ercisc of ordinary care, 
and continues working in s])ite of them. (3) I'inally, he assumes the 
risk of all dangers arising from the carelessness, ignorance, or iiucuu- 
petency of his fcllow'-cmployees. 

I. The first is simple and, comparatively .speaking, reasonable. 
In a large number of modern industries ccrttiin accidents are inevi¬ 
table. It is not as safe to mine coal, make steel rails,or manuku lure 
e.xplosivcs, as it is to practice law or dig jtottiloes. If a mtin rhoosis 
one calling rather than another, the danger is his own lookout. 

However, it is not merely the risk of accidents happening in spite 
of every safety precaution and protection, whieh the employee 
assumes; he assumes the risk of the work as it is ordinarily carried on. 
Thus, a telephone lineman gets a shock from an uncovcied electric 
light wire that he touches in passing, and this is an incident of his 
employment. Or a laborer woiking in a quarry is badly injured 
by a heavy stone falling on him; this is a risk which a quarry work¬ 
man assumes. But again, the handle of a bucket hauling 4,000 
pounds of iron out of the hold of a vessel, pulls out, letting the whole 
mass of iron fall on a workman in the hold. Upon this bucket, which 
had been used for eighteen years, the handle was merely clamped, 
while upon newer buckets the handle is forged. Nevertheless, since 
the plaintill cannot show that 'he old and less safe buckets are not 
still in common use, he cannot hold the employer liable for his injury. 
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He has suffered from an ordinary danger of his employment, and he 
look the risk. So much then for this first exception—the employee 
undertakes to suffer all the risks of his employment as it is usually 
carried on. 

2. The second exception goes farther. The employee assumes all 
extraordinary and unusual risks, not incident to his employment, if 
he knew or could reasonably be expected to have known of the danger, 
and continued working. He assumes all patent risks and ail latent 
risks of which he is informed. For instance, a seventcen-ycar-old 
girl working in a laundry called the attention of a foreman to a loose 
board in front of the rolls where she was working. She said it inter¬ 
fered with her work, but made no definite complaint with regard to 
its danger, and she went on working. Nothing was done. Finally, 
while she was cleaning the machine, the loose board flew up and 
threw her hands between the rolls, where they were crushed. She 
could not recover damages for this injury, because she had assumed 
the risk of a condition which she ought to have known was dangerous. 
Or again, a man working near a defective crane is injured by its 
breaking. There is no evidence that he knew of the defect, but it had 
been plain for three months. “He ought to have known of it.” In 
this case, as in many, we see how the very obviousness of the defect, 
which it seems should fix the responsibility upon the employer, is a 
means of his avoiding responsibility. 

There is, however, one e.xception to this rule of the law. If an 
employee, when he sees a defect or a possible danger, complains of it to 
his employer or to his superior who is directing the work, and if the 
employer or his superior promises to repair it, and if the employee 
relies upon the promise, and if the danger is not imminent—then the 
servant is relieved of his assumption of risk even though he continues 
to work; provided, however, that if the employee continues to work 
after a reasonable time has passed without the promise to repair 
being carried out, then he is deemed to have “ waived ” his objections, 
and “assumed the risk” again. This valuable exception is well 
hedged about with “ifs.” 

3. FinalK', the employee assumes all risk due to the negligence of 
fellow-employees. This is the most vital distinction between the 
general law of negligence, and the law of negligence as between master 
and servant. “A master is lesponsible for the negligence of his 
servants in course of employment without regard for their reputation 
except in case of fellow-servants.” As between the master and a 
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servant injured, it is only demanded of the master that he shall have 
taken due care in employing fellow-servants of ordinal)' skill and 
laicfulness. To illustiate: Suppose a yard master in Philadelphia, 
bv re[)utation a reasonably careful man, puts a car of dcm.imite at 
the end of a tram of cars instead of in the middle, as the rule of the 
company rerjuires, and because of this carelessness the dynamite is 
blown up in a collision many miles from Philadelphia. A cow brows¬ 
ing in a field near the track and a station agent kee|)ing his lonely 
post in a small country station are both blown to pieces. Now in 
such a case the farmer could recover for the loss of his cow, but the 
station agent's widow could not recover for the loss of her husband 
because he was a fellow-servant of the man whose mistake or caie- 
lessiiess caused the accident. Yet he had no more to do with that 
fellow-servant’s act, or with the eniployiiient of him, than the 
farmer’s cow had. 

Almost every element of unfairness in this law aiiscs, T think, from 
one misconception, namely, that the two parties are on an ci|iial 
footing. In the eyes of the law, every workingman, from the trained 
.American locomotive engineer with a strong union behind him, to 
the newly-landed “llimkie," tongue-tied and bewildered, is on an 
cciual footing with the United Slates Steel Coipor.ition in all its 
masterfully concentrated power. In the contract of lure, the l.iw 
assumes that the workman is as free to accept or refuse a Job .as the 
employer is to take or drop him. In the matter of the release, the 
law assumes that the stricken and terrified widow of an ignorant 
laboring man is in a position of equal undersl.indmg and enlighten¬ 
ment, in regard to the ic-pedive interests of the ])arties, with the 
hardened claim agent employed by the coiporation. The law 
IS behindhand, and the lawni.ikeis liave been blind. Whth their 
minds thoroughly steeped in old ideas of theoretical equality and 
freedom of contract, they have gone on, content with the “logic 
of the law,’’ oblivious to the actual facts. 

G. Some Structures Designed to Meet the Difficulties 
228. A PROGRAM OF REFORM 

The Federal Council of the Churches of Christ in America is a 
national federation of 30 chuich denominations and communions. 
Pile following principles, which have come to be known as “ Phe 
Social Creed of the Churches,’’ were adopted by the Federal Council 
at its meeting in.Chicago on December 9, 1912. 
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The Churches must stand: 

For equal rights and complete justice for all men in all stations 
of life. 

For the protection of the family, by the single standard of purity, 
uniform divorce laws, proper regulationof marriage, and proper housing. 

For the fullest possible development for every child, e.specially 
by the provision of proper education and recreation. 

For the abolition of child labor. 

For such regulation of the conditions of toil for women as shall 
safeguard the physical and moral health of the community. 

For the abatement and prevention of poverty. 

For the protection of the individual and society from the social, 
economic, and moral waste of the liquor traffic. 

For the conservation of health. 

For the protection of the worker from dangerous machinery, 
occupational disease, and mortality. 

For the right of all men to the opportunity for self-majntenance, 
for safcgu.arding this right against encroachments of every kind, and 
for the protection of workers from the hardships of enforced unem¬ 
ployment. 

For suitable provision for the old age of workers, and for those 
incapacitated by injury. 

For the right of employees and employers alike to organize for 
adequate means of conciliation and arbitration in industrial disputes. 

For a release from employment one day in seven. 

For the gradual and reasonable reduction of the hours of labor to 
the lowest practicable point, and for that degree of leisure for all 
which is a condition of the highest human life. 

For a living wage as a minimum in every industry, and for the 
highest wage that each industry can afford. 

For a new emphasis upon the application of Christian principles 
to the acquisition and use of property, and for the most equitable 
division of tlie product of industry that can ultimately be devised. 

2^9. THE ORGANIZATION OF THE LABOR MARKET' 

Any comprehensive and workable campaign for the prevention 
of unemployment should emphasize the following lines of activity: 
(I) establishment of public employment exchanges; (II) systematic 

’Adapted by permission from J. B. ; 4 ndrews, “A Practical Program for 
the Prevention of Unemployment in America,” American Labor Legislation Review, 

V (1915), 176*92- H 
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distribution of public work; (III) regularization of industry; and 
(IV) unemployment insurance. 

1. Establishment or Punric Employment Exchanges 

An essential step toward a solution of the problem of unemploy¬ 
ment is the organization of the labor market through a connected 
network of public employment e.xchanges. This is vitally important 
as a matter of business organization and not of philanthropy. It is 
of as much importance for the employer to find help rapidly and 
effiriently as it is for the worker to find work without delay. The 
necessity of organized markets is recognized in every other field 
of economic activity, but we h.avc thus far taken only timid and 
halting steps in the organization of the labor market. The peddling 
method is still, even in our “efficient” industrial system, the prevalent 
method of selling labor. Thus a purely business transaction is 
carried on in a most unbusinesslike, not to say mediaeval, manner. 

The system of employment e.xchanges in order to be thoroughly 
effective should be organized not only by municipalities and states, but 
also by the federal government. 

I. LOCAL EMPLOYMENT EXCHANGES 

The local bureaus—state and municipal -should aim at a rapid 
connection between the “ right m.an for the job and the right job for 
the man.” Their watchword should be efficient service to both 
employer and worker, and they should aim to extend this service 
as completely as possible into all industries and all occupations. In 
establishing and operating these exchanges the following points are 
important: 

(i) Location and character of offices. —Well-arranged, roomy, 
easily accessilile offices should be chosen, in good neighborhoods. 

(z) Departments.—OSica should be divided into separate depart¬ 
ments for (a) men, women, and children; (A) separate industrial 
groups, such as skilled and unskilled labor, farm labor, domestic, 
clerical and factory labor, and the handicapped. In time, as their 
organization improves, they may need to establish special depart¬ 
ments for certain large skilled trades. 

(3) Vocational guidance .—'fhere should be a special department 
for vocational guidance, to co-operate with educational and health 
officials, with unions and with employers, in endeavoring to place 
young workers where they will have an opportunity for industrial 
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training and for real advancement, instead of leaving them to drift 
into blind-alley occupations. 

(4) Selection of applicants. —Applicants should be placed on the 
basis of fitness alone. The offices should not be allowed to become 
resorts for sub-standard labor. 

(5) Decasualization of casual labor. —One of the most important 
functions of a public labor exchange should be the decasualization 
of casual labor. The New York Commission on Unemployment 
reported in igii that two out of every five wage-earners are obliged 
to seek new places one or more times every year. When all casual 
workers are hired through a common center, employment can be con¬ 
centrated u])on the smallest possible number instead of being spread 
over a large group of underemployed. 

(6) Dovetailing of seasonal industries. —The dovetailing of seasonal 
trades, so as to provide continued employment for workers during 
the slack seasons of their ordinary occupation, offers a promising 
field for public employment exchange activity. 

(7) Neutrality in trade disputes. —These agencies should be held 
true to their public character and remain neutral in all trade dis¬ 
putes. 

(8) Advancement of transportation. —The officers should be 
empowered to advance, under careful safeguards, railroad fares to 
workers when necessary. 

(y) Co-operation with other agencies. —Offices should co-operate 
with other employment bureaus, municipal, state, and federal, in 
exchanging applications lor help and for work, and in adopting uni¬ 
form systems of records. 

(10) Civil service. —Only persons qualifying through civil service 
examinations should be em|)loyed in the work of the offices. 

(11) Representative lomnullee. —Each office should work under 
the supervision and advice of a representative committee composed 
of representatives selected by both employers and workers. 

2. STATE SYSTEMS 

The most advantageous working of the local exchanges requires 
that these be united in efficient state systems, among whose duties 
would be: 

(i) Establishment of local e.xchanges. —The state should open local 
exchanges at all important industrial or agricultural centers, except 
where this has already been done by the local authorities. 
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(2) Co-operation with local authorities. —V\'hcrevcr it is possible, 
the state system should co-opcr.Uo with tlie local autlioritics in estab¬ 
lishing and conducting the local c\change. 

(3) Regulation of private e.xrhangcs. —Except, perhaps, in the 
largest cities, needful suirervisiun and regulation of pri\ate exchanges 
are best carried on by state authorities closely connected with the 
public system. 

(4) .'italistics. —As a basis for future prevontixe action, for voca¬ 
tional guidance, and for otliei pin poses, the exchanges should carefully 
collect data, comparable from xear to year. 

(5) Bulletins. —Perioclical bulletins should be issued, showing the 
state of the demand for labor and the suiiply in the \aiious distric Is 
and industries within their field. 

3. I'EDER.Xr. EMPLOYMENT BUREAU 

The federal employment bureau would haye a y.duable function 
in co-ordinating the work of the local bureaus and in organi/.mg 
the labor market on a national basis. Such a fedeial system would 
have the following functions: 

(1) Establishment of publu exchanges. —With careful regard to 
existing state and munici])al exchanges, the fedcTal bure.iu might 
find it advantageous to open ofliccs of its own where needed. 

(2) Assistance to local bureaus. —Among the means by which the 
federal bureau could assist the work of the local exchanges are. 
(a) interchange of information, (b) standard record system, (c) dis¬ 
trict clearing-houses. 

(3) Regulation of private agencies. In so far as private em[)loy 
ment agencies do an interstate business they are pro[)eily subject 
to federal supervision and regulation under the interstate commerce 
clause of the Federal Constitution. Complete regulation might be 
secured through the use of the federal taxing [rower. 

II. Systematic Disiriuution of Public Work 

A well-developed system of labor exchanges will not, of course, 
c rcate jobs, but in addition to bringing the jobless workers cjuickly and 
smoothly in contact with such opportunities as exist, it will register the 
rise and fall in the demand for labor. 'Phis knocvlcdge wib make 
possible intelligent action for the prevention and relief of unemploy¬ 
ment through the systematic distribution of public work and the 
pushing of necessary projects when private industry’s demand for 
20 
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labor is at a low level. Public work will then act as a sponge, absorb¬ 
ing the reserves of labor in bad years and slack seasons, and setting 
them free again when the demand for them increases in private 
business. 

I. ADJUSTMENT OP REGULAR WORK 

Even at slightly additional cost regular public work should be 
(onducted in years of depicssion and seasons of depression. A pro¬ 
gram of the amount of public work contcm|)lated for several years 
in advance should be laid out and then carefully planned to be pushed 
ahead in the lean years which experience has shown to recur periodi¬ 
cally, and in the months when |)rivate em[)loyment is at a low ebb. 
European e.xperiencc shows that it is essential to the success of such 
a program that the work be done in the ordinary -way, the workers 
being employed at the standard wage and unilcr the usual working 
conditions and hired on the basis of ehiciency, not merely because 
they happen to be unemployed. 

2. EUEKGENCV WORK 

In communities which have not yet developed such a program, or 
in times of special emergency, it is a much wiser policy to start large 
projects for [lublic works than to support the unemployed through 
private charity or public relief. This should not be “relief work” 
or “made work” sinijily to keep idle hands busy, but should be neces¬ 
sary public work which would have been undertaken normally in the 
course of time, but which can be concentrated in the time of 
emergency. 

III. Regularization of Industry 

Side by side with the movements for public labor exchanges and 
for systematic distribution of public work should go the movement 
for the regularization of industry itself, through the combined efforts 
of employers, employees, and the consuming public. 

I. REGULARIZATION BY EMPLOYERS 

In the regularization of industry a large responsibility lies directly 
upon employers to regularize their own businesses. Every attempt 
should be made within the limits of each business to make every job a 
steady job. Sincere efforts in this direction on the part of the employer 
Can accomplish much. -Among the things which he can do ere’ 
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(1) Establishment of an employment department .—^The employer 
should establish, as part of his organization, an employment depart¬ 
ment, having at its head an employment manager whose special duty 
it is to study the problems of unemployment in the individual shop 
and to devise ways of meeting them. Such a do])artmcnt would 
aim at: 

a) Reduction of the “turnover” of labor: By a study of its 
causes through records of “ hiring and firing,” reduction could be made 
in the “turnover” of labor which is at |)rcsent so excessive that 
factories frequently hire and discharge 1,000 men in a year to keep up 
a force of 300. 

b) Reduction of fluctuations of employment inside the shop: 
.Among the methods that might be used for this purpose are: (i) sys¬ 
tematic transfer of workers between departments; (ii) emjjloying all 
on part time rather than laying off part of tlie force; (iii) arranging 
working force in groups and keeping higher gioups enqjloyed con¬ 
tinuously; those in lower groups will then be encouraged to keep out 
of the industry altogether, or to combine it wdth some other occu])a- 
tions to which they can regularly turn in the dull season; (iv) keeping 
before the attention of the rest of the organization the importance 
of regularizing employment. 

(2) Regulation of output .—The employer should regulate his 
output and distribute it as evenly as possilde throughout the year. 

a) Record keeping and forward planning: Yearly curves should 
be kept, showing production, sales, and deliveries day by day, week 
by week, and month by month; and an effort should be made each 
year to level the curve and to smooth out the “peak load.” 

b) Building up slack season trade: Special instructions should be 
given to sales departments and to traveling salesmen to urge customers 
to place orders for delivery during the slack season. Special advertis¬ 
ing also stimulates trade in dull periods. 

c) Keeping a stock department and making to stock as liberally 
as possible in the slack season: The making of goods to stock requires 
the tying-up of a certain amount of capital, but many employers feel 
tills to be balanced by the gain in contentment among the workers and 
the increase of efficiency and team spirit in the organization. They 
have the further advantage of being able to supply goods immediately 
on order. 

d) “Going after” steady rather than speculative business: Well- 
organized business with a steady demand and a regular and sure 
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profit can afford to dispense with the irregular and unreliable gains of a 
speculative business which often involve disorganization and irregular¬ 
ity of production. 

e) Careful study of market conditions and adjustment of the 
business to take advantage of them: A broad market provides more 
regular business than a narrow one. Foreign trade supplements 
domestic trade, and orders often arrive from southern and far western 
markets when the eastern market is slack. A diversity of customers 
will usually provide a more regular demand than concentration on one 
or two large buyers. The retail trade will often take a manufacturer’s 
goods just when the wholesale season has stopped. 

/) Developing new lines and complementary industries: A diver¬ 
sity of products will often help to regularize a business. Many 
manufacturers study their plant, the nature of their material, and the 
character of the market to see whether they cannot add new lines to 
su|)plemcnt those they have and fill in business in the slack seasons. 

g) Overcoming weather conditions: Special refrigerating, heating, 
moistening, drying, or other apparatus proves effective in many indus¬ 
tries in enabling operations to be continued even in unfavorable 
weather. 

(3) Co-operation with other e«»/)/oyerr.— Employers could by col¬ 
lective action do much to diminish the e.xtent of unemployment and to 
abolish trade abuses which lead to it. For instance, they could co¬ 
operate to: 

a) Arrange for interchange of workers: A number of cmplo\ers 
in the same or in related industries could arrange to take their labor 
from a central source and to transfer workers between establishments 
according to the respective fluctuations in business. This would 
prevent the wasteful system of maintaining a separate reserve of labor 
for each plant. The best agency for effecting this transfer is, of 
course, the public labor exchange. 

b) Provide diversity of industries: Through chambers of com¬ 
merce or similar organizations an effort should be made to provide 
communities with diversified industries whose slack seasons come at 
different times, so as to facilitate dovetailing of employments. 

c) Prevent development of plant and machinery far beyond 
normal demand: An installation of equipment, the capacity of 
which is far in excess of orders normally to be expected, is not only a 
financial burden, but it is a continual inducement toward rush orders 
and irregular operation. 
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d) Prevent disorganization of production due to cut-throat 
competition: Agreements can in some cases be made to restrict 
extreme styles and other excessively competitive factors which serve 
Id disorganize production. 

(4) Co-operation with other cjjorts to rei^iiliii ize employment .— 
Employers should co-0])erate with all other elloits put forih in the 
uiiimiimity to regularize em])Iovment, es[)ecially with the public 
employment exchanges. Employers should make a special point 
of securing as much of their help as possible fiom these exchanges. 

2 RKGUI.XRIZATIO.N IlY Till. WORKIKS 

The workers themselves have a spec i.il op|ioituiiity and responsi- 
liililv in the campaign against tine niphix ment .\\ measures against 
unemployment individually and through thetr organizations they 
should: 

(1) Support the general program here outlined Parts ('.specially 
lecommcnding themselves for support by the workers are: 

a) Establishment of the ])rinciple of elasticity of working time 
r.ithcr than elasticity of working force. Double [tay should be en¬ 
forced for overtime, however, thus compelling the employer to spread 
out production more evenly through the }ear. 

h) Encouragement of public employment exchanges as the 
recogniz.ed agency for securing employment and for registering 
unemployment statistics. 

c) .Systematic distribution of public work and provision of 
emergency work. 

d) Public unemployment insurance. 

e) Foundation of a thorough sxstem of economic education and 
industrial training. 

(2) Place less insistence on strong demarcations between the trades. 
d'his would make possible the keeping of resei ves for the industry as a 
'vhole rather than as at present for each separate trade, for each shop, 
and even for each separate ojieration within the shop. It would 
also permit a more comprehensive program of industrial education. 

3. REGULARIZATION BY CONSUMERS 

Consumers should arrange their orders and purchases to assist in 
the regularization of production and employment The principle of 
“shop early," which has proven useful in diminishing the Christmas 
rush, should be extended. Employers could do much more to-ward 
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profit can afford to dispense with the irregular and unreliable gains of a 
speculative business which often involve disorganization and irregular¬ 
ity of production. 

e) Careful study of market conditions and adjustment of the 
business to take advantage of them: A broad market provides more 
regular business than a narrow one. Foreign trade supplements 
domestic trade, and orders often arrive from southern and far western 
markets when the eastern market is slack. A diversity of customers 
will usually provide a more regular demand than concentration on one 
or two large buyers. The retail trade will often take a manufacturer’s 
goods just when the wholesale season has stopped. 
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2. PUBLIC SUBSIDIES TO TRADE UNION OUT-OF-WORK BENEFITS 
As the “Ghent System,” invented by Dr. Varlez, the inter¬ 
national secretary of the Association on Unemployment, lliis nielliod 
of administering unemployment insuiance has become well known 
throughout Western Kurope, 
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3. A constructive immigration policy, concerned with both indus¬ 
trial and agricultural aspects of the problem, should be developed 
for the proper distribution of America’s enormous immigration. 

4. Reducing the number of young workers by excluding child labor 
up to sixteen years of age and restricting the hours of young people 
under eighteen would lessen the number of the unskilled. 

5. Reduction of excessive working hours, especially in occupa¬ 
tions where the time of attendance and not the speed of the worker 
is the essential factor (such as ticket chopping and ’bus driving) 
would increase to a certain extent the demand for labor. 

6. Constructive care of the unemployable, who are tliemsclves largely 
the product of unemployment, must be devised, with the aim of 
restoring them, whenever possible, to normal working life. The 
problem of these persons is distinct from that of the capable unem¬ 
ployed, and should not be confused with it. For the different groups 
appropriate treatment is required, including (i) adequate health 
insurance for the sick, (2) old-age pensions for the aged, (3) industrial 
or agricultural training for the inefficient, (4) segregation for the 
feebleminded, and (5) penal farm colonies for the “won’t works” 
and semi-criminal. 


230. SOCIAL INSURANCE' 

Social insurance sets to itself the task of meeting the problem of 
the economic insecurity of labor. 

Now what are the contingencies causing this economic insecurity 
against which provision must be made in some way ? On examina¬ 
tion we find that a man’s ability to support himself, and to make due 
provision for those dependent upon him, is lessened or cut off: (i) by 
his meeting with an accident incapacitating him, temporarily or per¬ 
manently, partially or completely, for labor; (2) by his falling sick; 
(3) by his becoming permanently disabled for labor as the result of 
old age or failing powers; (4) by his death, leaving a widow, children, 
or others without adequate means for their support; and (5) by his 
inability to secure remunerative work. 

To meet each of these contingencies resort has been had to the 
principles of insurance. Social insurance is thus a term that has been 
coined to serve as a collective designation of: (r) insurance against 
accidents; {2) insurance against sickness; (3) insurance against old 

‘Adapted by permission from W. F. H'illoughby, “The Problem of Social 
Insurance: An Analysis,” American Labor Legislation Review, III (1913), 159-60 
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,ii;c and invalidity; (4) in'^urance against death, or, as it is more 
usually railed, life insurance, and (5) insurance against unemploy¬ 
ment. 

Could a just and workable plan of insurance covering these 
several points be W'orked out, the problem of the economic security 
of labor, one of the greatest with which society now has to deal, would 
be solved. Is there any social problem more fundamental or more 
deserving of unremitting effort? 

Each of these five branches of .social insuiance has its own special 
problems and considerations; they are united only in res])ect to their 
ultimate social end. These s])ecial problems can, in each case, be 
ilistingui.shed, for puiposes of consideration, into three distinct 
(lasses: (a) the social, {b) the administrative, (c) the technical. Of 
these the first is the most fundamental. Under this head falls the 
gre;it question of upon whom --hall fall the burden of making the con¬ 
tributions reciuircd for the sui>|)oit of the system No real progress 
can be made until we, the public, have reached a conclusion regard¬ 
ing the problem of justice that is here involved. .As a matter purelv 
of right, of justice, of bringing about the widest possible distribution 
of welfare, how shall the linam ial burden entailed by the system be 
distributed? In seeking to reach an answei to this (|uestion we find 
that the choice lies between placing the burden in whole or in part 
u])on either: (i) the beneficiary, or workman, (2) the employer, (3) the 
industry in which the workman is emploced, or (4) the state. 

231 A SURVEY OF WOKKLNC.MEN’S INSURANCE IN ■]■1IK 
UNITIT) STATES' 

There are already various systems of industrial insurance in the 
United States which witness to the universal sense of need of such 
protection even among those woikeis who have le.ast developed habits 
of tlirift. These imperfect and unrelated schemes are yet to be 
developed, co-ordinated, regulated, and combined so as to form a 
consistent, comprehensive, and adequate system. The hope of 
progress lies in these germinal beginnings, and the problem immedi¬ 
ately before the nation is one of synthesis. 

Systems and schemes oj industrial insurance.—(i) The working¬ 
men have themselves created organizations for insurance, and thereby 
express a universal sense of need of this protection; local mutual 

'Adapted by permission from Q. R. Henderson, Industrial Insurance in the 
United Stales, chap. xii. (The University of Cliicago Press, 1909.) 
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‘Adapted by permission from W. F. H'illoughby, “The Problem of Social 
Insurance: An Analysis,” American Labor Legislation Review, III (1913), 159-60 
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organized accident insurance, but generally the schemes load the 
employees wiUi premiums, cover only a part of the real loss, and lack 
full actuarial basis. There is nowhere slate super\ ision or direction, 
no obligation to insure, no unity or uniformity of method; mostly 
anarchy. The administration varies with the form of organization; 
in the mutual benefit associations the matter is directed by a com¬ 
mittee with ofheers and clerks; in the trade unions the lodge governs 
the direction; and in casualty companies all is administered by the 
central office. 

In the relief departments of railroads and in the casualty com¬ 
panies the fund is provided by payment of ])reniiums at intervals in 
advance. No example has been found of groups of employers feder¬ 
ated to provide accident insurance; and, indeed, the motive is lack¬ 
ing for such organization. 

Old age and invalidism .—A few of the trade unions have begun to 
establish funds for old-age retirement benefits. The fraternal societies 
exhibit a serious defect at tliis point. Under their system they can 
carry life insurance only to the region of old age and then the 
“brother” must care for himself, a very inconsistent kind of fra¬ 
ternity, yet insejiarable from present methods. .Some of the railroad 
corporations and even private firms have founded funds for old-age 
pensions and this movement seems to be growing in the country. 
Cities have pension funds for policemen, firemen, and to some extent 
for teachers. The nation and the states have made the old age of 
veterans comfortable. It is perfectly clear that the common laborers 
of cities can never on present wages provide for old age without help 
of employers and the public; the outlook is simply hopeless. 

Various arc the methods of provitling funeral funds and life 
insurance. The poorest workmen of America count among their 
most necessary c.xpenscs the premiums which will provide money for a 
respectable funeral. Sickness and accident insurance come later, 
and the contingency of need in old age is to their imagination far 
more remote. The colossal sums poured annually from slender 
incomes into the coffers of the “ industrial insurance companies 
are witness of the spirit of sacrifice which is inspired by the sentiment 
of repugnance to burial at public expense riic benefit departments 
of the fraternal societies and fraternal insurance societies prove the 
interest of skilled artisans in providing for future wants by insurance. 

Comparatively little has been done for unemployment insurance. 
Apart from occasional gifts of cities, or hastily planned emergency 
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‘Adapted by permission from W. F. H'illoughby, “The Problem of Social 
Insurance: An Analysis,” American Labor Legislation Review, III (1913), 159-60 
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will the attempt to solve the problem of low wages probably raise ? Is 
it wise legislation so far as it goes? If so, are additional measures 
called for to supplement it ? If not, where shall we look for a solution 
of the serious problem of low wages ? 

The first result to be expected is that the formation of wages 
boards will bring about a certain amount of organization of the 
employees in the trades regulated. 

The second and porba]>3 the most important result will be that 
wages will be standardized to an extent, and exploitation by un¬ 
scrupulous employers will be checked. 

A third result will be a leveling up of wages in the regulated 
trades. 

A fourth result will probably be that some of those who arc now 
earning more than a living wage on a time basis will have their wages 
reduced. The union rate has had that effect; some of those of more 
than average efficiency have been sacrificed to an extent. 

As a fifth result, various petty abuses by the less scrupulous 
employers will be checked, such as exacting payment for this, that, 
and the other thing - drinking-water in the mills at Lawrence, Massa¬ 
chusetts, for example - and the impo.sition of arbitrary and exorbitant 
fines. The methods of the better employers will be imposed to a 
considerable extent upon others. 

As a sixth result, business will be injured at certain points. Home 
work will be curtailed, for its chief advantage is found in the fact 
that the labor supply is obtained for less than is paid in factories and 
shops. Likewise, those employers whose business is poorly managed 
or whose methods are antiquated will suffer loss unless they can over¬ 
come the handicaps under which they labor. The net result will be 
that the more efficient firms and the more efficient forms of organiza¬ 
tion will gain at the expense of the less efficient when the subsidy of 
cheap labor is denied the latter. Though this will work a certain 
amount of hardship, it is improper to subsidize inefficient manage¬ 
ment and antiquated methods at the expense of the health and 
efficiency of the employees. 

As a seventh result, this legislation, being confined to certain 
states, may be expected to depress the industries of the regulated 
localities and build up those of other localities where such regulation 
does not obtain, in so far as competition is effective beyond state 
boundaries. Such has been the effect of the regulation of the hours 
of labor and of child-labor legislation. 
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To a certain extent prices will be increased and the cost of living 
will rise. Frequently when labor has been organized and has secured 
higher wages and better labor conditions through the pressure of the 
strike and the boycott, consumers have had to pay more for the 
laborers’ services and products. 

As a ninth effect, some of those who work will be displaced and 
will be unemployable at the standard rates set. The employer will not, 
for any great length of time, continue to employ persons who are 
not worth to him the price he must pay. 

In the tenth place, the regulation of the wages of women and 
minors will protect male adults to some extent against the disastrous 
effects of the underbidding by these classes. It will tenil to remove 
the premium which has been placed upon the labor of women and 
youths because of tlie low wages they accept. 

An eleventh result would be that the number of strikes in the 
textile and the garment trades will be diminished and the advance 
of such revolutionary organizations as the Industrial Workers of the 
World checked. 

And, finally, a difficult administrative problem in the enforcement 
of wage standards will certainly develop. The setting of standards 
for the hours of labor, sanitary conditions, and child labor has brought 
with it acute problems of this kind. To meet tliem, legislation has 
become more and more rigid in its details designed to secure enforce¬ 
ment, and the inspection service has had to be strengthened. And 
yet, it cannot be said that we have been more than indifferently suc¬ 
cessful in those states which have made the greatest advance in the 
matter. 

In concluding this discussion of the minimum wage, it may be 
noted that its more advanced advocates plead for its application to 
adult males. 


233. THE SOCIALIZATION OF LAW 

A developed legal system is made up of two elements, a tra¬ 
ditional element and an enacted or imperative element. Although 
at present the balance in our law is shifting gradually to the side of the 
enacted element, tire traditional element is still by far the more impor¬ 
tant. In tire first instance, we must rely upon it to meet all new 
problems, for the legislator acts only after they attract attention. 

‘Adapted by permission from Roscoe Pound, “Social Problems and the 
Courts,” American Journal 0] Sociology, XVIII (1912-13), 334-38. 
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But even after the legislator has acted, it is seldom if ever that his 
foresight extends to all the details of his problem or that he is able 
to do more than provide a broad, if not a crude, outline. Hence, even 
in the field of the enacted law, the traditional clement of die legal 
system plays a chief jtart. We must rely upon it to fill the gaps in 
legislation, to develop the principles introduced by legislation, and to 
interpret them. 

Moreover, a large field is always unappropriated liy enactment, 
and here the tratlitioual clement is suiireiue. In this part of the law 
fundamental ideas change slowly. The tillerations wrought here and 
there by legislation, not always consistent with one another, do not 
produce a general advance. Indeed, they may be held bad;, at times, 
in the interests, real or supposcil, of uniformity and consistency, 
through the influence of the traditional element. It is obvious, 
therefore, that above all else the i ondition of the law depends upon the 
condition of this element of the legal sesfem. If the traditional cle¬ 
ment of the law will not heat of ni'W ethii al icleas, or will not hear of the 
usages of the mercantile eommuuily, or will not hear of new economics 
or of the tenets of thir model n social sciences, legislation will long betit 
its ineffectual wings in vtiin. 

If, however, the causes of the backwardness of the law with respect 
to social problems and the unsocial attitude of the law toward ques¬ 
tions of great import in the modern community are to he found in the 
traditional clement of the legal system, the surest means of deliver¬ 
ance arc to be found there also. The infusion of morals into the law 
through the development of equity evas not an achievement of legis¬ 
lation, but the work of courts. The absorption of the usages of 
merchants into the law was not brought about by statutes, hut by 
judicial decisions. When onee the curi'cnt of juristic thought and 
judicial decision is turned into lire new course, our Anglo-American 
method of judicial empiricism has always proved adeejuate. 

There are many signs that fundamental changes arc taking 
place in our legal system and that a shifting is in progress from the 
individualist justice of the niuetcenlh century, which has passed so 
significantly by the name of legal justice, to the social justice of 
today. 

Six noteworthy changes in the law, which are in the spirit of 
recent ethics, recent philosophy, and recent political thought, may be 
referred to. First among these wc nxay note limitations on the use 
of property, attempts to prevent the anti-social exercise of rights. 
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‘Adapted by permission from Roscoe Pound, “Social Problems and the 
Courts,” American Journal 0] Sociology, XVIII (1912-13), 334-38. 
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Finally, recent legislation and, to some extent, judicial decision 
have begun to change the old atlilude of the law with rcs|iect to depend¬ 
ent members of the household. Courts no longer make the natural 
rights of parents with respect to children the chief basis of their 
decisions. The individual interest of parents which used to be the 
one thing regarded has come to be almost the last thing regarded 
as compared with the interest of the child and the interest of society. 
In other words, here also social interests arc now chiefly regarded. 

See also 407. Dissatisfaction with Present Formal Social Control. 

2!4. REFORM WITH RESPECT TO EMPLOYERS' LLMtlLFl Y- 

The study of the situation at home and abroad suggests a [)ro- 
ci.im for reform, and its ultimate accomplishment should be held 
1 (instantly in view. 

a) Employers should be held accountable for the safety of surround- 
iiij^s anil equipment. —This is now recogni/.ed in Great liritain, and in 
most of the states of Contiiumtal Europe. In nine Ameriian stales 
tliis principle is applieil to all industries, in five others, to railways; 
and in nineteen more, responsibility is thrown upon cm[)loycrs who 
fail to comply with legal rc(|uiremenls concerning stated safety 
dev ices and precautions. Its general acceptance in the United States 
would largely abolish the doctrine of assumed risk, and greatly reduce 
litigation. 

b) Employers should be held accountable fur the negligent acts of their 
employees.—'This, principle also is accepted in most of the countries 
of Europe and in three American states. In ten others it is recog¬ 
nized in part, and in eighteen more it applies to sjiecified industries. 
Its general acceptance would abolish the fellow-serv'ant doctrine and 
restore the principle of respondeat superior to the full range of legal 
application that it should properly have. 

c) The employer’s defense of contributory negligence should be 
denied. —The workingman’s environment makes constant care impos¬ 
sible, and this general defense against liability works grave injustice. 
Industry should bear its inevitable accident losses, as it bears its 
inevitable fire_ losses and maintenance charges. No part of the 
burden should be thrown upon those whose earning power is sacriOced. 
In most European nations only such contributory negligence as is 

‘ Adapted by permission from G. L. Campbell, Indiistriat Accident Compensa¬ 
tion. chaps, iv and vi. {Houghton Mifflin Co., 1911 ) 
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mined. The proceeds make up a state fund for the generous com¬ 
pensation of accidents in the coal-mining industry. 

g) Compensation payments should be coinerved. Many persons left 
dependent are incompetent to care for large sums of money suddenly 
acquired. Courts of proper jurisdiction should be given authoiily 
to determine whether lump payments should be made or the sum 
invested in annuities. The pension systems of the continental Euro¬ 
pean states are rich in the suggestion of administrative metliods for 
accomplishing this purpose. 

233. LABOR LEGISL.ATION IN ONE STA'I'E- 

That the public has a stake in industrial questions and shotdd 
shoulder its responsibility was recognized in a sulistanlial manner 
in Illinois when in 1893 a State Department of Eactories and Woik- 
shops was created and laws weie enacted prohibiting eniplo\ment 
of children under fourteen years of age, or of women, in the manu¬ 
facture of wearing apparel, for more than eight hours a <iay and 
forty-eight a week.' Previously in 1877 and .igain in 1891 there 
had been efforts at child labor legislation, but fadure to [irovide stale 
inspectors to enforce the laws rendered the acts inelTective. Since 
1893, the extension of state control over industry has been almost 
continuous. Following are some of the more important acts width 
mark this development: 

1897. Child labor law en.actcd covering not only factories but otTires, 
laundries, mercantile establishments, and stores, .md fixing inaMiniim 
hours of labor of children under sixteen years of age at ten ]>er day and 
sixty per week. 

1897. Act passed requiring the installation of blowers to remove dust 
from metal polishing, bulling, ami grinding wheels. 

1901. Child labor law strengthened and all establishments required 
to provide suitable seats for women and girls 

1903. Present child labor law enacted. 

1907. Factory Inspection Department established as separate depart¬ 
ment of the state government and Us powers extended. 

1907. Present law providing for health, safety, and comfort of workers 
in factories, mercantile establishments, mills, and workshops enacted. 

' Adapted by permission from hutuslrial Conditions in Sprin^pcld, Illinois, 
pp. 141-43. (Russell S.rge Foundation, 1916.) 

’ In 1895 the latter provision was held unconstitutional by the state supreme 
court. In igio the same court declared a ten-hour law for women constitutional 
(Ritchie & Co. v. Wayman and Davies). 
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1907. Act passed to provide for the safety of persons engaged in con¬ 
struction, alteration, or repair of buildings, bridges, viaducts, and other 
structures. 

1908. Act passed preventing employment in coal mines of persons 
who have not been passed by a State Miners’ Examining Board. 

1909. Law enacted fixing hours of work of women in factories and 
laundries at ten per day. 

1910. Act passed providing for fire-fighting equipment in coal mines 
Later amended and strengthened. 

1911. Women’s ten-hour law extended to cover mercantile establish¬ 
ments, hotels, restaurants, offices, and other enumerated places. 

1911. Law enacted to protect workers from occupational diseases. 

1913. Act passed consolidating and strengthening laws to provide 
for safety and welfare of workers in coal mines. 

r9i3. Present workingmen’s compensation law enacted. 

Examination of this list shows a fairly rapid exten.sion of the field 
of labor laws and a gradual strengthening of requirements—but an 
extension that is not at all unique for an industrial state. Other 
states have legislated in fields not yet entered in Illinois, as seen, for 
example, in their establishment of minimum wage boards, the pro¬ 
hibition of night work by women, the limitation of the workdat’ 
to eight hours for women, the guaranty of one day of re.st in seven 
to all workers, the enactment of compulsory compensation laws, and 
other measures. That the public will exercise increasing influence 
through legislation for improved industrial conditions appears 
certain, and should be encouraged, particularly with reference to the 
strengthening of the child labor laws, the reduction of the hours of 
working women, the protection of workers from physical hazards, 
and the establishment of minimum wage boards. 

236. OTHER FORMS OF COMMUNITY CONTROL* 

The influence of the community is potent in waj's other than 
through legislation. Important, in this connection, is the e.xistcncc 
of a public opinion that insists upon the fair and full enjorcemenl 
of legislation touching industrial matters; that demands intelli¬ 
gent and even treatment of the interests of both employer and 
employee before the courts and by court officers; that, in other dis¬ 
puted issues where no official tribunal has jurisdiction, will guarantee 
to both sides equal consideration before claims are decided; that 

‘ Adapted by permission from Industrial Conditions in Springfitld, Illinois, 
pp. 143-144. (Russell Sage Foundation, 1916.) 
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would make it hard for industries and commercial enterprises main¬ 
taining conditions below a reasonable standard to do business in the 
community; and that would work thiough other channels as occasion 
demands. Some of these may take form in the establishment and 
maintenance of agencies to furnish pertinent information on the 
([uality of present law enforcement (through bureaus of government 
research, committees and commissions on public efficiency, industrial 
-•urvcys, etc.); in the selection of persons for judicial positions who 
recognize the importance and comple.xity of industrial ([uestions and 
have gone to some pains to make themselves intelligent uiron them; 
in the creation of machinery for arbitration and conciliation of 
industrial differences; and in the organization and support of quasi¬ 
public institutions, such as consumers’ leagues, civic im])rovemcnt 
societies, and an independent press, which afford opportunity in 
the public interest to thresh out acute industrial situations and to 
take organized action. 

At the same time the community must be walling and expect to 
bear its share of the legitimate cost of maintaining good industrial 
standards. There undoubtedly are many cases in which emploj’ers 
are already doing all that they can. In such cases, where the cost 
of necessary improvements cannot be financed out of the reasonable 
proceeds of the business, the public, granting that the business 
satisfies a real need in the community, must be prepared to assume its 
[lart of the extra charges, which in most cases would take the form 
of increased prices. In other w'ords, in addition to giving its prefer¬ 
ence to establishments meeting good standards as to work conditions, 
the public should be ready to pay its just share of the costs involved. 

We have then these three main forces or groups of interested 
parties—the employer, the worker, and the public—which may be 
e.xpected to act toward making industry contribute toward, and not 
detract from, the general welfare. 

237. CONTROL OF POPULATION- 

Of late we have heard a tremendous demand from would-be 
social reformers for a “living w’age.” We hear the employers on all 
sides denounced as heartless villains because they do not pay enough 
to allow their employees to live in decency and comfort. But this 
sentiment seems to arise from a superficial analysis of the difficulty. 

'Taken by permission from W. T. King, The Wealth and Income of the People 
of the United Suites, pp. 249-52 (The Macmillan Co , 1915.) 
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Why are the employees not in a position to demand a satisfactory 
return for their services? Whose fault is it? And the ultimate 
blame must be laid, not upon their employers, but upon the parents 
and grandparents of the workers tliemselves. Why did these ances¬ 
tors of the present generation bring into the world children whom they 
could afford neither to educate nor to train for some occupation the 
products of which were sufficiently in demand to make a living wage 
easily secured? Why indeed! Simply because these same parents 
and grandparents were either incompetent, ignorant, or unwilling to 
restrain their animal passions. Here we have an excellent example 
of “visiting the iniquity of the father upon the children unto the third 
and fourth generation.” But this fact is not recognized by many of 
the radical “social uplifters” of the present day, and, as a result, we 
hear American employers and American society in general denounced 
in unmeasured terms for misdeeds committed across the ocean by 
men the most of whom are long since in their graves. Yes, we should 
have a living wage, but wc shall not get it by demanding that people 
pay for a limitless supply of labor which docs not know how to produce 
the articles and services which consumers arc willing to buy. The 
situation may be remedied by scientific treatment of the causes but 
never Iry Iritter invective and passionate denunciation of those who 
arc not primarily to blame. The price of any sort of labor will go 
up easily and naturally enough when the supply of that kind of labor 
becomes scarce, and will go down when more laborers appear upon 
the scene. In tliis respect labor does not differ from wheat or steel 
or cotton. If, therefore, we arc desirous of bettering the condition 
of the workers in poorly paid occupations, we must, in some way, 
diminish tire numbers desiring those kinds of employment. The 
wages will then take care of themselves. 

It has been shown that the per capita income of the American 
people has been increasing steadily and rapidly during the period 
covered by our study; that it now amounts to the comfortable sum of 
$T,500 per family, but that it is very unequally distributed; that 
fairly equal distribution is at present impracticable because the lower 
classes of our population have, as yet, failed to substitute preventive 
for positive checks in controlling Uie population supply, and tlie 
general elevation of the standard of living of these lower classes has 
been prevented by the rapid multiplication of the defective and in¬ 
competent and the still more rapid influx of the ignorant and unpro¬ 
gressive classes of Europeans; that, as a result, a large section of our 
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people still remains in poverty; that the members of the unskilled 
wage-earning class have, during the last two decades, been compelled 
to satisfy their needs with a lower rather than a higher real wage; and 
that, in the meantime, the propcrty-hokling classes have seen their 
income in purchasing power continue to increase at a satisfactory 
rate. _ 

See also iji. The Standard of Living. 

238. RESTRICTION OF IMMIGRATION- 

1. The general policy adopted by Congress in 1882 of extluding 
Chinese laborers should be continued. 

The question of Japanese and Korean immigration should be 
permitted to stand without fmilier legislation so long as the present 
method of restriction proves to be elTective. 

An understanding should be reached with the British Govern¬ 
ment whereby East Indian laborers should be effectively prevented 
from coming to the United States. 

2. The investigations of the Commission show an oversupply of 
unskilled labor in basic industiies to an extent which indicates 
an oversupply of unskilled labor in the industries of the country 
a. a whole, and therefore demand legislation which will at the 
present time restrict the further admission of such unskilled 
labor. 

It is desirable in making the restriction that— 
a) A sufficient number be debarred to produce a marked effect 
uj)on the present supply of unskilled labor. 
l>) As far as possible, the aliens excluded should be those who 
come to this country with no intention to become American 
citizens or even to maintain a permanent residence here, but 
merely to save enough by the adoption, if necessary, of low 
standards of living, to return permanently to their home 
country. Such persons are usually men unaccompanied by 
wives or children. 

c) As far as possible the aliens excluded should also be those 
W'ho, by reason of their personal qualities or habits, would 
least readily be assimilated or would make the least desirable 
citizens. 


‘ Taken from the Reports of the Immigration Commission^ I (1911), 4 S'‘ 48 . 
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general elevation of the standard of living of these lower classes has 
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competent and the still more rapid influx of the ignorant and unpro¬ 
gressive classes of Europeans; that, as a result, a large section of our 
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to grade the pursuits of men, whether the accumulation of wealth is 
higher or lower in value than other pursuits, most of us are obliged 
to face the practical problem of income. 

By unthinking persons discrimination is thrown to the wind. If 
they hear of one rich man who is evil, all rich men are evil. Without 
any eeonomic examination, it is assumed that, if a man is rich, it can 
only be because he has got riches at the expense of others, and espe- 
(ially of his laborers. Hence the theory-already alhided to —ihtil 
workmeit are right in pressing for higher wages until ;tll shall become 
equally rich. That is in essence the hope of industrial democracy. 

Among the cowboys on a southwestern ranch was one ()uiet, 
silent fellow of eighteen; he rode well, knew the nature of a cow, took 
a joke on himself good-naturedly, and said nothing. At the end 
of the month the “bumh blew in” the month’s wages at the saloons 
in the nearest town; but our )onng man, in a lonesome way, stayed 
on the ranch and did not go to town. He took the usual jibes, grinned, 
and said nothing. He was fed and found on the ranch, and at the 
end of the year he had $360 to his credit. This went on three or 
four years. Suddenly'he was known to luue pre-cm])tcd 160 acres 
of the best land in the region, he built his shack and stocked his farm 
from his savings. He was a good judge of horses and cattle, and 
worked indefatigably on his farm—which was truly his ‘‘savings 
bank.” In one year his wheal sold for $3,500. His “stand” of 
alfalfa was as good as any in the country. He needed more help and 
employed some of the boys he had known on the old ranch, and 
paid them more than they had earned m the saddle. Then, after 
having paid for his farm, he had enough to buy an adjoining 160 acres 
for cash; he had a rapidly increasing herd on the open range. 

In a very few years he bee amc the owner of 1,200 acres of alfalfa 
in Texas, apart from his other farms and heids. His annual income 
at one time some years ago from wheat alone was oxer $10,000. 
Ihen he invested in more land, bought bank slock, helped build new 
railways, and was in recent years |)opularly acclaimed a millionaire. 

Now, did this man gain his fortune at the expense of others ? 
Any other of those mad-riding, reckless cowboys could have done the 
same, if they had had the qualities that industrial success demands. 
.Aye: there’s the rub. Industrial success is personal, not social 
.Society is not holding a man down; the existing social system is not 
keeping men at the bottom; it ij their own personal dcficicnc ics that 
keep them there. Industrial success can be won at a |'*ri(c, and the 



6ot 


rNDOSTRIAL SOCIETY 


Why are the employees not in a position to demand a satisfactory 
return for their services? Whose fault is it? And the ultimate 
blame must be laid, not upon their employers, but upon the parents 
and grandparents of the workers tliemselves. Why did these ances¬ 
tors of the present generation bring into the world children whom they 
could afford neither to educate nor to train for some occupation the 
products of which were sufficiently in demand to make a living wage 
easily secured? Why indeed! Simply because these same parents 
and grandparents were either incompetent, ignorant, or unwilling to 
restrain their animal passions. Here we have an excellent example 
of “visiting the iniquity of the father upon the children unto the third 
and fourth generation.” But this fact is not recognized by many of 
the radical “social uplifters” of the present day, and, as a result, we 
hear American employers and American society in general denounced 
in unmeasured terms for misdeeds committed across the ocean by 
men the most of whom are long since in their graves. Yes, we should 
have a living wage, but wc shall not get it by demanding that people 
pay for a limitless supply of labor which docs not know how to produce 
the articles and services which consumers arc willing to buy. The 
situation may be remedied by scientific treatment of the causes but 
never Iry Iritter invective and passionate denunciation of those who 
arc not primarily to blame. The price of any sort of labor will go 
up easily and naturally enough when the supply of that kind of labor 
becomes scarce, and will go down when more laborers appear upon 
the scene. In tliis respect labor does not differ from wheat or steel 
or cotton. If, therefore, we arc desirous of bettering the condition 
of the workers in poorly paid occupations, we must, in some way, 
diminish tire numbers desiring those kinds of employment. The 
wages will then take care of themselves. 

It has been shown that the per capita income of the American 
people has been increasing steadily and rapidly during the period 
covered by our study; that it now amounts to the comfortable sum of 
$T,500 per family, but that it is very unequally distributed; that 
fairly equal distribution is at present impracticable because the lower 
classes of our population have, as yet, failed to substitute preventive 
for positive checks in controlling Uie population supply, and tlie 
general elevation of the standard of living of these lower classes has 
been prevented by the rapid multiplication of the defective and in¬ 
competent and the still more rapid influx of the ignorant and unpro¬ 
gressive classes of Europeans; that, as a result, a large section of our 



THE WAGE SYSTEM AND THE WORKER 


607 


3. From a variable quantity deducting a certain quantity leaves 
a variable result; our earnings, no longer called wages, greater in 
good years, smaller in bad years; greater as we labor with zeal and 
conduct our business with discretion, smaller as we fail in either 
respect. 

This is, in effect, what the laborers, by co-operation, say to tbe 
entrepreneur. Do they give the capitalist his congd after the same 
fashion ? Do they assert independence of him, and ability to go along 
without him ? Not in the least. Not a word of it. Co-operation is 
not going to rid them of dependence on capital. They are to be just 
as dependent on the capitalist as were their cm])loyers whose places 
they aspire to fill. They know that they have just as much and just 
as good machinery, just as abundant and good materials, as competing 
establishments under entrepreneur management. So far as tliey 
themselves have capital, the results of their savings out of past wages, 
they will employ these and receive the returns therefrom directly, 
instead of lending it to the entrepreneur through the savings bank and 
getting interest therefor. So far as they want capital for their opera¬ 
tions over what tliey can scrape together, they must go to the banks 
or to private lenders, and [lay as high a price for its use as their 
quondam employer was wont to do; indeed, for a while at least, 
probably a higher price, as their credit will not be likely to be so good 
at first as his. And if co-operation should start earliest, and make 
most progress, in those industries where the amount of ca|)ilal required 
is comparatively small, this would be but a recognition of the hict that 
co-operation has no tendency to free the laboring class from any 
domination of capital, of which complaint may have been made, but 
that its sole object is to gel rid of the entrepreneur. 

What, then, might we fairly look to co-operation to accom[)lish ? 

Considering the scheme from the laborer’s point of view, we say: 

First, to reap the profits of the entrepreneur, which are very large, 
large enough if divided among the wages class to make a substantial 
addition to their means of subsistence. 

Second, to secure employment independently of the will of the 
“middleman.” 

Such, as we understand the matter, are the two economical advan¬ 
tages for which the wages class look to co-operation. There is still 
another advantage, non-economical and therefore not in our province, 
namely, the getting rid of the feeling of dependence and the securing 
of a higher social standing. 
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In addition to the advantages which the wages class have generally 
in contemplation when plans of co-operation are proposed, the political 
economist sees three advantages of high importance which would 
result from this system if fairly established. 

First: co-operation would, by the very terms of it, obviate strikes. 
The employer being aboli.shed, the workmen being now self-employed, 
these destructive contests would cease. The industrial “non-ego” 
disappearing, the industrial egotism which precipitate.s strikes would 
disappear also. Second: the workman wouW be stimulated to a 
greater industry and greater carefulness. 

Third: the workman would be incited to frugality. Hchasatonco 
furnished him the best possible opportunity for investing his savings, 
namely, in materials and implements which he is himself to use in 
labor. 

The additional considerations that co-operation tends to improve 
the moral, social, and political character of the workman, by giving 
him a larger stake in society, making his remuneration depend more 
directly on his own conduct, and allowing him to partieijrate in the 
deliberations and decisions of industry—these considerations, being 
non-economical, belong to the statesman and the moralist. 

241. DISTRIBUTIVE CO-OPERATION' 

The objections which e.xist to productive co-ojieration do not 
apply with anything like equal force to distributive co-operation, so 
called (but which could more properly be termed consumptive co¬ 
operation), that is, the supplying of the wages class with the necessarie.s 
of life through agencies established and supported by themselves. 

By productive co-operation, workmen seek to increase their 
incomes. 

By distributive or consumptive co-operation, they seek to expend 
their incomes to better advantage. They no longer seek to divide 
among themselves the profits of manufacture, but the profits of retail 
and perhaps even of wholesale trade. 

The advantages of this species of co-operation are: 

First: the division among the co-operators of the ordinary net 
profits of the retail trade. 

Second: the saving of all expenses in the line of advertising. 
The “union ” store may be on a back street, with the simplest arrange- 

* Adapted by permission from F. A. Walker, The IVa^es Question, pp. 283-86 
(Henry Holt & Co., 1891.) 
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ments, yet the associates will be certain to go to it for their supplies, 
without invitation through ncwsi)apers or posters. 

Third: a great reduction in the c.xiunses of handling and dealing 
out goods. Being sure of their custom, they can control it, and con¬ 
centrate it into a few hours of the day, or perhaps of the evening 
wholly. 

Fourth: a saving of vast moment, in the abolition of the credit 
system; involving as that does the keeping of books, the rendering 
of accounts, and much solicitation of payment, and, secondly, a 
very considerable percentage of loss by bad debts. 

Fifth: security, so far as [tossible with human agencies, against 
the frauds in weight and measure and in the adulteration of goods, 
which are perpetrated extensively under the system of retail trade, 
the poorest customers being generally those who suffer most. 

The difficulties of consumptive are fewer and less severe than those 
of productive co-oi)cration. To handle and sell goods is a much less 
serious business than to produce them. When once marketed, the 
contingencies of production are past, the ciuality of the goods is 
already determined, and in the great majority of cases only moderate 
care is required to prevent deterioration. Then again, the profits 
of letaii trade are relatively higher, for the capital and skill required, 
than the profits of manufacture. Finally and chiefly, the destination 
of goods is already practicidly provided for, the members are certain 
to take off what is bought, if only ordinary discretion is used, waste 
and loss arc therefore reduced to the minimum. 

242. DEMOCRACY IN INDUSTRY- 

[It should be noted that this passage is not a statement of the 
author’s “remedy” for labor troubles. It is merely a statement of a 
conceivable experiment in an imaginary situation set forth in full in 
the book from which the selection is taken.'— Ed.) 

So far as I can sense the meaning of the tide of democracy behind 
this strike, it is a passionate feeling, reaching deep below the mental 
level where it is a reasoned theory, that our social agreements have 
right soon got to make a place for three things; and you needn’t look 
far to find the pressure for each of these three things behind every 
move the strike has made. 

First—and at this transition point out of the capitalistic aberra¬ 
tion into sanity practically most important—is that the theories and 

' Taken by permission from A. W. Small, Bel'ween Ertis from Capitalism to 
Democracy, pp. 379-84 {Inter-Collegiate Press, iprs-l 
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* Adapted by permission from F. A. Walker, The IVa^es Question, pp. 283-86 
(Henry Holt & Co., 1891.) 



THE WAGE SYSTEM AND THE WORKER 


6ll 


1. The Company acknowledges the principle that work in its employ 
creates an equity in the business. 

2. Since no more exact way to calculate this equity has been discovered 
than the adjustment secured by estalilished business practices, the Company 
holds that the only practical method of giving elTect to Clause i is co¬ 
operation between the Company and its employees in discovering how the 
operations of the Company may more closely apjcly the aforesaid principle. 

3. To that end the Company agrees to designate a standing committee 
of conference, to act with a similar committee of the employees, in taking 
into consideration all the affairs of the Company, particularly everything 
affecting the interests of the employees, and from time to lime to pio|X)se 
modifications of the general policies of the Company, whenever the con- 
fciccs are able to unite on recommendations which in their judgment would 
lend better to protect all the interests conccincd. 

4. The Company agrees to acccjit any method, satisfactory to the 
eiiiiiloyecs, of constituting the membership of the cmploc'ces’ committee; 
proviiled only that all such members shall be on the pay roll of the Company. 

5. The Company agrees to instruct its (ommittce to co operate with the 
employees’ committee in working out specifications of the kinds of informa¬ 
tion about the alTairs of the Company which shall be put at the disposal of 
the committee, together with the rules which shall govern access of the 
committee to this information, and its transmission to the body of 
employees. 

6 The Company agrees in good faith to co-operate with the employees 
in carrenng out the spirit of this agreement, by adoption of details which 
e\|)ericnce may from time to time show to be necessary in order to give it 
full effect. 


243. THE TRADE-UNION RROGRAM 

A' 

The principal e.xpressions of class-consciousness in the hand¬ 
working cl.asscs in our day are labor unions and that wider, vaguer, 
more philosophical or religious movement too various for dcfmition, 
which is known as socialism. 

Labor unions are tire simpler matter. They have risen out of 
the urgent need of self-defense, not so much against deliberate aggres¬ 
sion as against brutal confusion and neglect. The industrial popula¬ 
tion has been tossed about on the swirl of economic change like so 

' Adapted by permission from C. H. Cooley, Social Organization, pp. 285-89. 
ft'liarlcs Scribner’s Sons, 1912.) 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence—-have made a partly suc¬ 
cessful struggle through co-operation in assoriations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism they have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are ])erforming 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inllueneing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere—the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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opportunity by restricting apprenticeship ami limiting the number of 
their members; that they will seek their ends through inliiirklation 
and violence; that they will be made the instruments of corrupt 
leaders. These and similar wrongs have from time to time been 
brought home to them, and, unless their mcmbeis are superior to the 
common run of men, they are such as must be expected. But it 
would be a mistake to regard these or any other kinds of injustice 
as a part of the essential policy of unions. Thev are feeling their 
way in a human, fallible manner, and their exenlual policy will be 
determined by what, in the way of class advancement, they find 
by c.xpcricnce to be practicable In so far as they attempt things 
that are unjust we may expect them, in the long run, to fail, thiough 
the resistance of otheis and through the ,i«.ikcning of their own 
(onsciences. It is the part of other people to rlieck their e.xcesses 
and cherish their benefits. 


H‘ 

Trade Unionism, to pul it bi icily, rcmeilies the defects of a men ly 
instinctive Standard of Life. By interpreting the standard into 
precise and uniform conditions of employment it gives every member 
of the combination a definite and identical minimum to stand out for 
and an e.xact measure by which to test any new proposition of the 
employer. The reader of our descriptions of the elaborate standard 
rates and piece-work lists, the scales fi.xing working hours and limiting 
overtime, and the special rules for sanitation and safety, which 
together make up the body of 'Trade Union Regulations, will apjrreci- 
ate with what fervor and persistency the 'Trade Unions have pursued 
this object of giving the indispensable definiteness to the .Standard 
of Life of each section of wage-earners. And when we pass from the 
regulations of Trade Unionism to its characteristic Methods, we may 
now see how e.xactlv these are calculated to remedy' the other short¬ 
comings of the wage-earners’ instinctive defence. By the Method of 
Mutual Insurance, the most necessitous workman, who would other¬ 
wise be the weakest part of the position, is freed from the pressure 
of his special necessities, and placed in as good a i)Osition as his 
fellows to resist the employer’s encroachments. 'The provision of 
a common fund enables, in fact, all the members alike to get what the 
economists have called a “reserve price” on their labor. 'Thus, the 

'Taken by permission from Sidney and Beatrice Webb, liuiustnel Democ¬ 
racy, pp. 700-702. (Longmans, Green & Co., 1902 ) 
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other side, are constantly influencing legislation and administration to 
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Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere—the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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competition. Co-operative production will not do, even if Stall' 
aided. It would prolong the reign of competition, and the compel 1 
live system must wholly ceave. 

Collectivism is, they say, the only system that is thoroughgoing, 
loherent, and logical, as o|)|ioscd to the difTerent parlial stop-ga]! 
s\ Stems—co-operation, legislalive interference, etc.-- whiih would 
be either wholly futile or barely temporarv palliatives. As opposed 
to the existing system, it is the only one at once rational and founded 
on justice. The land, and the mineral wealth beneath it, should evi¬ 
dently belong to all. They were Nature’s gift to the human race, no 
more intended to be appro])rialed by a few than the common sunlight, 
air, or water. And in like manner as regards the instruments for 
the production of the means of life. In former times, the land 
did actually belong to the community, and in a time not remote 
the instruments of production did belong to the woikers. It is not so 
now. The agricultural l.djourer on the kind has bei ome divorced 
from ownership; the labourer in the towns no longei |)ossesses the 
instruments of his craft. He is dependent on the will and the engiloy- 
ment of another for his livelihood. The caiutal which enables 
the capitalist to employ him, moreover, is itself the result of the 
^])oliati()n of labourers past and present. These are great evils, for 
which Collectivism is the only remedy that would be at once just, 
eflicacious, and that would bring finality with it. 

Moreover, it is in harmony with existing facts ami steadily 
growing tendencies all pointing to it. The stale already on upies, to 
the general advantage and satisfaction, a jiortion of the held of enter- 
piise and industry, within wdiich competition is aboli'.hed. Let 
it occupy tile entire held. It already regulates, and it tends ever 
more and more to regulate, the industries it does not onupy which 
are c.ariied on in factories, mines, and workshojis. Let it pul an end 
to the evil necessitv of regulating by substituting its own action for 
the private eiUeiprise that re<iuircs so much regulating to protect 
the labourers or the ])ublic. Let it organize all the necessary labour 
as it already does a part, and let it apportion their shares to all 
according to the rules of justice. 

[Note.—T he Socialist jiarty platform of 1912 contains the follow¬ 
ing declaration: “We declare, therefore, that the longer sufferance of 
these conditions is im])0'.sible, and we purpose to end them all. We 
declare them to be the product of the [iresent system in which industry 
is carried on for private greed, instead of for tlie welfare of society. 
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they have probably done more than all other agencies together to 
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kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere—the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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of political action; and the ropiKlialion of stale socialism. We can 
easily imai^ine the intelligent s\ ndicalist sac in" to a moderate trade 
unionist: "I have far more in common with you than with the 

iaiist. You do not (kpend on the ballot; you do not seek to form a 
political labor party. But your form of oryanizalion is inelTeclive; you 
uinnot even strike successfully; and \ou live from hand to mouth.” 

As all r(ra<ls once hal to Rome, so ltnla\', in social and economic 
thinkint:, all ar<;uments learl to one conclusion, namely, //;,;/ soihlv 
is movins, tenvarj co-operoH'cc iiuhnliy (Did yiiuluaUx disldadn^ the 
(apitalistic or ivage system 'cith its ineeildbie dieision of employers and 
employed into hostile camps. 

H. Are There Social Classes? 

'Pi THE MECHANICAL ANT) I'.SVCHOLOCIC.kL ME'l'HODS HI 
Dl.FINkllON- 

'I'hcre are two current tests or modes of delinilion of elassrs 
(i) the objective or mechanical; (a) the subjective or ps\ cholot;icak 

From the objective or mechanical standpoint, classes are delined 
in terms of wealth or serial position or occniiation or character of 
income or market relationship 

Thus, we commonly speak of the rich, the middle class, ami the 
poor, the leisure class and the iirodiicinK class, the larr;e c.apilalisl'- 
or ajrtains of industry, the small capitalists, the piofc'ssional clas>., 
the salaried class, and the wap'e-workin" ckiss; the mamifaclurers, 
the traders, the jirofcssionals, and the workers; the |)rofil-lakinK or 
employing class, the consumeis, and the wage-working class, etc. 

From the subjective or psychological standpoint, classes are 
defined in terms of viewpoint, i c., in terms of motive, belief, attilmle, 
interest, sympathy. 

To illustrate the difference: from the objective or mechanical 
standpoint, all those who get their incomes from interest and profits 
belong to the emplocing class, those who get their income from 
wages constitute the working class, while those who get their income 
from neither or from both these sources arc sometimes called the 
middle class, sometimes the consuming class. 

From the psychological standiioint, on the other hand, all those 
who see their interests alike or whose motives, beliefs, social attitudes, 
and sympathies and habits of thought arc alike, constitute one class 
as against those of different or opposed ideas of interest or motives, 

' Adapted by permission from minicogmphed re.cdlngs prepared by R I' Iloxic 
for his class in Labor Conditions and Problems 
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advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism they have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are ])erforming 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inllueneing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
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There is, then, a real distinction between tlicse standjioints or 
tests, for judging of the existence or non-cxistcncc of social classes, 
and it will make a great difference which of these tests or standpoints 
we adopt, for the existence of classes is ap|>arently miuli more easily 
proved from the objective or mechanical standpoint than fiom the 
subjective or psychological standpoint. 

247 - Tlffi CLA.SSICAL AM) I'llK rROC.KIsSSIVE-ttl'MK'l' 
rol.N'IS (IP \ II.W 

The classical economic viea']KiiiU postulates the rational inili* 
vidiial as the unit of society. I'.ach individual, according to this 
viewpoint, is possessed of certain natural and inalienable lights 
Fundamental among these natural and inalienable rights are private 
pro|ierty, free com]ietifion and freedom of individual contrai t, non- 
inierference with the natural law of siipplv and demand in the licing 
ol prices and wage rates, the right of the employer to manage his 
business to suit himself, and the right of the worker to work where, 
when, and for whom he pleases. 

ft is considered to be the sole piovince of government and law 
to uphold these and correlative rights, thus allowing to the individual 
the greatest initi.itive and freedom in “life, liberty, and the pursuit 
of happiness,” so long as he does not interfere with the natural lights 
of others. But any combination of individuals which inteiferes with 
these natural rights, and especially with free contract and romiietition, 
IS looked upon as artificial and against the laws of nature. Hence 
the doctrine of laissez faire. 

When these rights are recognized and upheld, and the individual, 
so long as he docs not violate the natural rights of others, is allowed 
to seek his own interest freely, ecjuality of opportunity is realized, 
each individual naturally tends to subserve the interest of his fellows, 
harmony of interest prevails in society, and the social and economic 
position to which any individual m.iy ri.se by the exercise of industry 
and thrift is limited only by his abilities. It is the disregard of 
these rights which produces the absence of natural social harmony 
and the appearance of classes and class conflict. Such classes and 
conflict are, however, unnatural, artificial, and, in the long run, cannot 
endure. 

It will be seen that the fundamental assumptions underlying this 
viewpoint are: a natural social order, resting on unchanging natural 

' .Ad.apted by permission from mimrographed readings prepared by R. F. Hoxie 
for his class in Labor Conditions and Problems. 
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4. That a strong social group is capable of freeing itself from 
class interest and bias, of knowing what right, justice, anil welfare 
arc for all in society, and of thus standing as an impartial arbiter 
between warring classes. 

5. That social will is an c.xpression of natural law. In the crasser 
statements of this viewpoint, sorial will is regarded as superior to 
natural law in social affairs. 

248. THE SOCIALIST POINT OF MFW 

In every historical epoch, the prevailing nioilc of economic pro.hulioii 
and exchange, and the social organization necessarily following from 11, 
form the basis upon which is built up, and fiom whu h alone can be e.xpl.lined, 
the political and inlelicctual history of that epoch, .mil, coiLseqiiently, tin- 
whole history of mankind (since the dissolution of pi imii ive soi loty, holilmg 
land in common ownership) has been a history of ilass struggles, contests 
between exploiting and exiiloiled, ruling and oppressed il.msis tliai 
the history of these class struggles forms a snu-s of ccolulioiis m winch, 
nowadays, a st.age has been re.ulied wheie the cwploiud and oppressed 
class—the prolelariat--c’aimot atl.iin its c ni.im ip.ii am fioni the sw.iy of 
the exploiting and ruling cl.iss -ilie bourgeoisie --without, at the .same 
lime, and once and for all, em.ini ip.iting socicly at huge liom all cxploila 
tion, oppression, class distinctions, and cl.ms struggles —The Communist 
Manifcslo. 

The economic conditions arc regarded as all-im[)ortanl, but 
attention is concentrated on one means by which thcar inlluencc is 
exerted the formation of waning classes of e.\])loiting and e.xploited 
Changes in the methods of production and exc harige result in develo]i- 
ing new classes which war with the douiiiiant order, subdue it, and 
are in turn brought into conllict with their victorious successor. In 
the present epoch the struggle lies between the bourgeoisie, llie 
e.\ploiting class, and the proletariat, the exploited: the antagonism 
between them corresponds to tlie antagonisms wliich exist in tlie 
relations of production today, between the social character of pro¬ 
duction and the individual character of appropriation of the product, 
as well as between the co-ordination and harmony which exist in the 
individual factory and the anarchy wliich marks production as a 
whole. This conflict will jirove tlie last; tlie victory of the jiroletariat 
will mean the end both of the class interest and of the class struggle 

'Taken by permission from 0 .,D. Skelton, Socidlisni: 0 Critical Analysis* 
pp. 107-8. {Copyright by Hart, Schaflner & .Maix, 19U.) 



6i2 


INDUSTRIAL SOCIETY 


much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence—-have made a partly suc¬ 
cessful struggle through co-operation in assoriations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism they have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are ])erforming 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inllueneing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
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The most important sorts of unlikencss in the constituents of the 
population are perhaps three: dilTerenccs in rate; diiTcrences apart 
from race, due to immigration or conquest, ami unlikeness due to the 
gradual dilTcrcntiation of social functions within a population origi¬ 
nally homogeneous. 

A very pertinent question is that of the part which the hereditary 
or caste principle is likely to play in the coming life; whether it is 
probable that caste, other than that due to race, will arise in modern 
society; or that the heredilary prim ij)le will, to any degiee, have 
increased ascemlency. The answer should probably be that the 
primiple is always powerful, and may gain somewhat as conditions 
become more settled, but ceilainly can never produce true caste in 
Ihe modern world. With the gioulh of fieedom classes come to be 
more open, tliat is, more based on individual traits and less upon 
descent. Competition comes actively into ]ilay and more or less 
ellicientU fulhls its function of assigning to each one an aiipropri.ite 
|)lace in the whole. This ideal conihlion is never attained on a 
large scale. In practice tlie men who find work e.xactly suited 
to them and at the s.ime time acceptable to society are at the best 
somewhat c.xccqitioual though habit reconciles most of us and 
classes are never wholly open or wholly devotecl to the geneial 
good. 

Class-consciousness along these lines will probably increase with 
growing interest in the undcTlying controveisies, but I do not antici¬ 
pate that this increase will jtrove the dreadful thing which some 
imagine. A “class-war” would indeed be a calamity, but why 
expect it? Orderly struggle is the time-honored method of adjust¬ 
ing controveisies among a free people, and why should we assume 
that it will degenerate into anarchy and violence at just this 
point ? 

It is to be remembered, moreover, that in a society wheie groups 
interlace as much as they do with us a conflict of class interests is, in 
great degree, not a conllict of persons but rather one of ideas in a 
common social medium-since many ])ersons belong to metre than one 
class. The groups are like circles which, instead of standing apart, 
interlace with one another so that several of them may pass thiough 
the same individual. Classes become numerous anel, so to speak, 
impersonal; that is, each one absorbs only a part of the life of the 
inelividual and does not sufficiently dominate him to mold him to a 
special type. 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence—-have made a partly suc¬ 
cessful struggle through co-operation in assoriations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism they have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are ])erforming 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inllueneing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere—the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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a? Ihe homestead strikers fought tlic Carnegie Steel Compajiy; uhile 
miners have deported negroes and Chinese fioni gold camps as 
remorselessly as enraged jiiine owners deported rebellious strikers. 

“All the.se antagonisms, \ i\ idly present as they are in our so( iety, 
expressive of the judgment of (ili/.ens on their interests, are based 
upon a delusion,” say the beliex ers in the Class War. “The warring 
dements are ignorant of the scientifie basis of capitalist society and 
HC expert to convince them that in reality every man belongs to one 
of two camps, the camp of the ])iopeUied or the (amp of the [jiopetlx - 
less. Wc shall unite the propertxicss into one tinny, with one com¬ 
mon jHirposc, animated by one common impulse, the overthrow of the 
ever-diminishing but poweiful army of ctipilalists.” 

Such a task must be fraught with difliculties, beiause, fust, ti Itugi 
part of our citizens may have inlerists in the two armies both tis 
exjiloilers and as workers, and second, it is hardly iiossilile to wipe 
nut the class prcjudiies depending on race, color, occupation, an<l 
sentiment. 

It is undeniable tlitil an actutd conflict over wtiges and conditions 
of labor, a conflict with trines and tieaties, but no disarmament, is 
bdng waged between emploxers tind emploxees in many sttindtird 
industries. But the opposite foiies include only a frailion of the 
people. Of the twenty-four millions engagc'd in induslrx, but elexen 
millions are capitalists or wage-eaitiers, the remaiinlei being farmei--, 
leii.iiits, professional, coninieriiai, and agent classes. Bven of these 
I’rofessor John R. Commons calculalis that “not more than six 
million wage-earners and one and a half million employers ' are in 
actual contlict. 'I'lieir importance is out of proportion to their 
miinirers bceause they o[)erate fundamental industries surh as rail¬ 
ways and coal mines, and command strategic industrial points. lo 
mtignify them into the whole nation and btise the e.xfiectatioii of a 
hotter social order solely upon the viilory of the side numeriiallv 
strongest is to ignore the great iiiiblic wliii h is beginning to assert its 
right to hold the balance between these two struggling classes. 

B' 

For a class struggle to exist in society there must be, first, a class 
inequality, a superior class and inferior class (as measured by power) 
If between these twoclas.ses there be a clear and vital conllictof inleiest, 

' Aciapted by permission from Jack London, “The (dass .Struggle, /ude- 
pendent, LV (1903), 2603-5 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
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a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inllueneing legislation 
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kinds of work; also to provide for safeguards against aicident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship and self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one’s fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. lie gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.’’ 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class—especially those imported 
from non-democratic civilizations—and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere—the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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But the facts of the class struggle are deeper and more significant 
than have so far been presented. A million or so of workmen may 
organize for the pursuit of interests which engender class antagonism 
and strife, and at the same time be unconscious of what is engen¬ 
dered. But when a million or so of the workmen show unmistakable 
signs of being conscious of their class, of being, in short, "class con¬ 
scious,” tlien the situation grows serious. The uncompromising 
and terrible hatred of the trade unionist for a .scab is the hatred of a 
class for a traitor to that class, while the hatred of a trade unionist 
for the militia is the hatred of a cla'-s for a weapon wielded by the 
class with which it is lighting. No workman can be true to his class 
and at the same time be a member of the militia—this is the dictum 
of the labor leadeis. 

251. AN ILI.US'J’RATIO.N OF THE EFFECT OF 
ENVII< 0 .\.\IF..\T' 

Among the main charges brought against the unionist by the 
employer are these: first, that he refuses to recognize Uie generally 
conceded rights of the employing class; secondly, that he does not 
recognize the sacredness of contract; thirdly, that while he is 
struggling to obtain higher wages and shorter hours of work, he per¬ 
sistently attempts to reduce the efTiciency of labor and the e.xtent of 
the output. Assuming these charges to be substantially coriect, let ns 
in the case of each seek without prejudice to discover the real grounds 
of the laborer’s attitude and action. 

I. The “rights” which the cmjiloycr claims, and which the 
unionist is supposed to deny, may perhaps be summarily e.xpressed 
in the phrase “ the right of the emiiloyer to manage his own business.” 
To the employer it is a common-sense ])roposilion that his business 
is his own. To him this is not a subject for argument. It is a ])lain 
matter of fact, and carries wdth it the obvious rights of management 
unhampered by the authority of outside individuals. So unconscious 
and unquestioning indeed is the employer’s acceptance of the e.xist- 
ing order of things that he has come to regard his business preroga¬ 
tives in the light of natural rights. It is hard, therefore almost 
impossible in fact—for him to believe that the unionist laborer, when 
he denies these rights, is not the deluded tool of self-seeking and 
unscrupulous leaders. 

' Adapted from R. F. Hoxie, "The Trade-Union Point of View," Journal 
of Polilica! Economy, XV (1907), 345-56. 
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The laborer, like all the rest of us, is the product of heredity and 
environment. That is to say, he is not rational in the sense that his 
response to any given mental stimulus is invariable and is uniform with 
that of all other men. On the contrary, like the rest of us, he is a 
bundle of notions, prejudice.s, beliefs, unconscious preconceptions and 
postulates, the product of his peculiar heredity and environment 
These unconscious and subconscious psychic elements necessarily 
mix with and color his immediate impressions, and they together 
limit and determine his intellectual activity. What is or has been 
outside his ancestral and personal environment must be either alto¬ 
gether incomprehensible to him, or else must be conceived as quite like 
or analogous to that which has already been mentally assimilated. He 
cannot comprehend what he has not, or thinks he has not, e.xperienced 

Now it is well known that the environment of the laborer undei 
the modern capitalistic system has tended to become predominantly 
one of physical force. He has been practically cut oil from all knowl¬ 
edge of market and managerial activities. The ideals, motives, and 
cares of property-ownership are becoming foreign to him. More and 
more, in his world, spiritual forces are giving way to the apparent 
government and sanction of blind physical causation. In the factory 
and the mine, spiritual, ethical, customary, and legal forces and 
authorities ate altogether in the background. 

To the lalwrer, as the product of this environment, the proprietary 
and managerial claims of the employer tend to become, of necessity, 
simply incomprehensible. The only kind of production which he 
can recognize is the material outcome of physical force the physical 
good. Value unattached to and incommensurable with the physical 
product or means of production is to him merely an invention of the 
employing class to cover up unjust approjiriation. He knows and 
can know nothing about the capit.ilizcd value of managerial ability 
or market connections. To him, then, only the ownership of the 
physical product and the physical means of production is in question, 
anil the important point with him is: By what physical force are these 
things made w'hat they are? It is a matter of simple observation 
that the employer exerts no direct or appreciable physical force in 
connection with the productive process. Therefore, in the eyes of 
the laborer, he cannot have any natural rights of proprietorship and 
management based on ])roductivc activity. 

In the same way all other grounds on w’hich ownership and 
the managerial rights of the employer are based have become 



THE WAGE SYSTEM AND THE WORKER 6 i<) 

inconclusive to the laborer. .Appropriation, gift, inheritance, saving, 
contract, in themselves do not ])ro(luce any ])hvsical effect on the 
onlv goods which he can rocogni/c. Therefore they cannot be used 
to prove property in any just or natural .seu'-e. Tliev hold in [)ractice 
simply because back of them is the pliysiial foice of the |)olice and 
army established and maintained by the midille dass to protect its 
proprietary usurpations. 'Thus the whole el.iini of the empkner to 
the right to manage his own business to suit himself has become and 
is becoming in a way incomprehensible to the l.dxirer on grounds of 
natural equity. At the same time, by virtue of habit tuiil the s.iiu I ion 
of physical force as a productive agent, he sec's himself even moie 
clearly the rightful proprietor of his Job and of the products of it. 
.\ll this is the natural and iiievitable outcome of the conditions undi i 
which he lives and toils. 

Undoubtedly the pictuie drawn here is Icro definite in its oullines. 
The laborer of today is not so com])lelely under the domination of the 
machine and the machine process as I liave assumed him to be. What 
I have assumed to be actualities e.vist iierlnqis only as more or less 
manifest tendencies. 

2. The unionist laborer does not lecogni/e the sacredness of con¬ 
tract. This is, if anvihing, a more seiious charge than the preceding 
one. Is it jiossible that a man who dclilierately and without an\ 
jicrsonal grievance stands ready to repudiate his contract oltligation- 
can be acqititted of nioial or intellectual inferiority? Is it possible 
that he can be called reasomdtle, and that he deseives to be ileall 
with in any other way than by denunciation or legal and phvsiial 
obstruction? Is it possible that these are not pro|)er and efTective 
weapons with which to recall him from his seeming perversity? 

The employer returns to these questions, unhesitatingly, a 
decided negative. In so doing he meets with the a])])roval of men 
generally who are well to do and educated. 'To the employer con¬ 
tract is the obviously neccssaiv basis for any successful industrial 
activity. Violation of contract is therefore to him, and to those 
socially allied to him, the tmitardonable economic sin. Without 
doubt it is rightly so. 'The essential business operations involve 
time and the division of labor The benefits of capitalistic ttroduc- 
tion, therefore -without wliii h most of us would be reduceil to primi¬ 
tive penury—require that men trust their means in the hands of 
others, and that many men be depended upon to perform certain 
economic tasks and obligations in certain definite ways and at certain 
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times. Indeed, so delicate has become the adjustment of the model 11 
productive enterprise, and so intimately are apparently independent 
enterprises related, that the failure of a sinf^le individual to perform 
his contract obligation may possibly involve hundreds of others in 
financial ruin and the members of a whole commonwealth in tempo¬ 
rary economic distress. This, of course, is in itself altogether com¬ 
monplace. It is stated here merely because it shows why contract 
is and must be considered by the business class as the most sacred 
of all economic obligations. The business man’s attitude toward 
contract is the inevitable outcome of his activity and environment. 
It is not so much a personal virtue with him as an evolutional neces¬ 
sity. lie cannot sec things otherwise. He is made so by the con¬ 
ditions of his life. 

As a matter of fact, the laborer is so circumstanced that obligation 
to contract with the employer must appear secondary in iniportanee 
to his obligations to fellow-workers. This is not dilficult to show. 
Ever since the establishment of the money wage system, the cverydav 
e.\[)erieme of the laborer has been teaching him the supreme impor¬ 
tance of mutuality in his relations with his immediate fellow-workers. 
The money payment, related, not to the phvsital result of his cflorts, 
but to its economic importance, has been blotting out for him any 
direct connei tion lietween effort and reward. Experience has taught 
him to look upon Ins labor as one thing in its effects and another thing 
in its reward. As a thing to be rewarded he has learned to considei 
it a commodity in the market As such he knows that it is paid 
for at competitive rates, and he sees that the sharper the competi¬ 
tion between himself anil his fellows, the lower the rates are likeK 
to be. 

The essential point is that, as a result of the circumstances under 
which he works, the laborer actually docs see the best hope for his 
betterment in ruling out competition between himself and his imme¬ 
diate trade associates. He does believe that individual underbidding, 
if habitually practiced, must cause the conditions of employment 
to deteriorate and reduce the wage to the starvation limit. Erom his 
viewpoint underbidding therefore is far more destructive of well¬ 
being tlian is breach of contract with the employer. Thus scabbing 
becomes his unpardonable sin. Beside his moral duty to stand by his 
fellow-worker against the scab, standing by contract with his employer 
becomes relatively unimportant. To him it seems a case of self- 
preservation on the one hand, against comparatively slight interference 
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vuth well-being on the other. Pronencss to breach of contract, 
therefore, is seen to be a natuial anfi inevitable outcome of his life 
;in(l working conditions. It is a tiling to be remeilicd, if at all, only by 
ehanging conditions, and it is a thing upon whicli, if we take all cir¬ 
cumstances into consideration, it is dilTicult to found a charge of nioial 
depravity. 

I he fact that the laborer is apt to accompany his contract-breaking 
with acts of brutality does not invalidate our e.xpl.niation, and need 
not alter the conclusions which we have reached. The l.iborei i.iimol, 
of course, put himself in the employer’s place. Therefore the lining 
of scabs is, from his viewpoint, just as indicative of immoialilc as 
from the viewpoint of the cmiiloccr is breach of contract by him 

3. The third charge against the unionist whidi we have undei- 
i.iken to c.xamine states that while he is struggling for tin tease 
of wages he is at the same time allemiiting to reduce the c tlii tc m \ 
of labor and the amount of the output. Iti other wmds, while 
lie is calling upoti the emplocer for more of the means of Iile, he 
Is doing much to block the eflorts of the em])h'ver to inerea-e those 
means. 

There is no doubt that this charge is to a great extent trni- 
Unions constantly are demamlitig higher wages atni better eon- 
ditiems of employment, ceiincident with sheirter houis, hniitatiein ot 
the numbers of weirkers, handle apping eif maehine' int reidue tieni, 
and more or less elirecl restrieliems oti mdicniual eiulput. To the* 
engiloyer, “sanding the hearings” ceiiisttlules one eif the nieist 
aggravating features eif unionism. It is freim his slanelpoiiil a iier- 
leelly clear case against the' intelligence' and right-niin;h dne ss of the 
unionist laborers. He re.isous thus: Tlie industritd |iioduet is the' 
ineluslrial dividend. Tliis elividenel is shareel amemg the' produetive 
factors accoreling to certain eh Unite laws. Whateccr, the'iefore, 
hampers cflieieticv, and thus limits eir deereasc's the produet, must 
eoi rcsponelingly limit or diminish the sliares. He hemt'slly believes 
that in matters of output the interests of himself anel of his lahorers 
are identical. Both gain by increa.sed efficiency, however attained, 
both lose by decrease of etlort anel output. He therefore constantly 
invites the co-operation of his workers in efforts to sjiced up the 
process and to increase the pioeluctivc power eif his establishment. 
Their refusal to co-operate with him in this simply asleumds him. 
He cannot understand it on economic grounds. He feels that he has 
no choice but to look upon it as the result of stupidity or perversit). 
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times. Indeed, so delicate has become the adjustment of the model 11 
productive enterprise, and so intimately are apparently independent 
enterprises related, that the failure of a sinf^le individual to perform 
his contract obligation may possibly involve hundreds of others in 
financial ruin and the members of a whole commonwealth in tempo¬ 
rary economic distress. This, of course, is in itself altogether com¬ 
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for at competitive rates, and he sees that the sharper the competi¬ 
tion between himself anil his fellows, the lower the rates are likeK 
to be. 
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to deteriorate and reduce the wage to the starvation limit. Erom his 
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preservation on the one hand, against comparatively slight interference 
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COXCl'NTRA'riON 

I. CONCENTRATION OF PRODUCTION 

II. CONCENTRATION OF WEALTH AND INCOME 

III. CONCENTRATION OF PRIVATE CONTROL OF 
INDUSTRIAL ACTIVITIES 


Our study of modern industrialism has shown us an individual- 
eschangc-co-opcrativc-pecuniary-specialized-in terdc])enden t- 
technological-spcculativc society. It has doubtless been evident 
from the discussion that these adjectives do not so much refer to 
separate and distinet features of our industrial society as they do to 
different points of view which may be taken in stuclying that society. 
One can almost say that each of these adjectives, taken in its broadest 
sei'se, includes all the others. 

From another point of view, an outstanding feature of our indu>- 
trial .societ)’ is concentiation. The operations of modern industrialism 
and the control of those operations arc of magnitudes unknown to 
earlier societies. The term “concentration” has been adoirtcd as a 
convenient way of e.xpressing this fact. At its best, the term is a 
vague one. It can be made to include at least live separable, if not 
separate, ideas: (i) concentration of production, generally called 
large-scale production, which means large production by a given 
business unit; (2) concentration of population, particularly in cities 
and other industrial districts; (3) concentration of the ownership 
of wealth and income; (4) concentration of private control of indus¬ 
trial activities; (5) concentration of social control of industrial 
activities. For purposes of convenience in discussion, concentration 
of population is treated as a phase of concentration of production. 
This is, after all, not far removed from the actual situation Con¬ 
centration of social control of industrial activities is not taken u[) 
for separate discussion. Its essential features arc discussed, by 
implication at least, in chapter xv, on “Social Control.” 
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I. CONCENTRATION OF PRODUCTION 
A. Problems at Issue 

I-arge-scalc production has increasingly characterized the society 
which is emerging from the Industrial Revolution. This term also 
is somewhat vague. Sometimes it means that an individual plant 
(whether manufacturing, agricultural, or commercial) utilizes a 
large amount of oapital (and perhaps of labor and land). In certain 
lines of industry, this tendency is so marked that there has been an 
actual diminution in the number of separate plants, although there 
has been a tremendous increase in output. The search for “the si/e 
of maximum efliciency” in terms of the technical processes of produc 
ti<in explains this increase in the size of the |>lant. Somitimcs large- 
scale production means that the massing of capital (and perhaps laboi 
and land) has occurred in the form of bringing about a single manage 
ment of several plants of the same kind, each of which may or may 
not have reached the size of maximum efTiciency. .Some writers 
refer to this as “horizontal combination.” A survey of the economies 
of this type of large-scale production will show that it might e<(ually 
well be called “large-scale market administration” or “large-scale 
business administration,” for the increase of size comes primarilv 
from economies in marketing and administration rather than from 
economies in technical production. Finally, large-scale production 
may refer to what is known as “integration of industry” or “vertical 
combination,” which unites unrler one management consecutive 
|)rocesses which have formerly been conducted in indeiiendent estab¬ 
lishments. This also might well be termed large-scale market admin¬ 
istration or large-sctile business administration. 

The foregoing paragraph is not designed to raise problems of 
monopoly control, generally called “the trust problem.” All the 
forms of large-scale iwoduction above m< ntioned may be in existcnci' 
without monopoly bi ing [irescnt. 

The size of maximum elliciency may accordingly depend upon 
the technique of production, upon the market and the administration 
of the market, or upon the development of general business adminis 
tration, and all these factors reach far back into the general social 
environment. There is, therefore, no fixed goal with respect to the 
size of maxiiAum efliciency. Indeed, the goal has been, up to the 
present time, a rapidly changing one. Our inquiry into large-scale 
production may accordingly wisely be in terms of tendencies and 
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forces rather than in terms of achieved results. What factors make 
for large-scale enterprise? Wliat limitations exist? Arc the ad¬ 
vantages or the disadvantages matters affecting tlie producer, the 
consumer, or society at large ? 

As Weber points out, the distribution of population is largely 
dependent upon the economic organization of society. It follows lh.it 
the forces which have made for large-scale production ha\ e also made 
lor concentration of population. The extent of the concentration 
which has occurred is rather readily me.isurahle from our various 
censuses. The consequences to our entire social fabric we are hut 
beginning to realize. 

QUESTIONS 

1 Distinguish between large |)ro<luction and large scale prodin lion 

2 “Modern dem.ind is wholes.ile, concentrated dein.ind ’’ Wh.it iloes 
this mean? Is it true? If true, does it explain moilern large-scale 
production ? 

t “IJy the discontinuance of personal contact between proilucer and 
consumer, handwork as a phase of industry disappears." Explain 
why this discontinuance should c.iuse handwork to disappear. Why 
has the discontinuance occurred ? 

4 Kucher cites five ways in whiih the fiehl of handicraft h.as been 
diminished: (i) supplanting of handwork by similar factory proiluc- 
tion; (2) curtailment of the department of production falling to 
handicraft through factory or commission business; (3) handicraft 
loses its independence through being appended to a large business; 
(4) handwork is impoverished by shifting of demand, (5) redui tion 
of handwork to home and sweat work through handwork heconiing 
dependent on trade. Cite illustrations of each of these ways. 

5. "The sweating system is an exception to the general trend of indus¬ 
trial organization.” Is this true ? If true, what c.iuses have enabled 
this system to hold out ag.dnst the gei’cral trend? 

6 Is it fortunate or unfurtun.ite for (u) the worker, (h) soidely, that 
handicraft has hugely disappeared? 

7. The following have been listed as advantages of large-scale piodiic- 
tion: (a) handling a large mass of goods, (6) purch.ising over a wider 
market; (c) securing more competent and experienced iiuyers, 
{(/) greater probability of regular demand, (e) grc.iter ability to 
bear the risk of goods left on hand; (/) more ellectivc adveilising 
of goods; (g) more competent and exticrienced commercial travelers, 
(/:) greater ease of securing high tirm reputation, (t) grc.iter variety 
of goods for individual taste,, (j) better utiliz.ition of the principle 
of division of labor in the organization of the business; (k) belter 
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mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (a) better financial 
arrangements; (p) better managerial ability. 

Go through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

S. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; (fj) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in e.xpcnses of administration; (/) employment of high- 
grade technological experts and managers; (g) development of foreign 
markets; (/<) use of highly s|)ecialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each c.ase (i) whether the advantage mentioned is obtain¬ 
able by large-scale production as attained in a single large plant, 

(2) whether it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in rlilTcrcnt localities, 

(3) whether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in dilTerent local 
itics or being all in one place. 

q Look through the alleged advantages cited in question ,S, asking your 
self whether monopoly must be attained in order to secure these 
aiK'antagcs. 

to. .\rc laige-scale production and monopoly synonymous? 

11. Give examples of the integration of industry in (a) mining; (6) mami- 
f.icturing; (c) selling. 

12. Domestic industry in watchm.aking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts se|)arately from the 
families that made them. Does the modern factory iiroduce more 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made b.v 
hand ? If so, (a) arc they as good ? (ft) must the wages of the factory 
workiman be lower than those of the domestic workcft? (c) must the 
capil.al invested be larger? Is it possible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Just what is the relation of standardization to large-scale produc¬ 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or why not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has m.ade concentration possible.” Do you agreed 
Has it been the only cause ? “Communication was the outer vehicle. 
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Commerce the inner soul, which gave the impetus to Ccntrali/cii 
Industry.” Is this a more accuralc st.nemcnt ? 

“A tendency toward uniformity run-, through our age e!iniin,iling 
the dilTcrenccs of habits ami (ustoms in the v.mou, sii.na of soeielv " 
What factors have Irroiight alioul such a tcndeniy? Are you sure 
the tendency really crisis > Should such a tendency be reg.trded 
a result or a cause of large s( ,de pioiliiclion ? 

Is it likely Ih.it i.irge factories will ever be devoted to portrait [taint 
ing? (live reasons. 

lor which of the following articles is largo scale pro<iu<lion appio 
[iriate: handmade shoes; m.ichine-made shoes, jeweliy, n.iils, 
cut glass; orchirls; millinery; mow ing ni.u bines ? 

What particular advant.ige has a large store siu h as Marsli.ill EieM's 
or Wanamaker’s over a small shop ? 

Is the mail-order house an illnstr.ttion of l.irge-scale prodin I Ion-■ 
What factors have made the mail-order house [lossihle? Answei 
the same questions for the dcp.irtnient store. 

Ccncralizing your answets to the preceding r|ueslioiis, wh.it cl.isses 
of products are likely to he [uoduied on a l.iige si.ilc? 

The following list of f.iclois determining the si ,de of production It.is 
been made: 

a) With lespect to prodm ing or m.uiuf.iauiing: 

1. Material 

2. Labor 

3. Processes 

4. Administration 

ii) With respect to marketing: 

1. K.rtcnt of market 

2. The product 

3. The character of the demand 

4. Administration, including price policies 
c) W'ith respect to administration: 

1. The entrepreneur and his qualities 

2. The form of organiz.itioa 

3. The adjustments witli the rest of society 
(/) With respect to certain extern,il factois 

1. Co-operation of business agencies, e g , banking, insurance 

2. Social control 

Can you explain the significance of each item ? 

“The economies which give to the large business an advant.ige ovv' 
the small business may be diviiled into two classes: economy of pro¬ 
ductive power and economy of competitive power.” Explain wh.it 
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mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (a) better financial 
arrangements; (p) better managerial ability. 

Go through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

S. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; (fj) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in e.xpcnses of administration; (/) employment of high- 
grade technological experts and managers; (g) development of foreign 
markets; (/<) use of highly s|)ecialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each c.ase (i) whether the advantage mentioned is obtain¬ 
able by large-scale production as attained in a single large plant, 

(2) whether it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in rlilTcrcnt localities, 

(3) whether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in dilTerent local 
itics or being all in one place. 

q Look through the alleged advantages cited in question ,S, asking your 
self whether monopoly must be attained in order to secure these 
aiK'antagcs. 

to. .\rc laige-scale production and monopoly synonymous? 

11. Give examples of the integration of industry in (a) mining; (6) mami- 
f.icturing; (c) selling. 

12. Domestic industry in watchm.aking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts se|)arately from the 
families that made them. Does the modern factory iiroduce more 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made b.v 
hand ? If so, (a) arc they as good ? (ft) must the wages of the factory 
workiman be lower than those of the domestic workcft? (c) must the 
capil.al invested be larger? Is it possible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Just what is the relation of standardization to large-scale produc¬ 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or why not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has m.ade concentration possible.” Do you agreed 
Has it been the only cause ? “Communication was the outer vehicle. 
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to the tottering industrial middle class.” Explain. Are tliese ways 
likely to be effective ? 

^6. "When people lived largely from the wmk they did in .tgiieultiire, 
there was little need of l.irge cities ” Why or whv nni ? 

;7. Why should it be said th.it the extractive industiics .ire priniarili' 
dispersing industries and the distrihuting and manufacturing indus¬ 
tries are primarily centrali/.ing ? 

38. “The cities that form the best sales markets are tho-,e wlu ie ti.ide 
routes meet or toward whiih they converge.” Why? (die 
instances. 

30- “Another class of cities forming good m.irkels is found in i il le-. whn h 
arc collecting and distributing points m .in exceedingly piodmliie 
area.” Cite instanres. 

30. In view of the gicat improvement wliuh h.is ociurred in me.ins of 
communication and transportation, how do you .iMoiint for I lie f.ii I 
that large cities more than hold their onn K il to be evpLiin,-,! |,y 
custom, by the gregarious iiisliml, by ilie picseme of limim i.il 
institutions in the large cities, or by othei c.iusiv? 

■11. Cities hav'c been classitied .is indusli i.d iilies .ind coininerii.il cities 
Explain the distinction. Arc most cities likely to be botli indnslii.il 
and commercial ? 

.|2. Some commercial cities are distributing centers in th.it the goods 
actually flow through these cities to the consumers Other cities 
are merely trade or transaction centers and do not sec the goods in 
which the trading occurs Oive c.x.im|iles of both cl.isses of 1 ities 
W'hat advantages explain the existence of tr.ide or bargaining 1 riiieis 
through which goods arc not actually distiibiilcd ? 

43. “Trade in manufactured goods continues to <bng to the older dis¬ 
tributing centers long after it is possible to iilili'c meie ti.ins.n lion 
centers and to make direct shipments ” Why? 

4 t It is s.aid that distant inilusiries are quite commonly coiitrollisl from 
bargaining centers; that this is a natur.il coiiseqiieme of i.ipit.ilisin 
What docs this mean ? Is it correct to refer to this as another maid 
festation of concentration ? 

45 - “According to one engineer, there are 26 factors to be taken into 
account in selecting a loi.ition for a factory.” Ilow long ,i list c.iri 
you compile? What factors have a bearing on the growth of large 
cities ? 

16 W'hat advantages would a manufacturer have in settling in a 
large city? W'hat advantages in settling in a small city? in the 
country ? 

47 Make a list of the advantages which a manager will find in locating 
his plant in a satellite city. Make a list of the disadvantages. 



636 


INDUSTRIAL SOCIETY 


mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (a) better financial 
arrangements; (p) better managerial ability. 

Go through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

S. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; (fj) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in e.xpcnses of administration; (/) employment of high- 
grade technological experts and managers; (g) development of foreign 
markets; (/<) use of highly s|)ecialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each c.ase (i) whether the advantage mentioned is obtain¬ 
able by large-scale production as attained in a single large plant, 

(2) whether it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in rlilTcrcnt localities, 

(3) whether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in dilTerent local 
itics or being all in one place. 

q Look through the alleged advantages cited in question ,S, asking your 
self whether monopoly must be attained in order to secure these 
aiK'antagcs. 

to. .\rc laige-scale production and monopoly synonymous? 

11. Give examples of the integration of industry in (a) mining; (6) mami- 
f.icturing; (c) selling. 

12. Domestic industry in watchm.aking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts se|)arately from the 
families that made them. Does the modern factory iiroduce more 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made b.v 
hand ? If so, (a) arc they as good ? (ft) must the wages of the factory 
workiman be lower than those of the domestic workcft? (c) must the 
capil.al invested be larger? Is it possible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Just what is the relation of standardization to large-scale produc¬ 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or why not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has m.ade concentration possible.” Do you agreed 
Has it been the only cause ? “Communication was the outer vehicle. 
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|)ro(lucts. To these are to be added tlie f^rcat departmental ware¬ 
houses, export businesses, and co-oj>erative societies, focusing the 
demand of large sections of the population at a few points. This 
demand they are no longer able to satisfy as customers of individual 
craftsmen. 

There comes then as a second consideration the many instances in 
which modern civili/.ation has projiounded such colossal lasks for 
ituluslry that they cannot be accom])lished at all with the implements 
artd im.'thods of handicraft, although eath of them generally rcf|uires 
considerable handwork, 'f'he manufacture of a hxomotive, of a steam 
rrane, of a rapid press, the building of a liver bridge or of a warship, 
the ec|uipment of a street railway with rails and rolling stock cannot 
be carried out with mere hand nppaiatus and manual labour, 'Fhey 
ie<|uirc immensely powerful mechanical appliames, highly tiaineil 
engineers, and craftsmen of exceedingly vaiied qualifications. 

But the demand for industrial labour has been not merely locallv 
concentrated and condeii'-ed to meet the e.xtensive requiiemenls of 
production; it has also become more uniform, and therefore moie 
massive. A tendency ioivard unijonnily runs through our age, elimi¬ 
nating the differences of habits and customs in the vaiioiis stiala of 
society. Characteristic peasant costumes have (lisap]ieared down 
to unimportant survivals; the fuinishing of the dwelling, of the 
kitchen, has become, it is true, moie e.xtensive, lull likewise moie 
uniform. Even in the smallest home one finds the petroleum lamp, 
the coffee-mill, some enamelled cooking utensils, a pair of framed 
photergraphs. To make tlie desired ware accessible to the poorer 
classes, it must be easily and cheaply produced. If an article is 
lifted on the crest of a wave of fashion, the demand for it in a cheap 
form adx'anccs even up to the better situated grades of society, and 
thus the outlay for the follv of fashion is made endurable. In Ibis 
way there arises a large demand for cheap goods for whose manu¬ 
facture the earlier tvpe of factory is naturally adapted. Ifandwoik 
is for such too expensive, where it remains technically jiossible it 
must bo e.xtremely specialized, and then it necessarily loses the 
ground of custom work from beneath its feet. 

There is finally another consideration to be alluded to, which 
belongs to the sphere of domestic economy, 'i'hc home is being relieved 
more and more of the vestigial elements of production, and is restrict¬ 
ing itself to the regulation of fonsumiilion. If our grandparents 
required a sofa, they first had the joiner make the frame, then 
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purchased the leather, the horsehair, and the feathers, and had the 
upholsterer finish the work in the house. The procedure was similar 
for almost every more important piece of work. Today special¬ 
ized work demanding the whole strength of each individual, fre¬ 
quently to c.xhaustion, no longer permits such a participation 
in production. We will and must purchase what we need ready- 
made. We desire to be quickly suiiplied, and [ireferahly renounce 
idiosyncrasies of personal taste, rather than undertake the risk of 
ordering from different producers. Industry has to adapt itself 
accordingly. 

The same evolutionary process also asserts itself in de]iartments 
where the individual craftsman had been accustomed from time 
immemorial to su]yp\y Jhtiilicd 'tvarc.', Here again the modern city 
consumer will no longer tr.ide direelly with him by ordering Ihe single 
piece that he requires. He is averse to waiting, he knows that 
often the work does not turn out as desired, and prefers to choose 
and compare before he bin s. 

Thus the craftsman i.iii no longer remain a custom wmker 
even in those deparlments in wdiiih teihniially he is fully able 
lo cope wilh the demands of prodiiciion He no longer works on 
individual oiders, but e.\clusively for stock which formerly he did 
only in case of necessity. To rcai h the consumer he needs the 
intervention of the store. By the discontinuance of personal con- 
t.act between producer and consumer, luindwork as a phase of indus¬ 
try disappears. 

Even where modern demand has not yet apiieared as wholesale 
concentrated demtind, or become condensed to meet the necessities 
of production on a grand scale, it is universally well adapted, by 
virtue of its groat uniformity and its emaniipalion from household 
labour, lo localization at a few jioints. The jierfected commercial 
machinery of modern times, the low tarilTs for post and telegraph, 
the rapidity and regularity of freight and news transportation, the 
innumerable means of advertising and of making announcements, 
afford here their mighty .assistance. 

Concentratcil demand does not permit of satisfaction by scattered 
production. Along with the jirocess of com eiilration of demand must 
go a process of concentration in the department oj industrial production. 
It is to this that handicraft on every side succumbs. 

But this ])iocess is very complicated, and it is not altogether easy 
to separate from one another Ihe individual processes of which it is 
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composed. We will neverllicloss essay tlie task, choosiiif' the (ale ol 
handwork as the determining fat tor in the divisions made by us. 
We thus arrive at the five following cases: 

1. Supplanting of handwork by sim.lar factory production. 

2. Curtailment of its department of produilion by factory or 
commission. 

3. Incorporation of handwork with the large undertaking 

4. Impoverishment of handwork by shifting of demaiul. 

5. Reduction of handwork by way of tlie warehouse to home and 
sweatwork. 

Several of these processes often go on simultaneously. In our con¬ 
sideration of the subject, however, we will keep tliem as f.ir as possible 
apart. 

T. The case in which capilaUstic produdion on a large scale 
attacks handicraft along its whole front, in onlcr to c.i pfl il comptiti-ly 
from its sphere of production, is coinp.iiati\ely rare, I'roiii eailier 
times we may mention weaving, cloi k- and giiii-mal.ing, and also the 
smaller industries of the piii-makers, buttoii-makei^, tool-initlw, 
card-makers, hosiers, from recent limes hat-making, shoemakiiig, 
dyeing, soap manufacture, rope-making, nail- and cutlery-smithing, 
comb-making; to a certain c.xtenl beer-making and coopi-ring also 
belong to the list. 

For handicraft the result of such a development varies aiiording 
as the fiictory product, after being worn out, ])ermils repair or not. 
In the latter case handicraft disappears altogether; in the fninici it 
evolves into a repair trade with or without a sole shop. 'I'lu iip.m ing 
can become (|uilc suiierfluous through veiy cheap ])roduclion of new 
wares, as, for example, with clocks and shoes; repair would cost 
more than a new article. 

2. Much more frequently does the second group of evolutionary 
proce.sses make its appearance. Here il is not a cpiestion of the 
complete loss of the new manufacture, but merely of the curtailment 
of the department of production falling to handicraft through factory or 
commission business. The causes of this process may be very diverse. 
While recognizing the impossibility of being exhaustive, we will 
distinguish four of them. 

a) Various handicrafts are fused into a single manufacturing estab¬ 
lishment: for example, joiners, wood-carvers, turners, upholsterers, 
painters, laccpierers into a furniture factory; wheelwrights, smiths, 
saddlers, glaziers into a carriage manufactory; basket-makers, joiners. 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. VVe may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants—distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
pi cvious sphere of work and of its market. If, however, such blood¬ 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus¬ 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book¬ 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
like to factories, and only the coarse willow wicker-wo'-k remains to 
the handicraft. The locksmith has even lost the article, the lock, from 
which he has his name; the brush-maker, the manufacture of paint, 
tooth, and nail brushes. 

c) The factory lakes over the primary stages of production. It 
was precisely the first rough working of the material which demands 
the greatest expenditure of strcnglli, it was exactly this primary 
handling that suggested the application of machinery, while the 
finer and individual shaping of the product in the later states of pro¬ 
duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. Tlie furriers work up skins already pre¬ 
pared, the smith purchases the finished horseshoe, the glazier ready¬ 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tire contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is general!)' 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appearance of new raw materials and methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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the curved (Vienna) furniture, tlie manufacture of wire nail? ami its 
influence on nail-smithing, tlie wire-rope manufacture in o])posiiion to 
the hempen rope, the invasion by giitta pen ha of the consuniiition 
sphere of leather and limm. Tlie enamelled cooking utensil has 
encroached simultaneously upon the manufacture of pottery, tin- 
smithing, and the business of the coppersmith; and the invention of 
linen for bookbinding in place of leather and parchment has smootlied 
the way for wholesale bookbimling by machinery. 

3. We come now to those cases hi which handic laft loses its inde¬ 
pendence through being appended to a lori^e business, hiverv more 
e.xtcnsive undertaking, be it manufactuiing, liading, or a general 
commercial establishment, requiies for its own business various 
kinds of handwork. As long as such tasks are few in number, the\ 
are given out to master craftsmen. But if they grow mimeious and 
regular, it becomes advantageous to oigani.je a sub-de]iartment for 
them within the walls of the establishment. 

4. Handicraft is impoveiislied Ihtoiii^h sbiJUng of demand, and 
entirely ruined through cessation of demand. Such shiflings have 
occurred at all epochs—we may recall the use of parchment and 
periwigs—but perhaps never more frequently than in our own rapidly 
moving times. We will give only a few instances 'I'hc industry 
of Uie pewterer presents an c.xample. The pewter plates and dishes 
that were to be found in almost every house thiough town and 
country have passed out of fashion. In their place have come pore e- 
lain and stoneware, and the pewterer’s trade has thus to all intents 
lost tlie very foundation of its e.xistence. We may recall, also, the 
shiftings in demand which the great revolutions in the sphere of 
travel have brought about, and which have fallen with especial 
severity on the saddler, trunk-maker, and furrier. 

5. In a last group of instances handicraft comes into complete 
dependence on trade; the master becomes a homeworker since his 
products can now reach the consumers only thiough the store. The 
cause of this phenomenon is of double nature: on the one hand, the 
high rents of city business sites, which force the master to live and 
pen up his workshop in a garret or a rear house where he is with diffi¬ 
culty found, and where at no time is he sought out by his bcltei 
customers; on the other the inclination of the [lublic to buy only 
where a larger selection is to be had, and where the merchant is 
“accommodating,” that is, send^ goods for ins]xction, lakes back, 
if they do not suit, articles like brushes, combs, line basket-maker’s 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. VVe may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants—distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
pi cvious sphere of work and of its market. If, however, such blood¬ 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus¬ 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book¬ 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
like to factories, and only the coarse willow wicker-wo'-k remains to 
the handicraft. The locksmith has even lost the article, the lock, from 
which he has his name; the brush-maker, the manufacture of paint, 
tooth, and nail brushes. 

c) The factory lakes over the primary stages of production. It 
was precisely the first rough working of the material which demands 
the greatest expenditure of strcnglli, it was exactly this primary 
handling that suggested the application of machinery, while the 
finer and individual shaping of the product in the later states of pro¬ 
duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. Tlie furriers work up skins already pre¬ 
pared, the smith purchases the finished horseshoe, the glazier ready¬ 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tire contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is general!)' 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appearance of new raw materials and methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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to those groups of industries which are better adapted for concentra¬ 
tion. 
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is well known to be one of the greatest causes of economic efliiiencv. 
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the integrated industry are in harmony, one with reference to the 
other. 

3, Parallel consolidation and specialization.— Vnder those condi¬ 
tions it is possible to make the same product at the different plants, 
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dross freights are avoided to a large extent when the manufactories 
of one district supply the markets of that district. For articles 
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are absorbed which use as raw material the by-products of the central 
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the most modern manufactories which have complete and highly 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. VVe may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants—distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
pi cvious sphere of work and of its market. If, however, such blood¬ 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus¬ 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book¬ 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
like to factories, and only the coarse willow wicker-wo'-k remains to 
the handicraft. The locksmith has even lost the article, the lock, from 
which he has his name; the brush-maker, the manufacture of paint, 
tooth, and nail brushes. 

c) The factory lakes over the primary stages of production. It 
was precisely the first rough working of the material which demands 
the greatest expenditure of strcnglli, it was exactly this primary 
handling that suggested the application of machinery, while the 
finer and individual shaping of the product in the later states of pro¬ 
duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. Tlie furriers work up skins already pre¬ 
pared, the smith purchases the finished horseshoe, the glazier ready¬ 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tire contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is general!)' 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appearance of new raw materials and methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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the necessity to pay excessive rates of interest, it must keep a con- 
sideralrle amount of ready cash on hand to liandle its business. A 
very large concern, in which the variations in the demands for the 
dilTcrent products compensate for one another to some extent at least, 
is able to handle its business with a relatively small cash reserve. 

n. Opportunily for aider of ability. - It may bo that a final 
advantage of concentration will be the opportunity for the display of 
ability of the highest order. 

12. Other advantages of concentration. Other advantages of con¬ 
centration arc frequently claimed, .•\mong these are: steady em¬ 
ployment of labor, better wages, better protection against industrial 
accidents, the maintenance of superior quality, etc. These points 
,ire not here introduced as advantages of concentration, since in 
reference to them there is a markeri dilTerence of opinion. 

254. CONCEN I'R.Vl'ION LN MARKETING 
A' 

The general opinion is that it is in commerce that the law of con- 
rentiation is most felt. This, howex’cr, is sini|)ly because it is in com¬ 
merce, in the form of large stores, that it is most obvious to the general 
public; it is here that the com]il.lints of the small sliopkeepers, crushed 
by the comiictition of these colossal enterprises, arc loudest. 

The economic superiority of the large store is due to the following 
causes: 

I. Economy of labour. -This fist advantage consists mainly in the 
Jiower whicl) the huge store has of pushing the division of labour to its 
highest point by creating as many deirarlments as there are classes of 
goods. But it results also from the mere grouping together of em¬ 
ployees. In the small shop, the greater part of the time is wasted 
There are often hours during whit h each seller is unemployed. Take, 
for e.xamplc, a hundred frms, each emicloying ten workers. Com¬ 
bine these into one business, ob\ iously, to turn over the same amount 
as did the hundretl houses separately, it will not be netessary to keep 
the thousand employees. There will be no need of a hundred cashiers 
or a hundred bookkeepers. Each worker, moreover, being now 
able to work without stopping, will be able to do two or three times 
as much as before, and will thus, in himself, take the place of two or 
three workers. 

‘Taken by permission from Charles Gide, Political Economy, pp. 167-6S 
(n C. Heath & Co., 1913.) 
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The growing region for citrus fruits in the United Stites is to be 
found concentrated in two st.Ues, Florida and C.iliit)rnia, with smaller 
areas in soutiiern Arizona, Louisiana, and Texas. Even in the two 
banner states citrus-fruit culture is limited to small sections. There 
arc live counties in southern and one in northern California Uiat ate 
especially adapted to citrus-fruit growing. In Florida, tlireo southern 
counties furnish by far the greater part of the crop. It has been 
said that “no other horticultural industry of C(iual extent is so com¬ 
pactly located.” 

Although the region of production for cituis fruits is compact and 
limited in extent, no fruit is more widely disliibuted as an article of 
consumption. Lemons, oranges, and grapefruit today find their 
way into practically every town of any im]ioitancc in the country. 
I'his is the more remarkable because of their highly perishable nature. 
They rcrpiire the greatest care in cultivation, in picking, handling, 
packing, and shipping in order to re.ich the consumer in gooil condi¬ 
tion. For these reasons no other industry presents more difficult 
problems or requires a more skilful distribution and marketing of the 
crop. 

Before the formation of the California Fruit Growers’ Exchange 
the only way in which the growers of citrus fruits could get their 
products to market was through middlemen. These included brokers, 
comn.ission merchants, jobbers, soliciting agents, and local buyers 
But none of them proved satisfactory. In the first place, the 
cxjrcuse of selling—tliat is, getting the fruit from the producer to 
the consumer—was too high, amounting to one-half, or more, of 
the price which the consumer paid for it. Such very high costs for 
distribution increased the final price so much as to reduce demand 

Another difficulty was the distrust in which the producer held 
these middlemen. Against the commission merchants cspeci.dly 
the producer felt keen resentment. The.se miildlemcn acted as agents 
for the producers; that is, the growers of fruit shipped it to the com¬ 
mission merchants, who were located in the large market centers. 
These men used their own judgment as to when and how to sell. It 
happened too frequently that the commission merchants sent false 
reports to the producer who sent them the fruit—that it was spoiled 
or Uiat market prices were low—and the producer had to accejrt the 
commission man’s word, since he had no means of checking up 
these reports. Therefore the whole group of middlemen fell under 
suspicion. 
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The most fundamental difficulty, however, was that the producer 
had no means of knowing in what markets there was a scarcity and 
hence high prices, and where tliere was an oversupply. He shippeii 
his fruit without knowing what price it should bring in the market 
to which it was directed. Whatever information he received regard¬ 
ing the condition of his fruit and market prices was through the 
middlemen. Sometimes he even sold his fruit while still on the tree 
to agents of the commission men. In short, there was no proper 
effort to adjust demand to supply by either the middleman or the 
producer. 

The producer never knew how big a crop could be grown profit¬ 
ably, because he had no way of forecasting what the total demand 
for his fruit might be. There was, moreover, no incentive for the 
middleman to increase the general demand for citrus fruits or to widen 
the market, for he had many other products to sell. As a result, there 
would often be a total croj) so large that the market was oversupplicd, 
and all the fruit tlicn had to be sold at a price that gave the producer 
no profit. 

Among the producers there was no standard method of grading 
and packing the fruit. Each farmer did as he thought best. There 
was no organization to educate the growers in the best methods of 
cultivation, in the best ways to prune and spray the orchards, nor 
in the need for uniformity in grading and packing the fruit. The 
individual farmer also had to pay high freight charges, because he 
usually shipped only small lots. 

To meet all these various difficulties, a movement was begun in 
the early nineties to organize the producers of citrus fruit into co¬ 
operative associations. It was the purpose of these associations to 
obtain uniform and good methods in growing and handling the fruit 
and to provide facilities for marketing it. Their aim was to cut out 
the middleman. This was to be accomplished by building up an 
organization of growers to do for themselves what tlic middlemen 
had been doing for them. The result was the California Fruit 
Growers’ Exchange. 

The California Fruit Growers’ Exchange is composed of one 
central exchange, 17 district exchanges, and a large number of local 
producers’ associations. The central exchange on the one hand 
represents the producers and on the other directs the business of 
selling. Through it the growers and sellers communicate. The 
sellers receive their orders from the growers and are thus controlled 
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by them. If one will tliink of a telephone exchange into which lead 
a great many wires and out of which lead a great many more, one 
will be able to see much more clearly tire services of tlie central 
exchange. 

In charge of the central exchange is a general manager, elected by 
a board of 17 directors. I.ach director represents one of tlie 17 
districts exchanges scattered through orange-growing regions. F.ach 
district exchange, in its turn, is made up of representatives from 
the local growers’ associations. There arc 115 of those local or 
community as.sociations, containiiig from 40 to eoo members each 
There are now 8,000 jiroducers who are members of the loc.il 
associations. 

Since the growers elect the directors of the district excb.inge by 
.sending one director from each local association, and the rlistrict 
exchanges elect directors of the central exchange, who choo.se the 
manager, it is clear that the growers control the entire org.ini/..itioti. 
Besides, each organization—local, di^tiict, and central—is ;i noti- 
protit corporation. They exist merely to transact business for the 
growers and do not recjuire a sep.iiate ]uoht, which would a<ld to the 
price of the fruit. They receive only expenses and the chatiees for 
profit or lo-ss go back to the growets. 

The sales organization by means of which the growets are able 
to send their fruit to market and to sell it is, of course, under the 
direction of the central exchange. Tlieic are two general divisions, 
one for marketing oranges and anotlicr for lemons. Each of the.se is 
in charge of a sales manager. The whole country has been divided 
into six territorial divisions, each of which is looked after by a s,des 
manager. The territorial divisions arc fuither subdivided into dis¬ 
tricts in the charge of managers. The district managers are located 
in the principal cities throughout the country. This co-operative 
selling organization stops with them, since they sell to brokers and 
jobbers in those trade centers. From this point on the fruit passes 
into the regular channels of trade, reaching the consumer through 
retail stores, fruit stores, fruit stands, or street venders. 

From this survey of the sales organization it is seen that the control 
is centralized in the central exchange. Each sales manager is 
responsible to his superior until the central exchange is reached. 
Thus the manager of the central exchange controls all stiles managers, 
but he is in turn controlled by tlje growers, so that the control of the 
entire organization is in the growers’ hands. 
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The whole organization is thoroughly democratic in its nature. 
Membership is voluntary. A grower may withdraw from an asso¬ 
ciation at the end of the year, an association may withdraw from a 
district exchange, and the district exchange may withilraw from the 
central exchange. The grower exercises control over all matters. 
No sale of his fruit is ever made witliout his direct con.sent. At 
any transfer point along the railroad he may order the car of fruit 
diverted from its original destination to a better market, upon 
the basis of later news received by him through the sales organi¬ 
zation. The sales manager is thus only tlic agent of the grower, 
can sell only at his command, and liis interests are the same as the 
grower’s interest; the higher the price the more pro5[)erous the\- 
all are. 

By means of the daily telegraphic reports which the central 
exchange receives from its s.iles managers it knows the price of oranges, 
lemons, and grapefruit in the important markets all over the country. 
This information, sent on to the growcis through the daily bulletins, 
makes it possible for them to adjust the supply to suit conditions 
everywhere. There can be no glut in one market and at the same 
time a shortage at another. In addition, there can be no deception 
by dishonest dealers, for the producer now markets his fruit through 
his own representative, and he is kept fully informed of market prices 
:uid changes everywhere. 

For 22 years the California Fruit Growers’ Exchange has carried 
on its work with marked success, especially in the past decade. In 
1916 it handled 67 per cent of the citrus-fruit crop of California 
'rhere are about 40 other co-operative associations and grower-shi]rper 
associations dealing in citrus fruit. Together these handle about 
85 per cent of the entire crop. 

This system of marketing has greatly rerluced the cost of dis 
tributing citrus fruit, has brought about uniform and scientific 
methods of grading, and has developed varieties that ripen throughout 
the year. It has obtained lower freight rates through enabling growers 
to join together and ship a carload at a time. It has offered a better 
fruit to tlie consumer at a lower price than ever before. Thus tlie 
growers, while retaining their independence of will and action, gain 
all the advantages and economies of large-scale distribution. By 
means of centralization in a co-operative exchange they can meet 
the buyers in the market on equa] terms without losing a whit of 
their indiviiluality and independence. 
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256. THE LIMITS OF CO.NCF.NTRATION IN MODERN 
Kl'SINESS' 

How far can we trace in modern industry a general tendency to the 
formation of larger business-units in which capital plays a relatively 
more important part than labour ? 

* From Materials for the Study of Elementary Economics, edited by L. C. 
Marshall, C. W. Wright, and J. A. Field, p. 170. (The University of Clncago 
Fress, 1913.) 

* Adapted by permission from J. A. Hobson, The Evolution of Modern Capital¬ 
ism, pp. 113-40. (The Walter Scott Piibli.sliing C'o , Ltd , 1912 ) 
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The whole organization is thoroughly democratic in its nature. 
Membership is voluntary. A grower may withdraw from an asso¬ 
ciation at the end of the year, an association may withdraw from a 
district exchange, and the district exchange may withilraw from the 
central exchange. The grower exercises control over all matters. 
No sale of his fruit is ever made witliout his direct con.sent. At 
any transfer point along the railroad he may order the car of fruit 
diverted from its original destination to a better market, upon 
the basis of later news received by him through the sales organi¬ 
zation. The sales manager is thus only tlic agent of the grower, 
can sell only at his command, and liis interests are the same as the 
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This information, sent on to the growcis through the daily bulletins, 
makes it possible for them to adjust the supply to suit conditions 
everywhere. There can be no glut in one market and at the same 
time a shortage at another. In addition, there can be no deception 
by dishonest dealers, for the producer now markets his fruit through 
his own representative, and he is kept fully informed of market prices 
:uid changes everywhere. 
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on its work with marked success, especially in the past decade. In 
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tributing citrus fruit, has brought about uniform and scientific 
methods of grading, and has developed varieties that ripen throughout 
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It is, however, not to manufacture, but to transport industry that 
we must look for the most conspicuous results of the conccntrativc 
influence of machinery. The substitution of the railroad for the 
pack-wagon and the stage-coach, of the steamship for the sailing 
M--scl, exhibits the largest aiKance of modern capilalisni. 

Next to transport the depaitmont of hiisinesb where the concen- 
trati\e forces are in strongest and most general operation i.s finance, 
U'-ing that term to cover banking and insurance, stockbroking, bill¬ 
broking, and money-lending of every kind. 

These monetary businesses foimed the cradle of mcxlern capital- 
i-m; they were the earliest to .adopt the form of joint-stock enterprise, 
,ind to assume an international area of operation, rapit.il e.xpands in 
them out of .all relation to labour, and the advantage of a large 
I .iirital over a small capital is noimall\ greater than in anv other busi¬ 
ness operation. 

The conccntrativc forces in commerce are less easiK ascertained, 
but, as regards wholesale o])erations, there tan be no doubt that an 
increasing proportion of the distributiee business is passing into the 
liaiuls of large and growing firms Over a consideiable area of whole¬ 
sale trade the separate mercantile stage has been eliminated, espei iall_\ 
where the goods in question are raw materials or unfinislud manu¬ 
factures. Kithcr the manuf.acturer purchases his mateiials direct 
from the producers at regular process of contract, or sets up producing 
plants of his own, as w'herc jam manufai turers own fruit [)lautations 
or ironworks acquire collieries. In m.anv other cases the producer su|i- 
plics the retailer direct, as in the case of most jeatent or [tac ket goods 
and over a large part of the clothing businesses; or undertakes the 
entire wholesale and retail distribution, as do certain shoe factories, 

< ollieries, etc. Most ordinary articles of manufacture are supjtlied 
today directly from the f.actories to the retailers. Where the whole¬ 
sale merchant still remains as a distinc t distributive stage, he is usually 
cither an importer of foreign produce or a collector of foods and other 
perishable home produce. .Such businesses partake more and more 
of a speculative ch.aracter, involving more largely the element of 
credit and becoming in most instances an appanage of finance. For 
successful businesses upon these lines, large capital is essential, 
and while the enormous growth of the commercial classes in all 
countries attests the mass of business done, this increase is in 
clerks, agents, commercial travellers, etc., not in the number of 
employers. 
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The application of joint-stock enterprise to retail trading goes on 
apace. Gigantic stores, tending to become “universal providers,” 
like Whitley’s and Barker’s, or covering a wide area of wants, like 
Maple’s or Spiers & Pond, spring up in the large cities, taking an 
increasing proportion of retail business. Other companies, more 
specialised, extend their business through numerous branches, as in the 
grocery and provision trades, milk, restaurants, fish and game trades. 
In some of these cases the retail companies strengthen themselves 
by entering the i)ro(luctivc processes of farming and manufacture, 
more frequently the manufacturers themselves acquire retail stores 
or operate through “tied” shops, as in the shoe, jewellery, and 
IoIkuCO trades. 

All general measurements of the concentrative forces of capitalism 
• IS .applied to agriculture arc extremely difiicult to compass. In such 
countries, however, as the United .Slates, where agricultural machinerv 
lias been very fully applied, it is clearly established that the size and 
value of farms increase in those (kptutnients of agriculture where 
machinery can be most largely utilised, and that the capital value of 
these farms as well as the value of the product increases more rapidly 
than the increase of labour em|)loyed upon them. But while this 
concentrative force of machinery has been so strong in certain kinds 
of agriculture as to raise the average size of the farm as a unit of value 
and of productivity, it by no means follows that small farming every¬ 
where tends to disappear. 

Except in a few instances, merely mechanical economy docs not 
go very far toward explaining the larger development of the “busi¬ 
ness.” Upon this mechanical economy is superimposed a series of 
other industrial, commercial, and financial economies favourable to the 
big business. Where and in proportion as these are operative we find a 
number of technically complete plants or establishments fastened by 
a common control and ownership, and worked as a single business. 

The economics which give to the large business an advantage over 
the small business may be divided into two classes—economies of 
productive power and economies of competitive power. 

In considering the phvsical and economic limitations to the 
effective application of machinery we have already indicated certain 
economics of the small business. 

I. Where the nature of the raw material or of the process of 
handling it is incalculably and greatly irregular, this irregularity 
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renders the full application of machinery and routine labour impos¬ 
sible. The kind or degree of this irregularity may be such as to make 
success in the business dependent so largely upon the skill, genius, 
(liaracler of the operator, or upon chance, as to preclude tlie use of 
machinery or of any sort of “routine" economy. 

The largest application of this prim iirle is, of course, in agriculture. 
.Small farms tend to survive in proiHirtion to (a) the irregulaiity of sod, 
seed, climate, etc., and thcconser|uent amount of dct.dled care and skill 
involved in the agricultural processes; (b) the absolute market value 
of the products, vegetable or animal, raised under such conditions. 

2. W'hen the individuality of the consumer imiiresses itscif 
upon an industry through demand for the s.ilisfat tion of jrartirular 
needs, an “art" economy is substituted for a “routine" or “nuu bine " 
ecoiiomy. It is this force vhiih, in large measuie, gives importaiue 
to differences of materials, and evokes skill in dealing with them. 
Hut even where complete stamlanlisation or regularity of materials 
c.xists, the demand of consumers for goods exactly accommodated 
to their individual fit or fancy involves skilled workmanshi]), and 
prohibits the use of machinery or routine method. 'I'liis does not 
necessarily imply the e.xeculion of such orders by small businesses. A 
large pottery company often employs a number of designers and 
skilled craftsmen in order to stimulate and supply the more refined 
'iemands of high-grade customers, just as a large firm of tailors or 
drapers may keep a special order department and a “fancy goods 
department. But where the skill of some final jrrocess of production 
forms the chief element of use and of cost in a commodity, and es|)e- 
cially when this output of skill a])proache.s the nature of close personal 
service, the small unit of business is apt to survive. 

Though the standardisation of mat hinery releases much work of 
repair from dependence on skilled engineers and smiths, while many 
large businesses keep repairing sho[)S of their own, this essentially 
irregular work forms the basis of many small independent workshojis 
in large manufacturing centers Though the building and jirinting 
trades arc in the main large capitalist undertakings, jobbing builders, 
carpenters, plumbers, and printers exist in considerable numbers for 
special and emergency work. 

In retail trade, as we have seen, the survival of the personal rela¬ 
tion with “customers,” the adhesion of some final pioductive ]>rocess 
to the art of retail distribution,,sometimes the importance of mere 
proximity, enable the small storekeeper to hold his own. 
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It is natural that the productive energy which functions for the 
production and distribution of material and immaterial wealth in the 
professions, the finer arts, and in the recreative and personal services, 
should be least amenable to the concentrative forces of capitalism. 

From these genuine economic survivals of the small business unit 
must be distinguished the numerous forms of small sweatshop and 
sweating home industry which are found everywhere in the industrial 
lowlands. The characteristic of such small sweating businesses is the 
production of low-grade routine goods by subdivided labour under 
conditions of low wages, low rent, and evasion of sanitary and other 
industrial restrictions which make this mode of production cheaper 
than production in a factory by machinery or by properly accommo¬ 
dated and protected hand labour. 

It may then be concluded: 

1. That an increasing proportion of the aggregate wealth (goods 
and services) in modern communities is produced in large and e.xpand- 
ing businesses. 

2. That this concentrative tendency is particularly operative in the 
making and carrying of the goods which constitute the necessaries 
and prime conveniences of life of the people. 

3. I'liat in the aggregate production of wealth capital plays a 
part of increasing importance as compared with labour. 

4. 'I'hat the increasing importance of capital is greatest in the 
production of the most fundamental and essential forms of material 
wealth. 

5. That it is probable that an increasing proportion of the number 
of persons employed is employed in large or c.xpanding business-forms, 
though the concentrative forces are less powerful in the case of labour 
than in the case of capital. 

But while a larger number of processes and industries are con¬ 
stantly brought under the operation of the concentrative forces which 
make for large business-units, there is no reason to regard the economy 
of large-scale production as unlimited in any branch of production or 
transport. 

The final limits of this growth are described by a recent economist 
as functions of: (t) the internal comple.xity of arrangements; (2) the 
importance of quality in the output; (3) the e.xpensiveness of the 
machinery used; (4) external relations depending on the nature of 
the markets touched; (5) stability in the demand for the output; 
(6) the stationary character of the industry in relation to methods or 
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otherwise; (7) the extent of the economies to be secured by producing 
on a large scale. 

If, however, we examine more closely the limits upon the economy 
of large-scale business thus indicated, we shall perceive that they 
ultimately rest U])on a law of diniinishing returns, a]>plied, not to 
the mechanics, but to the adniinistiation of business. The only sub¬ 
stantial limit to the growth of a business, from the stand]roint of 
economy of supply, has reference to the application of administrative 
power; in other words, of the factors that constitute the business 
unit, ability of control and managomenl must be regariled as a con¬ 
stant factor. The chief cause of the survival of small forms of business 
in many highly skilled trades was found to he the necessity of direct 
detailed attention on the part of a res])onsihle interested workman or 
employer. Any e.xpansion of the business, implying delegtition of 
this control and adoption of routine methods, would react injuiiously 
upon the quality of the work. When the industry is highly suscep¬ 
tible of routine methods this economy of “the master’s eye” is rela- 
tivelv unimportant; the mtinaging :ibilit\ is best occupied in the more 
general acts of organisation and control, a (listrctionary povser of 
detailed management being delegated to dep.irt mental managers, 
overseers, and inspectors. Hut there must alwa\'s be some limit to 
the economy of the managing or directing mind, every expansion 
brings larger intricacy, and the machinery of a<lministr:ition becomes 
more cumbersome, involving karger waste from imperfect co¬ 
ordination, dislocation, friction, tind other disturbances. 

When the financial economy of modern business introduces 
more division of labour into the administration, dividing the interest, 
responsilhiity, atid control among a number of directors, a managing 
ilircctor and a number of .salaried ofiiecrs, difTieulties of policy and of 
close co-ordination are apt so to increase as to outweigh the advan¬ 
tages of suljstituting many administrative minds for one. The well- 
recognised failure of joint-stock companies to compete sueressfully 
with private firms in some classes of business is a clear testimony to 
the limits of this economy. 

The real limits to concentration of capital and labour in single 
businesses, as distinct from single plants, are not to any large 
extent considerations of technietd production, but of administration 
and of market. For this reason a larger proportion of the highest 
intellect engaged in business life is being directed to experiment and 
invention of administrative methods, including business organisation 
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and finance, with the double object of effecting large economies of 
supply-cost and of so monopolising in controlling markets as to pre¬ 
vent these gains passing to the consumer by competition of producers 

357 . THE SWEATING SYSTEM' 

In contrast with the growth of large establishments, which is so 
conspicuous a feature of recent economic development, it must be 
observed that in certain industries the small shop retains its hold. 
One phase of this remarkable e.xception to the general trend of indus¬ 
trial organization is found in the so-called sweating system in the 
manufacture of clothing, where, in certain divisions of the trade, the 
larger establishments have been driven out of business by smaller 
establishments. This suprem.acy of the smaller establishments is 
closely connected with the fact that in them arc found the worst con¬ 
ditions of labor —low wages, long hours, and oppressive methods of 
payment. 

'I’he sweating system in the clothing trade, from the standpoint ol 
organization of industry, consists in the separation of the manufactur¬ 
ing from the marketing of the product. The wholesale clothing 
manufacturer is really a wholesale merchant, and the manufacturing 
proper is conducted by independent contractors in their own small 
establishments. On the manufacturer’s side there is an advantage 
in the small establishment. One reason why the small establishment 
survives is the wide variety of garments manufactured. Ready¬ 
made clothing of all styles and grades is now produced in factories 
for men, women, and children. Hence there is an economy if each 
establishment specializes on certain lines, and it is usually the case 
that one contractor devotes his entire attention to a certain grade ol 
coats, another to a certain grade of vests, and so on. The facts, too, 
th.at the business depends on the se.ason, that the capital invested 
must lie idle during several months of the year, and that the factory 
must usually be located in a large city, where rents are very high, 
make it to the advantage of the merchant to throw the c.xpenses of 
these items upon the contractor. Such articles as overalls, army 
clothing, and cheaper garments can be made on a large scale in suc¬ 
cessful competition with the smaller shops, but the smaller shops hold 
their own in the greater portion of clothing manufacture. 

The principal reason, however, for the e.xistence of the small 
shop is the oversupply of cheap labor, brought about through immi- 

' Adapted from Final Report of the Industrial Commission, 1902, XIX, 740-42. 
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Rration, and the pressure of this class of laborers to find employment 
under whatever conditions may be imposed. This class of labor 
can best be secured through the personal interest of a contractor 
rather than that of a foreman. The contractor lives in the neighbor- 
liood of the immigrants, is familiar with their languages, and is able 
to secure them in times of business activity. His solicitations are 
more personal than those of large employers. 

On account of these conditions, tire manufticturers, instead of 
employing foremen to supervise tlie manufacture of their garments, 
give their work out to contractors. The contractors, re(|uiiing but 
little capital, spring up in large numicers, and their corn|)etition with 
one another drives the contract inicc to the lowest |)ossible limit. 

Originally the sweating system was a system of working at home, 
whither the tailor with his family and a few' helpers carried the goods 
which they were to prepare for the men bant. The home woik or 
tenement-house work of former years has largidy dis.ippeared, espe¬ 
cially for the manufacture of ready-made garments, owing jiarticularly 
to legislation directed against it in the years following the inllux 
of immigrants fifteen years and more ago. At the same time, also, 
the progress of the industry has demonstrated the greater economy 
of separate shops, where a larger number can be employed uiion the 
same garment, with a more minute division of labor. The.se small 
shops have taken the place of the tenements in the manufacture of 
the bulk of ready-made clothing. Many of them are in the rear of 
tenements and sometimes in portions of tenements, though not in the 
living-rooms. There is, however, one remnant of the original home 
work which still largely clings to the tenenu'iit, namely, the so-called 
“finishing” on coats and trousers, and also certain kinds of light 
work by which the women of the house earn “pin money.” While 
the greater portion of the work on ready-made clothing has been 
taken out of the tenement house, yet, since the “finishing” of the 
garments is still largely done at home, it is evident that, as far as con¬ 
tagious and infectious di.seases are concerned, tenement-house work is 
fully as dangerous to the public as it was in earlier days. 

258. DOES LARGE-SCALE PRODUCTION -MEAN MONOPOLY?- 

Attention may now be directed to the reasons for this belief in the 
tendency of large-scale production to pass over into monopoly, and 

* Adapted by permission from C. J. Bullock, “Trust Literature: A Survey and 
a Criticism,'’ Quarterly Journal of Economics, XV (1900-1901), 190-aio. 
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to the criticisms which such views evoke from writers who deny the 
existence of such a tendency. In favor of this proposition three 
general lines of argument may be distinguished; (a) the contention 
that a consolidated enterprise possesses advantages over independent 
companies in producing and marketing its goods; (b) the claim that 
mere mass of capital confers powers of destructive warfare so great 
as to deter possible competitors from entering tlie field; (c) the belief 
that modern competition between large rival establishments, repre¬ 
senting heavy investments of fixed cajrital, is injurious to the public, 
ruinous to the producers, and in its final outcome self-destructive. 

First in this list is the contention that a consolidated concern 
is a more efficient agent of production and exchange. It is claimed 
that a combination can effect a saving in no less tlian twenty different 
directions; and the economy arising from such sources is declared to 
be great enough to give the trust a control over the market based 
solely upon superior elficiency, and to make competition “hopeless.” 
We can discuss only some of the more important savings that trusts 
are believed to realize. Of the twenty specific economies that ha\’c 
been enumerated, we shall take no notice of five which may be con¬ 
sidered either doubtful or of minor importance.' Six others will be 
relegated to a footnote, since it may be denied emphatically that they 
represent any substantial advantages which large independent com¬ 
panies cannot secure.’ Three more may be set aside for incidental 

'These alleged advaiil.igcs arc (i) combinations will prevent adulteration 
and improve products; (2) they w ill reduce losses from unwise extension of credits. 
(3) they will not sulTcr from sto|)page of work by accidents in any one locality, 
or by labor troubles, (4) they need to carry sm.illcrstocksof goods to meet demands 
of the market, (5) they m.ay eliminate needless middlemen. 

’These si.x items illustrate the necessity of discriminating sharply between 
large-sctile production and monopoly, (i) It is s.ud that combinations can 
specialize the machinery of the separate plants, thus saving the toss resulting from 
changing from one kind of work to another. But large indt-pendent concerns 
have often done the same thing. (2) Combintitions can push trade in foreign 
markets. But large independent companies have been equally successful, or 
almost so. This claim provokes a smile from a Minneapolis miller. Such con¬ 
cerns as the Baldwin Locomotive Company deny that combination is necessary 
for this purpose. Rivals of the Standard Oil Company are now following the 
trust into European markets. The Industrial Commission concluded that foreign 
trade docs not need a monopoly. (3) Trusts can conduct auxiliary or subsidiary 
industries. So do many independent enterprises. (4) Trusts utilize by-products 
So do large independent establi-shmcnts, while small establishments sometimes 
co-operate for this purpose. (5) Trusts can employ chemists, inventors, and other 
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discussion,' in connection with the views of those who deny the 
tendency to monopoly. Of the remainder, three items relate to 
advantages in the manufacture and three to economies in the 
exchange of products. 

With respect to advantages in the manufacture of products it is 
claimed that trusts, by tilling orders from the ne.irest plant, can 
effect a great saving in cioss-freights. When the monopolized 
product is of a bulky sort, the industry is already localized pretty 
thoroughly before combination takes place, and, since most of the 
former independent establishments weie iiroduiing chietly for their 
natural local constituencies, the trust can save little in cross-freights 
When, however, the proiluct is light, transportation charges become 
a matter of small moment. In either case the room for saving in 
cross-freights is not nearly as large as has been representeil, while 
often it does not c.xist. 

Then it is urged that a trust can draw upon all the patented 
devices of the constituent companies, and cm]d<)y only those that are 
most efiicient. But advantages accruing from this fact will in most 
cases prove to be of a tempoiary nature, as triMs that have tried to 
base a monopoly u]Xin the control of all available jiatents have learned 
in the past and will learn in the future. Moreover a simple reform 
in our patent laws will make the best processes available for all pro 
ducers at any time that the public finds such a measure to be neces¬ 
sary for protection against monopoly. Here then we find no natural 
law working resistlessly toward combination, but a man-made device 
which can be regulated as jmblic policy may dictate. 

Again, we are told that a trii.st can [iroducc more cheaply than 
separate concerns, bcaiuse all the plants utilized can be run at their 
full capacity; whereas, under competition, many establishments 
can be kept in operation but a pirt of the time. Two observa¬ 
tions may be made concerning this claim. First, the extent of the 
economies thus realized in grossly exaggerated, fn general, it may 
be denied that, whenever governmental interference has not produceil 

c\[)crts to improve methods for years this has been done by many large com¬ 
panies not in combinations. (6) 'I'rusts can insure their own plants Hut inde¬ 
pendent concerns may co-operate in eslahiislung factory insurance companies, 
and secure the lowest possible rates, as some of our textile trades have done. 

‘ These three advantages are- (1) combinations can S|>ecializc skill in manage¬ 
ment; (2) they can compare methods and costs of production in diflerent plants 
(3) fi.xed charges decrease as the size of the enterjirise increases. 
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to the criticisms which such views evoke from writers who deny the 
existence of such a tendency. In favor of this proposition three 
general lines of argument may be distinguished; (a) the contention 
that a consolidated enterprise possesses advantages over independent 
companies in producing and marketing its goods; (b) the claim that 
mere mass of capital confers powers of destructive warfare so great 
as to deter possible competitors from entering tlie field; (c) the belief 
that modern competition between large rival establishments, repre¬ 
senting heavy investments of fixed cajrital, is injurious to the public, 
ruinous to the producers, and in its final outcome self-destructive. 

First in this list is the contention that a consolidated concern 
is a more efficient agent of production and exchange. It is claimed 
that a combination can effect a saving in no less tlian twenty different 
directions; and the economy arising from such sources is declared to 
be great enough to give the trust a control over the market based 
solely upon superior elficiency, and to make competition “hopeless.” 
We can discuss only some of the more important savings that trusts 
are believed to realize. Of the twenty specific economies that ha\’c 
been enumerated, we shall take no notice of five which may be con¬ 
sidered either doubtful or of minor importance.' Six others will be 
relegated to a footnote, since it may be denied emphatically that they 
represent any substantial advantages which large independent com¬ 
panies cannot secure.’ Three more may be set aside for incidental 
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changing from one kind of work to another. But large indt-pendent concerns 
have often done the same thing. (2) Combintitions can push trade in foreign 
markets. But large independent companies have been equally successful, or 
almost so. This claim provokes a smile from a Minneapolis miller. Such con¬ 
cerns as the Baldwin Locomotive Company deny that combination is necessary 
for this purpose. Rivals of the Standard Oil Company are now following the 
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competitive rate. It is said that a large combination can lower prices 
below the cost of production in any locality whore a small rival con¬ 
cern is established, thus driving it out of tlie field. If on the other 
hand a large rival company attempts to compote in all markets, this 
will mean an investment of aipilal in e.xcess of the needs of trade, 
with a consequent depression of business and loss to all concerned. 
Without doubt the destructive com])etition waged by combinations 
is an important consideration, and it may well enough reinforce 
monopoly where otlier attendant circumstances favor con.soliilation. 
But a monopoly based solely upon this power would be, confessedly, 
a temporary affair; for jtrobably no one would claim that all cipi- 
talibts would be intimidateil permanently by such cncumstances. 
This argument therefore may be used jiroperly enough to stiengthen 
the conclusions drawn from the alleged economies in production; but 
it docs not of itself establish the e.xistence of a penn.ineiit tendency 
to monopoly. 

It should not be forgotten, furthermore, that this argument 
depends upon the fact that combinations at present are allowed to 
em]iloy the weapons of disciiminatmg prices and other tactics, which 
violate everyone’s sense of fair play although they may be dillicult 
to supirress. 

The final reason for the belief that combinations must ultimately 
prevail is found in the character of modem competition in those 
industries which reciuire heavy investments of fixed capil.il. Under 
such conditions the difliculty of withdrawing speii.ili/,cd iiivcslmenls 
and the losses tliat are enUiiled liy a siis|)ension of proihielioii make 
competition so intense that prices may be forced far lielow a jirofit- 
able level without decreasing the ontinit, and industn.il (K|)ression 
inevitably follows. For such constant lluctuations in prices, combi¬ 
nation is considered tlic ii.itiir.il and inevitable remedy. Some 
writers allege, furthermore, that it “is not [lossible to have competi¬ 
tion witliout competitors, and, if there be compelitors, one must 
prevail,” so that monopoly “is the ineritable fruit of comiietition ” 

Competition cannot be proved a failure until it is given a trial. 
The evils from which many economists would seek rifuge in industiial 
combinations are greatly increased by unwise laws which have now 
outlived any usefulness that originally they may have possessed. 
If unliealthful conditions produced by our own iiilerfereiue with the 
course of business are ever removed, competition will probably develop 
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no evils which could not be borne, as vastly preferable to monopoly, 
public or private. Indeed, even as things are, the shortcomings 
of the competitive system are exaggerated; and attempted monopoly 
is more likely in the end to increase, rather than mitigate, those 
periodic fluctuations from which industry suffers. 


See also 279. Some Advantages of Concentration. 

C. The Modern Industrial and Commercial City 
259. THE FACTS CONCERNING THE GROWTH OF CITIES 
A' 

The United States has seen a constantly increasing proportion of 
urban as compared with rural po])ulation. This is due partly to 
the fact that even with the same rate of growth in urban and rural 
communities, there would be an increasing proportion of urban 
population. Were there no movement from country to city, no 
disturbing effect from international migration, and no difference 
between urban and rural communities with respect to the natural 
increase from excess of births over deaths, there would still be, in a 
grow'ing ])opulation, a constant passage of certain communities from 
the rural to the urban class. The smaller towns, niainttiining a 
rate of growth uniform with that of the country as a whole, would 
one by one jxiss the limit of 2,500 inhabitants fixed for the urban 
population, and thus the projiortion of urban population would 
increase gradually from census to census. As a matter of fact, how¬ 
ever, in the United .Slates the urlxin communities have a much higher 
rate of giowth than the rural communities, and the rapid increase in 
the proportion of urban population is due largely to the difference 
in the rate of growth. 

The various censuses since 1790 have not been taken on a unifornr 
basis with respect to the [rroportion between urban aird rural popula¬ 
tion, but the following tables furnish clear evidence of tire more rapid 
growth of urban population. 

B' 

It is a familiar fact that, in some cases, the municipal boundaries 
give only an inadequate idea of tlie population grouped about one 

* Adapted frura Tliirlccnth Census of the United States, 1910, 1 , 53-54 

■Adapted from Thirteenth Census of the United States, 1910, I, 73-75. 
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urban center, and as regards the large cities in very few cases do these 
l)Oundarics exactly define the urban area. In the rase of many cities 
there are suburban districts with .1 dense poiiul.ition outside tlic city 
limits, which, from many standpoints, are as truly a part of the city 
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as the districts which arc under the municipal government. These 
suburbs arc bound to the cities by a network of transportation lines. 
Many of the residents in the suburbs have their business or employ¬ 
ment in the city, and, to a certain extent, persons who reside in the 
city are employed in the suburbs. 
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no evils which could not be borne, as vastly preferable to monopoly, 
public or private. Indeed, even as things are, the shortcomings 
of the competitive system are exaggerated; and attempted monopoly 
is more likely in the end to increase, rather than mitigate, those 
periodic fluctuations from which industry suffers. 


See also 279. Some Advantages of Concentration. 

C. The Modern Industrial and Commercial City 
259. THE FACTS CONCERNING THE GROWTH OF CITIES 
A' 

The United States has seen a constantly increasing proportion of 
urban as compared with rural po])ulation. This is due partly to 
the fact that even with the same rate of growth in urban and rural 
communities, there would be an increasing proportion of urban 
population. Were there no movement from country to city, no 
disturbing effect from international migration, and no difference 
between urban and rural communities with respect to the natural 
increase from excess of births over deaths, there would still be, in a 
grow'ing ])opulation, a constant passage of certain communities from 
the rural to the urban class. The smaller towns, niainttiining a 
rate of growth uniform with that of the country as a whole, would 
one by one jxiss the limit of 2,500 inhabitants fixed for the urban 
population, and thus the projiortion of urban population would 
increase gradually from census to census. As a matter of fact, how¬ 
ever, in the United .Slates the urlxin communities have a much higher 
rate of giowth than the rural communities, and the rapid increase in 
the proportion of urban population is due largely to the difference 
in the rate of growth. 

The various censuses since 1790 have not been taken on a unifornr 
basis with respect to the [rroportion between urban aird rural popula¬ 
tion, but the following tables furnish clear evidence of tire more rapid 
growth of urban population. 

B' 

It is a familiar fact that, in some cases, the municipal boundaries 
give only an inadequate idea of tlie population grouped about one 

* Adapted frura Tliirlccnth Census of the United States, 1910, 1 , 53-54 

■Adapted from Thirteenth Census of the United States, 1910, I, 73-75. 
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The census of iqio made a computation concerning so-called 
metropolitan districts in the I’liited Slates. These di.stricls were 
twenty-five in number, made uj) of New York, Chica.go, Thiladelphia, 
Boston, Pittsburgh, St Louis, San f ranciseo-Oakland, Baltimore, 
Xcw Orleans, Kansas Citv (Missouii and Kans,is), Louisville, 
Rochester, Seattle, Indianapolis, Deiuer, Poitlaiid (Oregon), tileie- 
land, Cincinnati, iMinneapolis-St. Paul, Detroit, BulTalo, Los An.geles, 
Milwaukee, Providence, and Washington A melropolilaii district 
was for this computation made up of cities liaxing uitliin their own 
boundaries 200,000 inhabilaiils or more, plus those sections and 
adjacent territory within ten miles of the city boundarv which might 
properly be considered as urban in character th.it is to sav, which 
luiil a density of po])ulation of not less th.ui 150 per sc|u.iie mile 

The following table .show.s the estcmt to which our popul.ition in 
icjoo and iqio was chisteiecl m these mctiopohlan districts and it 
also shows that the r.ite of increase in ])opulation in these districts 
was greater outside the central cities than it w.is in the cities them¬ 
selves. 
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It will be noted that two cities of more than 200,000 inhahitaiils, 
Newark and Jersey City, did not appear in the list of metropolit.in 
districts. They are included within the metropolitan district of 
New York. 

C 

One of the conclusions derived from the statistics of urban growth 
is that the process of concentration of population is ccntrali/dng in 
its tendencies; that is, the large cities arc growing more rapidly than 
the small cities and absorbing the great bulk of the urban increase. 

The ancient world wtis acquainted with great cities whose mag- 
niticence and wickedness do not yield to modern capitals. There arc 
no accurate figures concerning the population of Thebes, Mempihis, 

* Ad.-rpted by permission from A. F. Weber, "The Growth of Cilies," Columbia 
Untveniiy Studies in History, Economics, and Public Law, XI (1800). trb-.Sr. 
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Babylon, Nineveh, Susa, and Egbatana; but the fact that the Greeks 
spoke of them with wonder argues their magnitude. For the Greeks 
themselves had several cities exceeding 100,000 in population. In 
the fifth century, both Athens and Syracuse ccrUiinly surjiassed this 
figure, and Syracuse had not then touched the zenith of her power. 
Carthage probably reached the figure of 700,000. At the beginning 
of the Christian era, Ale.xandria contained 500,000, possibly 700,000, 
inhabitants, and a considerable number of Roman cities reached the 
100,000 class; but all of them, with the exception of Rome herself, 
were outside of Italy. Rome’s population was 600,000 800,000, 
certainly not over 1,000,000; and during the first three centuries 
of the present era it lluctuated about the number 500,000. After 
Rome’s decay, Constantinople was the only European city whose 
population exceeded 100,000; but Constantinople in the early Middle 
Ages was overshadowed by Bagdad and rivaled by Damascus and 
Cairo. The modern period was well begun (i6oo) before Paris 
wrested the first place from Constantinople, only to be overtaken 
and passed by London before the end of the seventeenth century. 

At the beginning of the sixteenth century Europe had six or seven 
cities of the 100,000+ class; at its end some This century 

was the period of commercial expansion and New' World conquests. 

The seventeenth century was the period of the civil and religious 
wars. The great cities did not increase in number, Vienna and Madrid 
merely taking the place of Antwerp and Messina, which dropped out 
of the class. But their population increased about 40 per cent during 
the century while Europe’s population was nearly stationary. 

During the eighteenth century the population both of Europe and 
of the great cities increased about 50 per cent, and the number of 
great cities rose to 22. Their aggregate ])0]Hilation in 1800 consti¬ 
tuted about 3 per cent of Eurojic’s population (say 4,000,000 in 
120,000,000). 

During the nineteenth century the number of great cities has 
increased tremendously. In Europe alone the increase is calculated 
by Meuriot as follows: 
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It is estimated that today more than 10 per cent of Europearus 
tlwell in great cities. In individual countries the projxvrtion is much 
larger. Ihus in England one-third of the entite population are 
inhabitants of great cities, while in the .Viwtrali.in colonies of New 
South Wales and Victoria 40 per cent of the people are resident in 
ruch cities (suburbs included). 

260. 'J'HE ECONOMIC C.MISES Ol- THE MODERN CI'l'Y' 

WTiilc it is generally true tliat the imiirecedentcd increase of popu¬ 
lation during tire present century has been a condition of the rapid 
growth of cities, it has not necessarily been a positive cause of tlieir 
relatively rapid growth as comirared with the remainder of the popu¬ 
lation—a cause, that is, of the phenomenon of concentration. 

It is now clear that the gnrwth of cities must be studied as a part 
of tire question of distribution of |)opulation, which is always depencl- 
ent upon tire economic organization of society—upon the constant 
striving to maintain as many people as [rossible upon a given area 
1 he ever-present problem is so to distribute and organi/.e lire masses 
of men that they can render such services as favor the maintenance 
of the nation and thereby accomplish their own preservation. When 
the industrial organization demaiids the irresence of l.iborers in par¬ 
ticular localities in order to increase its efliciency, laborers will be 
found there; tire means of attraction will have been “better living'’ - 
in other words, an ap])eal to the motive of self-interest Eronomic 
forces arc therefore the principal cause of conceiitralion of population 
in cities; but there are other motives exhibited in the “Drift to the 
Eities,’’ and these will also I'cceive consideration. 

The industries of the human irice may be conveniently grouped 
thus: (i) e.xtractive, including agriculture, mining; (2) rlistribiitive, 
including commerce, wholesale and retail trade, transportation, com¬ 
munication, and all the media of e.xchange; (3) manufacturing; 
(4) services and free incomes, including domestic servants, govern¬ 
ment officials, professional men and women, students, etc. 

The extractive industries generally rerpiire the disireision of the 
persons engaged therein. In particular, agriculture, the principal 
extractive industry, cannot be prosecuted by persons residing in 
groups. It is conceivable that transportation methods might 
be so perfected as to permit the cultivator of the soil to reside in a 
city, but it is very unlikely. 

' Adapted by permission from A. F. Weber, “The Growth of Cities,” Colum- 
h’o University itudiis in History, Economics, and Public Law, Xt (iiivg), 157-224. 
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Agriculture, the iiirlustry that disperses men, has ever narrowed 
its scope. Formerly, when men’s wants were few and simple, agricul¬ 
ture was tlic all-embracing occupation. The agriculturist produced 
the necessary sustenance, and in his idle moments made whatever 
else he needed. But human wants have greatly multiplied and can 
no longer be satiated with food products alone. Moreover, the busi¬ 
ness of providing for the new wants has been separated from agri¬ 
culture. The total result is that the proportion of people who must 
devote tliemselves to the satisfaction of the elementary wants of 
society has vastly diminished and is still diminishing. 

And this result is attained, not only by the diminishing importanc<’ 
of bread and butter in the realm of human wants, but also by the 
increased per capita product which a specialized body of worker- 
can win from the soil. By the use of fertilizers, by highly scientific 
methods of cultivation, by labor-saving machinery, and by the con¬ 
struction of transportation sy-teins to ojien up distant and virgin 
fields the present century has immensely reduced the relative number 
of workers who must remain attached to the soil to provide society's 
food suiiply. 

The distributive industries, on the other hand, are distinctly 
centralizing in their effects upon the distiibution of the population 
engaged in them. As methods of distiibution have been improved 
and the distributive area enlaiged, the tendency toward concentra¬ 
tion has increased. The consolidation of tao railway lines transfeii 
employees from the junction to the terminal city. Iss'cry improve¬ 
ment in the mechanism of e.xchange favors the commercial center. 
Of even greater importance is the fact that the production of wealth 
is increasing by leaps and bounds, every year there is v.istly greater 
wealtli to distribute, and the process of distribution will require a 
growing iiercentage of all the workers for its elTicient action. Hence 
the more the soclil organism grows, and the higher its evolution, so 
much greater wall the commercial centers become. 

VVe are not c.specially concerned with the principles of city- 
location, and it will sunice merely to indicate the fundamental theory. 
It may, then, be stated witli some confidence that while certain cities 
derived their location in former ages from pro.ximity to a fort or a 
religious establishment; while many modern cities have had their 
location determined by political reasons (e.g., Washington and many 
of our state capitals), while numerdus cities in all periods have arisen 
in the vicinity of mines or other riches of the earth which furnished 
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natural advantages for production—yet, ncvcrtlulcss, the prevailing 
influences in determining the location of cities are facilities for trans¬ 
portation. The factor of chief importance in the localion of cities 
IS a break in transportation. A mere tiansfer of goods will re'|uire 
considerable machinery; and so \vc lind commeicial centers at the 
confluence of rivers, heads of navigation, fords, meeting points of hill 
and plain, and other places where the physical comiguriiion laspiires 
a change of vehicle. But the greatest centers will be tho^e where the 
physical transfer of goods is accompanied with a change of ownership, 
there is then added to the mcch.inic.il app.ii.ilus of tem]H)rary storage 
and transfer the comple.x mechanism of commeii i.il exih.inge. Impor¬ 
ters and exporters, merchants anil money changers, .iccumulate vast 
wcaltliand require the presence of other classes to satisfy their wants, 
and population will grow ra|)idly It is therefore e.isy to imdeistand 
why so many of the large cities of the woild are commeicial centers, 
if not actual seaiiorls. Every grcid city owes its eminenie to com¬ 
merce, and even in the United St.ites, wheie the r.iilw.iys ,ue iinpiiUi ly 
supposed to be the real city-m.ikers, .ill but two of the cities of loo.ooo 
or more inhabitants are situated upon navigable waiters; the most 
r.ipidly growing cities of their cl.iss m the country are the lake ports: 
Uhicago, Buffalo, Cleveland, Detroit, .Milwaukee, etc 

Manufacturing industries also tend tow.iid the concentration 
of population, and up to recent years m.imilacturiiig centers weie 
coincident with the commercial centers, i.e., the great cities. Re¬ 
cently the criualizatioii of transportation f.icilities and the excessi, e 
rents of great cities have caused the managers of a giKid many indii- 
tries to abandon them as sites in favor of the suburb or sm.all town 
The reason that this movement does not make for complete decen¬ 
tralization is tliat production on a large sade is the goal toward 
which all industries are tending with enlarging and more regular 
markets and more convenient means of communiaition; and pro¬ 
duction on a large saile requires, as a rule, the large factory and 
the groujiing of allied trades. Other obstacles to decentralization 
arc the presence in the large city of a supply of cheap, unskilled 
iabor; of the best knowledge of art and technique; and espe¬ 
cially of numerous industries whose products are intended for local 
consumption. 

The statistics of manufactures furnished by the United States 
goveriuncnt are not altogether Uustworthy, but they at least show 
that in the period 1860-90 the movement was a centralizing one. 
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of them will be found to be embraced in the follo\ving classification: 
(i) Educational. The city alone must be tlie residence of tliose who 
study art, medicine, music, etc. Even in tlio matter of primary 
education, city advantages are superior to those of tlic rural districts, 
though not to Uiose of tlie village.s. (2) .-Vmuseinents. The opera, 
pliilharmonic concerts, art e.xhihits, etc., may be chissed as eduai- 
tional advantages or mere amusements, but tliere are many oilier 
fornjs of recreation afforded by the city and not by the country, whicli 
come under the head of amusements alone. (3) Tiic sLindard of 
living. The desire for a higher standard of life, for purely material 
comforts and luxuries, brings m;iny people to the city. Food is 
to be procured at prices almost as low as in the country, and in vastly 
greater variety; while everything else is clusiper. Then there are 
conveniences to be had in tlie city which in many cases could not be 
obtained in the country, on account of the simdl numbers to bear the 
heavy expenses. Such for example arc establishments that bring 
light and fuel to one’s door, furnish ])ioleclion ag.iinst fire (water¬ 
works and fire de)iartmcnls), sewerage, rapid tr.insit, etc. The liehl 
of municipal activity has been coiist.intly wideniitg, until now the 
city furnishes its residents not only ji.irks and irlaygronnds but 
museums, libraries, and art galleries, not orrly hospitals but baths 
and wash-houses, municipal lodging houses, and model tenements. 
In order to guarantee the purity of hxid srtpplies the city has its 
abattoirs and market stalls, its public analysts and milk ins])ectors 
(4) Intellectual associations The village is dull, not only to the niarr 
[rursuing light amusements but to him who seeks cultivated asso¬ 
ciations, for in these days the cities are the centers of intellect as of 
wealth. (5) Not the least imixrrtant factor in city growth is gregari¬ 
ousness or the social instinct itself, which ajiircars to be stronger than 
ever before in these days of restlessness. ‘‘The isolation of the farm 
home; no provision for satisfying the cravings of the young people 
for having good social times” are reasons given for discontent with 
rural life by farmers of New York to a committee of the New York 
Association for Improving tlie Condition of tlie Poor. Another thing 
to be reckoned witli is the passion for “ the crowd, the hum, the shock 
of men,” among those who have once Uved in the city. 


See also 26. Rise of Towns. 

146. Geographical Specialization. 
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261. SATELLITE CITIES* 

Towns made to order entirely, or with some little village as a core, 
snatch bundles of papers from the morning trains, smudge new post¬ 
marks over sheet after sheet of red [lostage stamps, edge their way 
into the telephone toll books and the freight tariffs, scrawl their 
names on the tags of new-coming immigrants at Ellis Island and 
become ])art and parcel of up-and-doing municipal America before 
most of their slower going sister cities have even heard of their exist¬ 
ence. 

From the middle of Philadelphia, several de|)artments of the 
Baldwin Locomotive Works have been shunted out into a small 
suburb. Flint, Midiigan, two hours from Detroit, has been seized 
as the place for huge automobile factories. While the population was 
trebling in the lirst three years, several hundred ooeratives had to be 
housed in tents throughout one summer. A big corn-products plant 
moved from the middle of Chicago to the near-by prairies and a 
“glucose city,” Argo, started uji. It occupies part of a tract of ten 
square miles, which one promoting company is developing as an 
“industrial district” and into which Chicago has already emptied 
more than two dozen establishments. Just outside Cincinnati a 
residential suburb, Norwood, is now the home of a score of manu¬ 
facturing concerns. Impelled partly by the arbitrary tolls charged 
on coal catried across the iMississip|)i Ri\er, industrial plants have 
moved over the bridges from St Louis and founded a group of new 
towns in Illinois. The Standard Oil Company, a few years ago, 
poured out $3,500,000 on the bank of the Missouri a few miles from 
Kansas City, and the town of Sugar Creek sprang up. Yonkers long 
since lost its staid old character in a smother of hat and carpet fac¬ 
tories. The metropolitan manufacturing district stretches out in 
belts and flanges from New York into Long Island, Staten Island, 
and New Jersey, while eastern Massachusetts is a mo.saic of mill 
towns. In some sections of the South scarcely a city of any size 
lacks one or more satellites thrumming with spindle and shuttle. 

Gary, with its population nearing 50,000, where in 1906 there 
were only rolling sand dunes covered with scrub oak, is thus seen to be 
but the largest and most spectacular example of the far-reaching 
industrial exodus. Far-reaching and fast-moving, for Gary had 
scarcely attained four-year-old dignity when work started on a still 

'Adapted by permission from G. R. Taylor, Satellite Cities, pp. 1-14. 
(D. Appleton & Co., 1915.) 
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inwcr member of the United States Steel Corporation's brood of 
-ti.el to\Mis—Fairlield, lirst knonn as Corey, on the edj^e of Hiunin);- 
ii, un, Alabama. On the heels of raiilield lame the news that more 
iiiillions and another plant would found another steel town near 
Ituluth 

This imlustrial e.\odus from city ienter to suburb was lirst seen 
, i.iispiruoiisly in the establishment of Pullman and Homestead m the 
c.iiK eighties. These two ])laces were bv no means the only lore 



tinners. South Ornalia, for example, m iS8p spram; up arouml the 
■lockyarilsat a railway juiietion so rapidly as to win the name “ .\lanie 
> ity.” These e.xceptional towns, suddenly erealed at the dirlale of 
lionccr master minds of the new industrialism, thrilled the po|iular 
niaeination. 

but they were freshets wheie the present movement has taken on 
he proportions of a big sweeping current. It is sjireading through 
■uburban areas as well as creating made-to-order towns. 

•Many reasons arc readily appaj-ent for the location of these new 
ndustrial communities. The impulse toward cheap land, low Uxes, 
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'Adapted by permission from G. R. Taylor, Satellite Cities, pp. 1-14. 
(D. Appleton & Co., 1915.) 
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Hhdlo^alo scale, -vithout the liaiidii,i|is aiul U'liiitions wliidi liieh 
land \'a I lies anil Jirior iinproc enu iiN ini| m^e on e\ ei elTort to recoto 
'-niKt the conitested center^. Aie we liiiniiiij thi-e aiUantaec'' to 
.hiount? In our general niunn ipal d> \i lo|)iii, nl we ]>,iv mote 
.iiiil more heed to the couii-.el of utv |il,uiiui, hiMi^in.; exiieil, and 
sanitarian We struggle to ie'.lia|ie our iigid, oM t ~ialih'hrd lon- 



ditions to fit newer and iiioie woikahle niolih. jii-d as the manu- 
lacturer has to tear out, reliiiild, and huild higher if he slav^ in the 
midst of rongestion while his husiness e\|);inds. 

Hut haee we set ourseKis to ini|uire whetlur iIk-c made-to- 
order industrial cities, inioliing lining conditions for thou-ands of 
people, arc so shaped at the outset? In the plannii'g of the great 
suhurhan industrial ]dant, man < Ions skill and foresight are shown in 
adapting buildings and niarhiinrp to the ]iroce"rs ihioiigh which 
stulT kifcoines finished product Aie similar skill and foresight 
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applied to the development of the things through which houses may 
become homes, a construction camp a community, and livelihoo.l 
life? Ai)|iarently the answer is often in the negative. 

II. CONCENTRATION OF WEALTH AND INCOME 
A. Problems at Issue 

The preceding section dealt with concentration of production 
Such concentration has occurred—but this is clearly not saying that 
small-scale industry is doomed. It is not even saying that an incre.i- 
ing proportion of industry is being conducted on the large-scale base 
although this is probably occurring. 

Concentration of production m.ay or may not be attended bv ,i 
concentiation of the ownership of wealth and income A hug' 
corporation operating a large-.scale plant may have its sh.ires owneil 
in small blocks by a great number of people Here is concentration 
of produetion, but so far as this one corporation is concerned then 
is diflusion of ownership. Again, a single individual owns outright 
sevcial small-sctde plants engaged in sufliciently diverse tasks to 
justify our s.aying that it is not a case of integnition of industry and 
it is not unil'ied control of irlants of the same kinds Here we haw 
.small-scale production and concentiation of the ownership of weidth 
These illustr.itions, aibitrary as they are, show that the concenti.i 
tion of ])roduclion and the concentration of ownership are not insep.i 
rably connected, and this fact has consideral.le bearing on matters ol 
social policy. 

While the two are not inseparably connected, there are neverthr 
less strands of connection, and the general social and industrial 
environment has been such that a very considerable concentration 
of owiiersliii) has synchronized wdth the concentration of production 

What arc the foices making for and against concentration of 
ownership? What is the resultant factual situation flowing from 
the operation of these forces ? What difference does it make whether 
ownership is concentrated or diflused ? If it does make any ditlerence, 
what courses of action arc open to us? What is the bearing of the 
concentration of ownership upon economic dependence and economic 
insufficiency ? Wliat structures are emerging in our industrial society 
as a consequence of the concentiation of ownership or as a consequence 
of our attempts to secure diflusion ? These are some of the problem ■ 
at issue in this section. 



CONCENTRATION 


683 


QUESTIONS 

1. Tabulate the forces making for equality and for inequality with respect 
to the ownership of wealth; uiih respect to the ownership of income. 

2. “The unearned intrcmcnl of land makes in the direition of the con¬ 
centration of wealth; so also dors the trust movement, war, and primo¬ 
geniture.’* Explain why in ea( h c.ise. 

3. Why is a distinction nia<le between the distribution of wealth and the 
distribution of income? In geneial lorms. what are the [H)s^^ble sources 
of income ? 

4 \\ hen we speak of economic inequalities today, do we mean inequalities 
of wealth or of income? 

5. Is the control of wealth eve r confused with the ownership of wealth in 
discussing (he great fortunes of today? 

6 lias there been a (on^ider.ible iiurease in the total wealth av,iil.il)l(' 
for (lislribulion ? Has it been a per (.ipita im n ase ? What <litTeu in r 
docs it make whether ilje iiurease has luen per tapita? 

7 “Widely distributed owncr-'ini) of wealth m.ikes for sou.d si.ibihty “ 
Why or why not ? 

8 “Accumulated wealth furni'ln > the self rcsjus ting dii/cn the best 
form of piotection against dl'a^Ier ’’ What prn|)()riion of our citizens 
arc thus {)iotecte<l? (‘an you (it(‘ any sliiu Lures emerging to pioted 
ag.iin.st disaster the induidual who has not aecutniikitod wealth? 

o “ rhe fact that most of the we.dlh is in possession of one fifth of the 
inhabitants docs not mean that the benefits of j)roperty arc circum¬ 
scribed to the same extent ’’ Why not ? Is this statement a suflicient 
justification of unequal disl nbul ion ? 

10 “Most of the advantages <>f private property from tin- sot ial standpoint 
apply to the well-to-do and wealthy classes” Is this true? WMial 
can be done about the pooler«lasses? 

ri. “'I'hc comenlration of wealth lends to great poluii.il e\ils ” Why 01 
why not^ 

12 Docs it really make any diffenaicc if w'ealth is unequally distributed^ 
Can the multimillionaire gratifx his wants (lypii.illy) exiept by doing 
things which give cm[>loyiuenl to l.ibor ? If ihC i-. true, will it not ( ausc 
higher wages and thus aulom.ili< ally correit the evils of inequality / 

13 Docs anyone today advocate equality of possessions or of income 
What is the position of the socialist? What is the position of the 
communist ? 

14. “After all. what is really desired today is not equality of possessions, 
but equality of opportunity.” Is this true? What are some of the 
conditions prerequisite to equality of opportunity .•* 

15 Suppose that we could today have an equal division of present wealth. 
Would inequality again asscit Itself ? If so, wouhl this be purely an 
indivk^ual matter or wouM social institutions have an elTect ? 
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applied to the development of the things through which houses may 
become homes, a construction camp a community, and livelihoo.l 
life? Ai)|iarently the answer is often in the negative. 

II. CONCENTRATION OF WEALTH AND INCOME 
A. Problems at Issue 

The preceding section dealt with concentration of production 
Such concentration has occurred—but this is clearly not saying that 
small-scale industry is doomed. It is not even saying that an incre.i- 
ing proportion of industry is being conducted on the large-scale base 
although this is probably occurring. 

Concentration of production m.ay or may not be attended bv ,i 
concentiation of the ownership of wealth and income A hug' 
corporation operating a large-.scale plant may have its sh.ires owneil 
in small blocks by a great number of people Here is concentration 
of produetion, but so far as this one corporation is concerned then 
is diflusion of ownership. Again, a single individual owns outright 
sevcial small-sctde plants engaged in sufliciently diverse tasks to 
justify our s.aying that it is not a case of integnition of industry and 
it is not unil'ied control of irlants of the same kinds Here we haw 
.small-scale production and concentiation of the ownership of weidth 
These illustr.itions, aibitrary as they are, show that the concenti.i 
tion of ])roduclion and the concentration of ownership are not insep.i 
rably connected, and this fact has consideral.le bearing on matters ol 
social policy. 

While the two are not inseparably connected, there are neverthr 
less strands of connection, and the general social and industrial 
environment has been such that a very considerable concentration 
of owiiersliii) has synchronized wdth the concentration of production 

What arc the foices making for and against concentration of 
ownership? What is the resultant factual situation flowing from 
the operation of these forces ? What difference does it make whether 
ownership is concentrated or diflused ? If it does make any ditlerence, 
what courses of action arc open to us? What is the bearing of the 
concentration of ownership upon economic dependence and economic 
insufficiency ? Wliat structures are emerging in our industrial society 
as a consequence of the concentiation of ownership or as a consequence 
of our attempts to secure diflusion ? These are some of the problem ■ 
at issue in this section. 
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32. What relation has inadiinc lndu.str>' to poverty? 

33. Is poverty the result of our compclili\e sssicin of iiulii^lry? WouKl 
there, in your opinion, be le^s powity in a MH'ialisiio stale? H you 
answer in the allirmalive, doo^ the answer eominit >ou to a belief in 
socialism ? 

34. What relation, if any. <loc^ iinndgralion boar to poverty? 

^5. “If the unemployment problem weie soKed, poveilv would have been 
eliminated." Do you bclie\e ibis stateimMit ? 

36 “If the labor market were only oi^^ini/eil elleaivelv, [)ovorty would 
disappear." What does this mean Is it true? 

What is the relation of ihiifl to tla* ibolnioii of j-ioverty ? What is (he 
relation of contiol of p«)pulalion to po\eily? 

3S “It is easy to talk of the st.ibili/.alion of indm-tiy, but indu''lty is aflei 
all relatively little under human (orilrol ^’ou nuLtht a^ well piomi''( 
to smooth out the .\tlantic On an as to [>romiM‘ to e-lablisli a system 
whi( h will secure absolute (N[mli!niuin in (he tnub' ,11 e! i om ei ns of the 
country." Is ihete re:isoual)le grouinl for hope of imjn'ovemeni of 
conditions of [>overly (iirough stabdiMtion of industry? 

3n “National insuimiuc against death, snkness, and unemployment aie 
essential jKUts of any jni>^ram to jae\enl poverty " Do you ayoss- ' 

to “Old age j>ensions, lal)t)r e\( liamge'-. stjio assisiaine for tin' si, k uid 
the uncmpl())'ed, housing s, hemes, sdmol feeding, and other foiiiis 
of provision for special sc. t ions of I he wage earning i lass are desimble 
even impel.itive, but the mot f.nior in de-stilution is the factor of low 
wages, and until that is de.ill with no subsianti.d niiiirovement in sot iai 
conditions can be expct te<] " Do \ou .igiee ? 

1 i “It is necessary’ in older to {)re\ent mjuiy to the t oinmunit\’ as a winde 
that there be maintained from one end of tlie tounliv to the otlier a 
definite standanl minimum of tin; conditions of (Kiii/etl lite, below 
whit h in the interests of the whole no indiv idii.il sh dl be pc 1 m it ted to 
fall." Docs lids tjuolalion me.ui that it is [)ossible to st cure a “nalional 
minimum" by legislation? 

4: “The one essential is to gix<r a given gi<jui) of people adcpiale tto 
iiomic resisting jiower" What does this mean? Mow may a gionj) 
secure this adctiu.ite re^isllng power? 

43 “Poverty can be j)revented if we will but * boose to take the means that 
a whole century of cxpcneiue and the teathing-. of economit. sdeinc 
show to be requisite and elYet tixe." W hat do you sui»ik>sc this means 
by way of a specific j>rogram ? 

44 Find out what proposal a single taxer would make for the aiioluion of 
poverty and on what grouml he would make this propos.d. 

45. Certain writers sjieak of (u) subjective cau-'cs and {h) objtctive causes 
of poverty. What is meant by each term? Adopting the (lassifica- 
tion. which type of causes seems to you to have the greater significance ? 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminating 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why ? 

B. Guiding Considerations 

262. WHY WEALTH SHOULD BE IN THE HANDS OF THE 
MANY- 

If we presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most familiar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many ratlier than of the few 
These may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to jirevent want 
and misery. It only steps in to prevent starvation or to relievo acute 
distress. Under all ordinary circumstances, the individual is expected 
to help himself, and recourse to tiie slate for aid generally means 
that the applicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen ])rovide for himself protection against 
disaster, and the best form of such ]>roteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouch.s;ifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful phase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order. He does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history 
docs not show that those nations have advanced most in which revolu¬ 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

' Adapted by permission from W. I. King, The Wealth and Income of the 
People of the United Stales, pp. 51-57. (The At.icmillan Co , 1915.) 
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upon the fact that many people now possess wealth, but also uiton the 
fact that they acquired this property by their own efforts. If many 
people were well to do, but if all had inheriti'd their wealth, the 
proi)ertyless young man would then feel it a |)erfectly futile task to 
.ittempt to acquire a competence. No one in the vicinity having 
succeeded in so doing, it would evidently be a waste of energy to try. 
Hut, on the other hand, if the older men of his actiuaintance have 
attained affluence through hard work or use of their native talents, the 
voting man feels that he can do likewise. Wealth means power and 
e.isc and luxury and (lis|ilay. These lure him on to strenuous en- 
ile.ivor and cause him to toil early and late in the ])ursuit of riches. 
\nd it is this strenuous endeavor of the millions th:it amasses the 
i.ipital, tliat searches out the new inventions and di.scoveries, that 
lines all tliose things which spell economic progress. 

263. EVILS OF THE COXCKNTR.A'IIO.N OF WE,\LTH' 

Four evils grow out of the coiuentration of that which is by 
nature common wealth in the hands of a comparatively few. 

h irst are the material c\ ils. W'hcre industry is fairly compen- 
s,iled, every man, by his industry, supports, not only himself, but his 
neighbor. Riding through any one of our commercial streets, we 
wonder who it is that buys all these goods in all these sho]is. The 
man in one shop buys from the other shops. Each man purchases 
01 his neighbor; they support one another. The children of the 
SI hoolmasier must be shod, they support a shoemaker. '1 he children 
of the shoemaker must have clothes; they support a tdlor. 'J'he 
tailor must have woolens; he supjiorts a factory. The factory hands 
must have their children taught, they in turn support the teacher. 
Every one of us is thus engaged in supporting someone else, and 
every one of us is in turn supported by someone else. We hear 
nnich glorilicalion of independence, but there is no such thing as 
mdeijendence. The more complicated society and the more advanced 
civilization, the less the indeiiendence. 

Let any one of these interdependent industries stop, and all are 
injured. If the factory stops, the children no longer go to school, the 
schoolmaster can no longer buy shoes, the shoemaker can no longer 
buy clothes, the tailor can no longer buy woolens. Whatever 

' .Adapted Iry permission from Lyman Abbott, the RighU of Man, pp. 121-28 
(Houghton Mifflin Co., 1902.) 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminating 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why ? 

B. Guiding Considerations 

262. WHY WEALTH SHOULD BE IN THE HANDS OF THE 
MANY- 

If we presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most familiar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many ratlier than of the few 
These may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to jirevent want 
and misery. It only steps in to prevent starvation or to relievo acute 
distress. Under all ordinary circumstances, the individual is expected 
to help himself, and recourse to tiie slate for aid generally means 
that the applicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen ])rovide for himself protection against 
disaster, and the best form of such ]>roteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouch.s;ifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful phase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order. He does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history 
docs not show that those nations have advanced most in which revolu¬ 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

' Adapted by permission from W. I. King, The Wealth and Income of the 
People of the United Stales, pp. 51-57. (The At.icmillan Co , 1915.) 



CONCENTRATION 


689 


recruited, and out of the poor the paupers, and out of the paupers the 
tramps, and out of the tiani])s the lliieves, and out of tlie thieves 
I he robbers. 

;04 rORCKS MAKING FOR l.orAI.lTV AND FOR INEQUALITY' 

Dr. Spahr describes tlie fon e^ w hit h, duriri”: the rOen of Geoieo III 
11760-iSao), operated to coot 111! r.ile the wealth of (iieal I!i it.uii. lie 
show s us th.tt sonusw hat sitiulai fou i s opei.ittsi in lliis count r\ duriiitt 
oui Civil Whir (iXnin tlie ilneition of ion< ■ nti.ition of 
we.dth. lie iiienl ions jiart u ul.ii l\ tlmeeieat i an-1 s w Iih h were the 
beoiimin!; of \ ast forluiu s and of the i oni enti.itton of a \ er\ ai)]>ie- 
i iable proportion of the wealth of the United St.ili s in a < on'ji.ir.itnelv 
few hands. The three forces whiOi he imniions aie, hist, nioiu-t.iu 
h edsl.ition; secondly, our methods of t.ie.ition .mil oiir tin.in. nil 
lenishil ion yeiier.illy; and, thirdl_\, t he met hods of i.iilwac const 11111 ion 
.Old railway linanneiing. 

Beyinniny our discussion at the point where Dr. Spahr leaves oil, 
five flirthei main 1 auscs of 10111 ent 1 ,il ion of we.illh may be inentiom d. 

1. The unetirned increment of l.ind, es|)eii,illy in cities. Dr. 
'pahr himself, however, h.as shown that it is easy to c\ayyerate the 
unearned increment of land. 

2. The trust movement isopeiatiny, in its eailier phases at le.'ol, 
m the direition of comentralion 'I'he processes whiili aciompany 
the formation of trusts have broiiyht vast wealth into a few hands, ;ind 
h.ive, in the inleiests of the comp.iiativciy few, morty.iycd futuie 
w e.ilth ]irodu( t ion. 

3. In flic third place, war, whenever it comes, carries with it forces 
which briny wealtli to the few rather than the many. A careful 
study of modern warfare will amply substantiate the ])osilion that 
war almost invariably, perhaics invaiiably, i nrii lies the few rather than 
the many. It create' a demand for cipital i.ither than for labor, and 
it introduces a speculative cKincnt into liusiness wliich is disastrous 
to the economically weak, and enihhes the economically strotij; 

4. Arrangements of one kiml and another may he mentioned tcy 
means of various trust devices to secure the ends of primogeniture and 
entail. Tliis applies especially to large wealth in gr.sit cities, where 
the number of so-called “trust estates” is very considerable. 

' Adapted by permission from R * T Eiy, Evolution of Industrial Sanely, 
PP 473-84. (The Macmillan Co , 1906 ) 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminating 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why ? 

B. Guiding Considerations 

262. WHY WEALTH SHOULD BE IN THE HANDS OF THE 
MANY- 

If we presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most familiar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many ratlier than of the few 
These may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to jirevent want 
and misery. It only steps in to prevent starvation or to relievo acute 
distress. Under all ordinary circumstances, the individual is expected 
to help himself, and recourse to tiie slate for aid generally means 
that the applicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen ])rovide for himself protection against 
disaster, and the best form of such ]>roteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouch.s;ifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful phase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order. He does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history 
docs not show that those nations have advanced most in which revolu¬ 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

' Adapted by permission from W. I. King, The Wealth and Income of the 
People of the United Stales, pp. 51-57. (The At.icmillan Co , 1915.) 
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been concentrated, so public ownership opeiates in favor of the dilTu- 
sion of wealth. 

8. Labor organizations. If the very able report of the Industrial 
Commission brings out any one thing t learly, it is that labor organiza¬ 
tions are a force making for diilusion of wealth. 

9. Institutions, especially in the interest of the wage-earning and 
economically weaker elements of the community. Labor bureaus 
may be mentioned, aLo free employment bureaus, also legal aid 
societies of one kind or another, which help the economically weaker 
elements in the community to secure their rights 

10. Saving institutions and insurance. Building societies may 
be mentioned. Insurance, so f.ir as it goes, heli)S remove the con¬ 
tingencies in life which are the great evil for tlie economically weak, 
and also for the upward-struggling masses. 

265. FOKt'KS GOVKK.MNC; 'IIIK DIMKIIIUTION OF 
BROIM K'I V 

VV'e have here simply to e\pl.ini .lud classify the causes whith 
govern the distribution of properly. Perhaps the simplest way of 
making a start will be to assume that we should e.viiect, in the al)s<-iue 
of reasons to the contrary, to Imd pi'operly equally ilistrihuled. Then 
we can make the intpiiry why, as a matter of fact, some indrvidu.ds 
have much, otliers little, and many scarcely any at all. 

The reason which seems to come lirst in logical order is that all 
people are not equally provident. As old-fashioned o[>|>onenls of 
equalitarian schemes used to say, if we all started with equal amounts, 
inequality would soon appiar, since some of us have more thrifty dis- 
[lositions, greater desire to provide for the future, than others. Some 
of us would consequently save considerable amounts from income, 
while others would s.ive little, and some nothing. Writers exist who 
speak as if there w'cre no other reason than this for the actual inequal¬ 
ity. Mr. Carnegie and the Duke of Westminster, they think, arc 
the thriftiest men alive. 

The second reason is that we are not all equally judii ious in the 
selection of investments. Lven if we all started on equal terms and 
saved the same amount, inequalities would soon rise, since the wise 
men would make better investments than the fools. Some people 
think these two reasons are sufficient to account for the existing 

■Taken by permission from Edwin Cann.in, “The Division of Income,” Quar- 
Urly Journal of Economics, XIX (190.1-^;), 360-62 
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inequality. Mr. Carnegie and the Duke of Westminster, they think, 
are not only very thrifty, but very wise. 

The third reason is that men of equal wisdom are not equally 
lucky in their choice of investments. Only fools invest in lottery 
tickets, but a few of them do make a thousand or more per cent, and 
win fortunes. Take a million men of equal wisdom, and you will 
find their investments better than those of another million men of 
slifflitly less wisdom. But that is only because among such large 
numbers the average luck will be equal. As between single indi¬ 
viduals, everyone knows that luck [days a great part. 

The fourth reason is Uiat earnings are unequal, and it is easier 
to save out of a large than out of a small income. If, of two men with 
c.sactly tlie same di.sposilion as regards thrift, the one has £5,000 a 
year, and the other ,€50, the first will save much more than the second, 
an(lconse(|ue]illy eventually become jjossessed of much more property. 

The fifth reason is that prisons receive different amounts of 
property by way of gift, bequest, and inheritance. It is curious to 
notice how often this reason is overlooked, in spite of its extremely 
obvious nature. Its effect is cumulative, tince when once a man has 
ac([uired large properly in tins way, it is easier for him to save ami 
aciiuire still more. 

On each of these reasons much might be written. For e.xam))le, 
on the last, a great investigation might take place into the ditlercnl 
effects of different laws as to inheritance and bequest, into the effect 
of the customs observed in regard to dowries, the effect of large and 
small families in ditlerent classes, and many other similar subjects 
which arc just as fitted for discussion in works on economic theory 
as the matters at ])resent usually discussed for e.xample, in relation 
to the causes of ditlereuccs of wages in dilTerent occupations. 

266. FORCES GOVERNING THE DIFFERENCES OF INCOMES 
FROM WORK' 

Difference in income received fiom work is not all a question of 
value, since the quantity of work done is a factor. The quantity 
varies from individual to individual with industry and ability. 

The income derived from diflerent occupations by persons of 
average industry and ability working at them depends on the value 
of the work done. Labour does not create value. We might expect 

‘ Taken by permission from Edwin Cahnan, Wealth, pp. xviii-xx. (P. S. King 
& Son, Ltd., 1914.) 
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competition to arrange the comparative number of persons in the 
various occupations so that the outputs rvould be of the precise value 
which would yield the same uimmeralion fur the axciage jKison in 
c\cry diflerent occupation. 

But we could see that— 

1. There would alwa\s be deviations from this level, some of 
which might be of long duration. 

2. Occupations olTering huge pii/.es to persons of exceptional suc¬ 
cess would yield less than the othets to the avii.ige iHr-on. 

3. Disagreeable occupations would be bettei p.iid th.in .igii'eable 
ones. 

4. Irregular emplox ments would be bette r ji.iid for the peiioils 
'luring which work is ai tually earned on, and .d'.o, if umeit.iinty ^^a^ 
a deterrent, on the whole. 

5. Occupations foi which expensive tr.uning or long pos||)onc nu nl 
of earnings is necessary would biing in higher iiKonies during woihing 
life. 

If tJiis were a true picture, we couhl say that not the (,11 nings hut 
the whole advantageousness of all occupations was cr|ual. But it is 
not a true picture, because even if piopcr sums for original cost of 
training, etc., are deducted from e,linings, a large balance of aclvan- 
lagousncss remains in favor of the liadcs which re(|uiie eexpensica- 
training and long postponement of earnings. This conus aboul 
Ix'cause the rearing of ehildrc n is not a matter of business, but is left 
to the family, cluirity, the t'luiic li, and the .Stale. 

Hence diflercnccs in earnings from labour are muc h more hugely 
hereditary than they would he it they clependecl only upon tlie inherit¬ 
ance of natural ciualities. 

There is consiclerable dillercnee in the rc imineiation of the two 
se.xcs owing to their having dilferc nt i|ua!il ies and the field for employ¬ 
ment of women being fur various reasons smaller than that for the 
employment of men. 

Heredity and sex are the two greatest causes of iiiccjuality of 


income. 
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C. The Distribution of Wealth and Income 

267. ■I'llE INCREASING TO'I AE AVAII.\BEE EOR 
DIS'i RIIiUTKtN' 
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268. THE DIS'l'RlIiU'nON OF WEALTH IN DIFEl'.KEN'r 
COUN'I'KIES' 

By tlie use of the curves devised for the puqiose by Dr. Alax 0 
Loren/, now statistician of the Interstate Commerce Commission, 
it is much e.asier to portray clearly in our minds the relative distribu- 

c Taken from United Sutes Bureau of the Census, Wt'altli, Debt and lu^a 
t!on, 1913, I, 21, 24-26. 

’Taken by permission from W. I. King, The Wealth and Income of the People 
of the United States, pp. 71-73, 93. (The Hacmillan Co , 1915 ) 
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lion of wciilth ill (liflcTcnl tinu's aiui If t'lUli family wore 

c(|vui!l\' wealthy , evidently oiie-feurth of the ]>opulation woiilil |)0'sese 
one-fourth of the wealtli, one-half of the poiuilalion one-half of the 
wealth, and so on, and the re.-iitltin^ Itraph would he a strtiittht hue at 
an anple of forty-five decrees, as shown in the illustration. 'I'he 
more th;it the curves tictually how a\ta\' from this line the more 
unequally is wealth distrilmted. 'J'he curves m f la. i are bent so 
very far away from this hue of ei|ual distiihutiou th.it thev induate 
an extremely une\'en ap|iorlionnunl ol "oods 

•“rc i “ I I-1-1-1-1-1-1-1 



ia>9<ieiiiooo!i0*)jou]i) o 

Porfpntjuje of P*mlll©«. 

Bogimtlo^ wilh Ihe Poorcfi 


Fig. I — A compari'ion by Lorcn<i Lur\c3 of life estimated distnhiitKin of 
vteallh in different countries 

26.). PROPERTY CtJNDI'nON.S OP 'I HE VARIOUS CLASSES 

A' 

An aecurale picture of the [troperty conditions of the carious 
classes is given in Fig. 11. 

In this illustration, the relatice wealth is re])rcsented hy 1 ubes 
whose volumes are, in eat h case, |)ro[)urtional to the money values of 

' Taken by permission from \V I King, The Wealth atid Income oj the People 
of the United States, pp. 98-102. (The Macmillan Co , igij J 
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the holdinf’s. In the United Kinj’ilom, the little cube represcntin" 
tile aveiiiKe wealth of almobl two-thirds of the [leojile (oiild be 
removed from the massive cube slanditi" for the average wealth of the 
rich without causine much mtcre than a nick in the (orner, and the 


r* e, 0 S) 




Wl*con"ln 

uoo g) 

fuDIK'lt LOW»r 

Mtd'llo 

PfttCl’ni ClnHS 




Tie. 11.—ReKitnc money value of llie proiierty held b\' the averajre family in 
each fr.iction of the population. 


same would hold true to a slightly less degree in each of the other 
countries. In the great civilized nations, then, most of the wealth 
is in possession of one-tifth of the inhabitants, but this does not mean 
that the benefits of property are circumscribed to the same c.xtent. 
Even the lower middle class enjoys to a considerable degree the first 
advantage of wealth ownership—viz., the power to provide against 
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emergency and disaster. The\- also receive, to a certain e.xtent, the 
-second advantage of private (iroperty freedom of movement Init 
this only accrues in full inea^me to the up])er middle ela-.^ The lower 
middle class hold to their limited iiosse'-sions with e\en greater 
tiiiaeity than do the rich to theiis, for, as a man glows poorer, the 
utility of a dollar increa^es in (ar greater ratio than the diminution of 
his wealth. .\s a result, even the ■-mall propertv iro'-^ev-e.l he the 
lower middle t lass tends to 1 under it ^ meniheis stalue and law-.ihiding 
and strongly o])poscd to all foimsof.inaiehy and \ loh in e Hem e, the 
llr't three advantages of private property from the sorial st.uidiioint 
.ip|)ly to most of the u]iixt tliird of the population. For the lowu 
two-thirds .all of these are alisent. Only the fourth ade.intage of 
private property -the stimulus to wealth a<ruimilation alteets the 
poorest two-thirds of the people 

'riirning to the priv.ite standpoint, we see that onlv a small 
minority - the uirper middle riass and the lii h ])ou'-ess enough jiroii- 
erty to deiive any considcralile ini ome tin lefiom to supplement the 
proceeds of their toil 

li' 

The ownership of wealth in the United States has become con¬ 
centrated to a degree which is dilVicult to gr,is|). The n eently pnb- 
lidied researches of a statistician of conservative views have shown 
that as nearly as can be estim.ited the distribution of wealth in the 
I iiited States is as follows: The "rich," 2 |)er cent of the peo|)le, 
own 60 per cent of the wealth The "middle class," 35 ]iei cent of 
the peo])le, own 35 per cent of the wealth. The " jMiir," to; per cent 
of the peojrlc, own 3 per cent of the we.ilth This means in In ief that 
a little less than two million ])eo])lc, who would make uj) a city smaller 
than Chic.ago, own 20 per cent more of the nation’s wealth th:in all 
the other ninety millions. 

The figures also show that with a reasonably equit.able division 
of wealth the entire population should occupy the position of comfort 
and security which we charai teii/.e as “middle class.” 

The actual concentration has, however, been carried very much 
further than these figures indiratc. The largest private fortune in 
the United States, estimated at one billion rlollars, is ef|uivalent to the 
aggregate wealth of 2,500,000 of those who are classed as “poor,” 

'Taken from the i'lmU R< port qJ Ihc (Somnusswn on Induslrcil RtloUons, 
PP- 33-31 (Government Printing Oliice, 1915 ) 
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who arc shown in the studies cited to own on the average about 
$400 each. 

270. Dl.STRIBUTtOX OF INCOMK' 

Jf llic esiiniates arc correct the curves illustrating the relative 
distributions of income in I’russia and the United Slates bear as close 
a resemblance to each other as did those for the same nations whicli 
j)orlniyc<l the distribution of wealth. This gives addiliontil evidence 



I'k, ’() - - \ \ uiat;!' ])t r t .ijiil.i iiionuy iikoiiuj ul c.icli iiadioii of lilt ixipulUion 
ill Pru^M.i an<l tlic L’iiitu<l 

ill ‘-uppoil of ihc that tlic relative dislribulion of wealth and 

income is dependent rather ni)on the laws governing industry than 
upoti the geography or natural resources of the country concerned. 
This is indicated by the fact that the relative distribution is very 
similar in Prussia to that in the United States while, at the same 
time, Prussia is, absolutely, cstremely ]X)or Ixith in wealth and incorA^ 
as compared to its American neighbors. 

’ 'I'.lken b_\' pernassion from \V t Kin^, Thi’ Wealth and Income of the Fiople 
of tin I'nttal Slatte, pp. -,^r-s7 (t'lic M.icmillan Co , 1015.) 
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The richest fifth of the families in each country claims about half 
il:e income—in Prussia the fraction behu; a tulle more, and in the 
I iitecl .Slates a trifle Ics'. 

So much for the siniilaiities. 1 lie dil'lereiues a|>[ie.ir when we 
compare the absolute amounts as is done in Pio. .u) (p 

This illustration shows us that e\erv fr.iction of the American 
people possesses double or nearly treble the income of the cone'.porid- 
ine (lasses in Prussia—and yet wo Ameriians compl.im greatly ol 
poeerty' 

The Pritish Board of IVade reports show that in the two countries 
the prices arc not matcri.dly diiTerent for most ai tides House rent 
.ind vegetables arc two items that aie (heaper in Prussia, and with 
potatoes to eat and a roof o\er its head, a family can li\e. \’et 
Prussia is not counted one of the poor nations of Purope. 

D. Poverty 

271. tth; standard of i.iving' 

“The amount of comforts or hivmies cusiomanlv enjoied bv am 
class of men forms the ‘standard of luiiig' of th.it d.iss ” There is 
also an “ideal" standard of li\ing whnh is always in advance ol 
IK hieved satisfaction 

What is the content of the lowi'l toleialile spuid.ird of li\ing' 
111 the first ]ilace, there must be lood, clothing, and sIh Ipt oiiriiieni 
to inaiiit.iin economic efifu lency. Under sfielti r .ire included light, 
IikI, and necessary furniture If eionoinic ellii ic ncy is to be jire 
'Ci\ed, there must be pro\ ision agaiiot sickness and run mpkn'riieiit, 
for, unless his s| reiigth is 111,1 inl.i ilied during idleness, win n he let in ns 
to work the individual is unlil lor his stint Moreocer the iii.inN 
standard imist include a fainilv, iTe, 111 a gi in i.ilion, piodiii tioii will 
cease. 

But this view of the [lurpose of man is far too narrow. Few 
peo])le would today have the haidihood to deny that man’s life should 
contain the largest possible amounts of wholesome pleasure This 
means that with a normal stand.ird of h\ ing the house should conlaiii 
a room fit for entertainment of coin])any, th.it the family should h.ue 
clothes wdiich will enable them to appear in public without shame, 
and that the routine should include some leisure for polite intercourse 

' Adapted by permission irtim K. II. ^Irei^htolT, Thr Stmidard of Living nviong 
the Industrial People of America, pp. 5-6 (JlougiUon Mifllin Co , igu.) 
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Still, if man is to be an end in himself he must have more than this 
He needs some education, books, pictures, and wholesome recreation; 
he must liavc time for tlie home life. Beside all these things, a 
nonnal standard of living contains provision for all emergencies, 
sickness, accident, unemployment, and death, and for material 
advance savings; religion, too, should be in the routine. So the 
ideal standard of living demands the satisfaction of reasonable wants 
of both body and intellect and includes an ambition to improve. 

A clear understanding of wdiat the standard of living is permits 
some appreciation of its significance. Unless they believe that tlicir 
descendants will be able to maintain the parental standard men will, 
if thoughtful, refuse to become fathers By this limiting of propaga- 
tion, the standard of living limits the number of wage-workers, ainl 
so, if high enough, it can change the ratio of sujiply to demand for 
labor and thus raise compensation. In a much more simple and 
direct way, however, the desire for a higher standard of living decides 
the minimum pay demanded by trades unions and operates to increase 
earnings. More satisfactions will breed new wants, yet higher wages 
will be sought, and so the process will continue. In this way the 
“ideal” standard of living is the key to the material progrc.ss of the 
industrial classes. 

272. Tilt; NA'rURl', AND F.X'f'KN'r OF POVKRTY' 

The word “poverty” is, in ordinary us.igc, aiijilied indifTerenll_\ 
to three distinct conditions: (a) economic inequality, (b) economii 
de]>cndcnce, and (c) economic insufliciency. A man is said to be poor 
ill mere contrast to his neighbor who is rich; this is economic in¬ 
equality. Almshouses and [lublic relief minister to those who in the 
eye of the slate are poor; this is economic dependence. Midway 
between the modestly circumstanced and the outright dependent 
arc the poor in the sense of the inadeiiuately fed, clad, and sheltered; 
this is economic insutliciency. 

It is poverty in the sen.se of economic insufhcicncy—its wide 
e.xtcnt, its assumed necessity, its tragic consequence -that forms the 
real problem. There arc great bodies of people in country and in city 
who from birth have less than enough food, clothing, and shelter; who 
from childhood must toil long and hard to secure even that insufficient 
amount; who can benefit little from the world’s advance in material 
comfort and in spiritual beauty because their bodies are under- 

* Adapted by permission from J. II. Hollander, The Abolition of Poverty, 
pp, 1-8. (Houghton Mifflin Co,, 1914.) 
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nourished, tlieir minds overstrained, and tlu-ir souls deadened by 
hitter stru^tgle with want. I hose ate tlie re.d pooi of e\ cry eoniniunity 
-the masses who, tiot hirking in indiistiv and thiift, aie yet ]ie\er 
really able to earn ctiough for deient exi-lence and who toil on in 
loii'tant fear that bare neeessities ni.iv f.ul 

Neither racial ([ualities nor n.ilional ih.ii.u teii-tn s amount for the 
presence of such prrveity It [a'lsists as an .ua oinp.ininient of 
inoilern economic life, in wiilely rranoced (ountrie^ among ethniiallv 
tlilTerent pcoides. It cannot be iiUsiiilled with alien elements in 
native race stocks. Countries which hare for gener.itions been 
relatively free from foreign inllux and haxe deceloped industii.diMii 
from within exhibit the stime phenomenon of ei onomic want. \\ hole 
s,de immigration is likely to be attended bv mb,in congestion and 
industrial exploitation, but these are su|i]ilenientarv phases of the 
prolilem of [lovertyn Mvim in the' I'nited .ht.ites, where immigiation 
his attained jrroportions uncxainpksl in the world’s history, theie 
is no reason to believe that siuh inllux beating in nnnd the part it 
has ])l;iyed in creating and enkirging indusliMl oppoiliinily h.m 
permanently affected the londilion of pocetly. 

.Appalling in its own misery, this mass of poverty takes on even 
greater signilicance as the supply source of pauperism. Not only is 
the interval between insullicieiKy and dependeiue at till times narrow, 
but the inability to provide agunst mishap or calamity, indeed the 
\ ery com! it ions of body and mind whii h grow out of undernourishment 
and overcrowding make fatally easy the transition from self-suppoit 
to dependence. Poverty has thus been likened to a treatheious 
footpath encircling the hopeless morass of paupensni. Those who 
tie,id it are in constant dangei, even with the exercise of care and 
loresight, of falling or of slipping or of being trowded off. This 
insecure foothold, once lost, is not likely again to be regained, 
the fallen are added to the wrctihed of body or chronically 
de|)endent. 

The probable amount of such poverty is as impressive as its 
evident quality. In the unforluntile absence of any direct enumera¬ 
tion, recourse must be had to re.isonabic computation The remark¬ 
able study of the nature and extent of [luverty in the United .States 
made by Robert Hunter ten years ago, ami still the only serviceable 
survey of the subject, sets forth that, in the industrial eommonwcalth.s 
of the United States, |irobably aj muth as 20 per cent of the total 
[lopulation are ordinarily below the itoverty line. If one-half of th« 
estimate be applied to the other commonwealths, the conclusion is 
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that in fairly prosperous years “no less than 10,000,000 persons in the 
United States are in poverty.” In this computation a purely physical 
standard—“a sanitary dwellint: and siiflicicnt food and clothing to 
keej) tlic body in working order”—defines the poverty line, with no 
monetary allowance for intellectual, aesthetic, moral, or social rcr|uiie- 
ments. 

Hunter’s estimate seemed at the time ineredible, even tliough 
the aggregate itieluded 4,000,000 persons dependent upon some form 
of public relief; but the compulation was in harmony with the investi¬ 
gations of Ilooth in Mast London and with the in<|uiry of Rowntrii 
in York. It has not only sim e maintained itself against any serious 
challenge, but it has found (onliimalion in ollur accredited studies 
of living conditions in this country and abioad. 

One of the most recent, as well as most imstructive, of such 
investigations was made in the autumn of igi’ into the gencial 
economic conditions of the woiking-elass of Reailing, Kiiglaml, be 
the statistical method of samiiling. .Xccepling a < arefully determined 
minimum standard for food, clothing, and other puichases baielc 
sufilcient to keip woikeis elTKient and dependents nourished, it 
was founil that fioni 25 to 30 ])er cent of the working-class popula¬ 
tion of Re.ading were, in 1912, so f.ir as they were dependent upon 
eainings, pensions, or possessions, below this minimum standard 
l'’urlhei, It ap])caied that nioie t h.in h.tif of the woi kmg-elass childien 
ol Reading during some pai I of their liist fourteen > eais lived in house¬ 
holds where the standard of lile in (|uesiion was not attained. Not 
all the towns of the United Kingdom would alTord so depressing an 
e.xhibil. But making all reasonable allowance, Mr. Bowley reached 
the conclusions that somewhat over 13 per cent of the iiniustri.d 
working-rkiss population of Great Biilain are liclow the standard at 
any one lime, as compared with 15 5 iier cent in York and 25 to 3c 
per eeiu in Reading; that a very nnieli larger pro))ortion of families 
pass below the slandaid at one lime or another, and that the luiipor- 
tioii of cliildren at'fecled is niueii giealcr tlian the proportion of adults. 

273. CAUSlsS OR rOX'l-'.RTY- 

There are two fundamental causes of poverty, related in their 
nature, but here dislinguished for convenience of argument: (i) waste 
of human power; (2) ine(|uilable distiibution of ojiportunities. 

' .■Xd.sptcd by permission from J. A. Hobson, The Crisis oj Liberalism, pp 162- 
74 (P. S. King & Son, Ltd., 1909.I 
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I. We produce as a nation an annual income of material }to<'(ls 
and services estimated at aI)out £i ,>00,000,000 per annum, and tliis 
antount 01 money income is di-liiluitol as w.iyis, prolits, interest, 
rent, etc., to those who oavu Lihour-jHiwer, husimss ineiyy, land, or 
ctipital, which contiibutes to this output. 'I'his sum of wealth (some 
of it, alas, is “illlh”!) sounds hi", and is ronipl.n entl\ lonipared with 
the smaller national income of a yeneialion ayo. In re.ililv it is \’er\' 
little compared wdth what we c(m!d prcxluce if we applied mtellifjentlv 
and erononiically our exisliii" |iow'eis of prodin lion. 

Economists are fond of dwellin" ujion the delnale and elaborate 
mechanism of industry and commerce, woikin^' by intricate adjust¬ 
ment of parts to make and distribute commodilii s over the face of the 
earth. In point of fact, the machine works very clumsily, with count¬ 
less dislocations, innumerable wastes of [lower, and almost intolerable 
1 reaking. 

-Much of this waste is visible Wherever we look we lind during 
long periods of time great f|uantilies of ca|)il,il and labour lying idle 
unem|)loycd, underemployed, or miscniploveii Ever\ where the 
waste of dujilication, new far tones built where the esislmg pl.int is 
excessive, new sho|)S arising to dixide 1 he custoni of csi.d dished shops, 
the endless mullipllealion of agents, blanches, < oniim n i.il ilerks, and 
travellers, the constantly growing proport 1011 of liuiii.in energy di.iwn 
oil Irom effective jirodiiction to w.isti ful compel ilmii 1 do not say all 
coiri|jctition is wasteful our pnsent sxstem requires compelilioii 
But where si.x competing groct is m a neigh bo ml mod do the dml 11 bill¬ 
ing work which could be done by two, llie work of tin- other four is 
costly waste. This is the norm.il stale over laige are.is of m.imif.n - 
turc and of commerce. 

But the invisible wastes, due to a failure to ajiply existing funds of 
knowledge to the actual work of prod in J ion, are still greater. Anyone 
acquainted with the sciences of chemistry and mechanics, who knows 
what is being done in various [larts of the world by an inlilligint 
application of these sciences to the arts of intuiiifacture, by improved 
machinery, utilisation of waste, economies of [lower, xvill [leneive 
that lack of cnicicnt education, ignorance, and apathy, absence of 
keen direction and bold cx|ierimeiit, weigh down enormously the 
[iroductivity of our nation. 

Is it not pretty clear that if England could stop these visible 
and invisible wastes, could organi/,e her actually availalile resources 
for the production of wcaltli, she could trelilc or quaiiru[ile her output 
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of material wealth without any increase of human strain ? It is evi¬ 
dent that fwverly is not any lonycr necessary because the nation 
cannot make enough wealth to “yo all around.” 

2. The main cause of poverty is inef|uality of opportunity, 
because such inc (|uality implies a waste of productive power upon the 
one hand, bad distiibution or waste of consuming power on the other 

'I’herc is something pathetic in reading the history of the great 
(ihartist movement to recall the enthusiastic confidence of the workers 
of that day in the immediate efficacy of meie iiolilical machinery 
Give us, they said, shorter Parliaments, ballot, etc., and the will of 
the peojile will find free expression in legislation for the common 
good. 

Most of the six |)oints of the Charier, not all, have been won, but 
now we need a new Peo|)le’s Charter with six new points; 

a) The value and the use of land for the People. 

b) Public ownershii) of the effective highwaxs of the tounlrx, 
railways, tramways, canals, and 5up]iression of the abuses of “shij)- 
ping conferences,” controlling transport on our walervva) s 

c) Public organisation of ciedit and insurance, essentials of modern 
business. 

d) Tull freedom of education; ciiual access for all to the soii.il 
fund of culture and of knowledge. 

e) Eiiual access to public laws The entire cost of justice to be 
defrayed out of the public purse, and the machinery of the law courts 
free to all cili/.ens. 

/) The assertion of the popular power to tax or control any new 
form of monopoly or inequality which may .spring up in the changing 
conditions of modern communities. 

It is right to add that, not even so intcr]ueted, can this charter 
stand alone. Opportunities proverbially belong to the young. There 
is a mass of poverty which is past the age of oiiportunity, but which 
no wise or humane nation can ignore. 

For this reason the curative policy here expounded needs to be 
supplemented by palliative measures which cannot be defended as 
organic reforms, but which belong to the realm of jiublic charitv. 
Those who realise, not merely as a sentimental phrase but a scientific 
truth, the responsibility of society for poverty will not grudge the 
most generous outlay of public money for dealing gently and humaneb 
with the debilitated and often demoralised lives which form the social 
wreckage of our nation. 
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See also 112. What Mobility Really Involves. 
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Cl.'RifS I'OR I'OVKRrY 


A‘ 

Whati'vcr may be true ol nioie piiniiliw Mnnniunit h'-^, llie char- 
.u leii^tic note of nUHlern po\ei ly i-^ i(-. a -'Ik lal ion, nol u illi jkm sonal 
inisfoi tunes j)eculiar to iiulu but with the eiononiu' ■^lalii'. 

of particular classes ainl oiuipilioiis 'The pioblcni of po\ei(y, a-, 
our ^eneiation un'lei''(an<h-. il, i>. in>l piiinanlx why ualaiii ]K'o[)le 
fall into distress. It is why ihe piodnd of inllu^liy is <ii->liibule<l 
Ml such a way that, whether jieople tall into di-liess ot not, larj^e 
yioups among them deiive a meager, l.iboiious, and highly pn (.aiious 
iiMiig from industries from wlueli smaller giou])s apjie.ir to duixe 
loii'idciable allluence. dhe piobhm ot {)icwenting poveily is not 
[irimaiily to assist indivnluals wdio aie eXMptionally imloitunate 
It is to make the 1101 mal conditions under whu h mask's of men work 
and live sucli that they may lead a lualthy, indi pendent, and s(df- 
ly'Pecting life when they are nul e\(( ptionally unfortunate, so that, 
when they are exceptionally unfortunate, misfortune may not descend 
upon tliem with the cridhing waight with which it falls today uf)on 
kirgc sections of the working clasws, for many ol whom an acdilent 
or an error means economic luin. 

Improve the cliaracter of individuals by all means if you fetd 
competent to do so—C'.pecially of tho-^e wliosc excessive imonies 
exiiosc tlicm to peculiar temptations. Ihis Is a good in itwlf which 
needs no justification. But unemployment, short time, and low 
wages fall upon the just and the unjust alike. And assuming an 
absurd assumption—that you have eliminated all those whoT.c personal 

' Adapted by permission from R II. Tawnev, ‘ I'ovcrty as an Industrial 
Problem,” Memoranda on ProbUmt of Poverty, II, lo-iS. (The Ratan Tata 
Foundation, University of London, 1913.) 
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characteristics cause them to fall below the average in energy and 
foresight, there still remains the fact that the normal conditions of the 
normal worker are precarious, that the barrier which separates him 
from actual distress is thin, and tliat his economic prospects are to 
a great exient, except in a vciy few well-organized industries, beyond 
control of himself or of persons like himself. If I am told tliat indi¬ 
viduals here and there do iit fact succeed by exceptional effort or good 
fortune in doing what is called “rising,” I answer that this is no doubt, 
so far :is it goes, a matter for congratulation, but tliat it leaves almost 
unaltered the general problems arising from the existence of economic 
ine(|uality. “Sweating” docs not disappear from our towns because 
a certain number of those who arc sweated become, as tlicy do, 
swetiters in their turn, any more than tailpolcs distippcar from our 
ponds because a large number of them are annually converted into 
frogs; and the vision of an F.lysium to be attained by continuing to 
play with marked cards and simply shtiflling the pack, by cvciy'onc 
who is si|uee/,ed now watching for his opportunity of squeezing in 
the future, is, hap]>ily, as impracticable as it is sonlid. 

'I'he reason for holding that the main problem with which the 
student of social conditions is concerned is not so much that of the 
mail below the margin as that of tlic low normal standard, must be 
justilied by an appeal to expel icnce It is that if any group of people 
have what may be called, lor want of a better phrase, adequate 
economic resisting ])ower, they may usually be relied ujion themselves 
to protect the weaker members of tlie group against tlie princijial 
accident of life; whereas, if they have not, merely to supiilcment 
their immediate needs is often to pour sand through a sieve, a process 
at once tantalising and degrading to the performer, and positively 
maddening to the subjects of his operations, who want not to be given 
their living by someone else but to earn it under fair conditions for 
themselves. It is in proportion to its possession of such resisting 
power that a class is able, when some larger protective apparatus 
than the family is needed, to build up its own institutions with its 
own habits and ideals, to interpose a whole network of personal rela¬ 
tionship between the individual and cither the offensive intrusion of 
sym|\athctic outsiders or the bare machinery of bureaucracy. It is 
in Lancastershirc, where labour is protected by factory acts and trade 
unions, not in East London, where it is not, that family life, co¬ 
operation, friendly societies, education, social institutions for a hun¬ 
dred different purposes, find tlieir fullest development. 
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Is it beyond the power of society to incrcast* tliis capacity for 
resistance in those of its niombr is who arc in a weak jrosilion ? Cer¬ 
tainly not—provided it really desnes to do so It is done in oin 
sphere by public health legislation, in another by factory legislation, 
in a Utird by education. It is done by .utioii which substitutes 
ii gular for casual employment, foi ec.iinple by einploc ing a perm.inent 
stall on a weekly wage, which is the pi.ictice at some docks on the 
lontinent, instead of engaging men by the halt-day, which is the 
inacticc, as far as I know, at all docks in ICngl.ind It is done by 
lacation which transfers economic sm[ihises from judvale indiviilnals 
10 the public. It is done by direct intervention to raise w.iges, and 
(ould and should be done f;ir more \igoiouslv and persisteiitlv 

It is a mistake to think that economic lesislmg jtower, if it dec elojts 
at all, must always develop spout, ineoiislv The possession of it 
depends on a combination ol faclois wliiih none but the most for¬ 
tunate individual can deteinuiie lor hiiiiscll the del 1 ilnilion of 
projierty, tire organi/alion of industry, the legukinly of em|ilo\ meiil, 
the level of wages, tlic healthiness ol the ein iionii.eiit, and when it 
is absent it is little use urging individuals to displ.iv the ehaiatlii- 
istic's which develop spontaiieously when it is pieseiit I'o ecpcil 
an Icnglisli agricultural lahourer to eveuise the thiift of a small 
landed proprietor, or a biiekkiyei’s lahourer the independence and 
prccfessional pride of a cotton-spinner, or a dock lahourer, whose 
hK‘ is a weekly gamble between ,L'2 and notliiiig, the foiesight of an 
olheial with a quarterly salaiy, is like asking people to be clean in 
-Manchester or free from sickness on the West (,'oast of .Africa 

Since one cannot skip a gciinaiion, the administrator concerned 
with the alleviation of evisling di-liUition will always have his hands 
full. But on a long view social science, like medical science, is most 
piactical when it least considers what is immediately piacticable 
.\o one would suggest that it would h.ive been better to spend the 
money devoted to discovering the bacillus which ]iroduces slec|)ing 
Sickness to alleviating more of the individuals sulferiiig from that 
disease; and no one should suggest that woik on industrial or sani¬ 
tary administrative organization is waited because it docs not imme¬ 
diately alleviate poverty. It is less urgent, I would suggest, for the 
student of poverty to devote himself to the consideration of tlio pal¬ 
liatives with which tlie administrator, who lives in tlie pre.sent, is 
concerned, than it is to endeavor, to discover whether these things 
are really necessary or not. 
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B' 

Poverty is as unnecessary as malaria or yellow fever. Let tli.it 
be stated once and for all. But there is a right way and there aie 
multitudes of wrong ways of trying to cure any of these maladie-, 
The so-called orthodo.x economist believes that if the state would do 
a few right things it would then be unnecc.ssaiy to do the thousand 
and one wrong or ineffective things now being advocated in behalf 
of “labor.” 

Not only is poverty unnecessary, but wc can have any degree 
of c(|uality we want if we are willing to pay the price and if wc are- 
willing to work in harmony wdth economic law rather than against it 
Moreover, we can have this C(|ualily without attacking the compet¬ 
itive system, the institution of jirivate capital, of freedom of contract, 
of freedom of initiative and enteiprise, or any of the social inslitu 
tions which have helped us thus far in our progress We can have 
equality as between ililferent occuptitions, and still leave every man 
to conduct his owm business, everyone to find his own employment, 
every farm, shop, store, and factory to be run as private entcqirise-' 
This would be as much better than socitdism as a living organism is 
bettor than a machine. 

After ;dl is said that can be said about ])overty, we come back in 
our saner moments to the question. Why does the poor man’s lahoi 
sell for so little ? Why iloes his service biing so low a price ? This is 
a question of value and jirice. Until we arc willing to face this <|ues 
tion and rea.son it out as we would the ciuestion of the ])ricc of anv 
thing else, we sladl never get ver)- far. The ciuestion of the low price 
of the poor man’s labor resolves itself into the two questions. Why is 
the demand for his labor so small ? and. Why is the supply so large " 
When wc are in a position to answer these two ciucstions we shall then, 
but not before, be able to suggest constructive remedies. That is, 
wc can then begin to study how to make the demand greater and how¬ 
to make the supiily smaller. Working along this line, we can go 
as far in the direction of c(|uality as wc really rare to, provided wc are 
willing to work consistently and accept the conseiiuenccs of equality 
when they come. We shall also find that eiiuality is (|uitc consistent 
with the private ownership of capital, with the competitive system, 
with freedom of initiative, freedom of enterprise, etc 

■ Ad.apted by permission from T. N.,Carver, Essays in Social Justice, pp. 349" 
51, (Harvard University Press, 1915.) 



CONCENTRATION 


709 


HI, CONCENTRATION OF PRIVATE CONTROL OF INDUS- 

TRUL ACTIVITIES 

A. Problems at Issue 

By concentration of private control of industiy we mean tire power 
of a given indiviriual or group of individuals to exercise an amount of 
control over industry quite out of proportion to their miineric.il 
iinirortance. This control may be exeui^ed in one of two in.iin way^: 
It may mean control of the apportionment of productice eneigv 
into various channels, or it may mean the rontiol of the activities 
and operations of a given business, granted that inoduilive eneig\ 
has already been committed to this particular channel I'liis latlei 
fonn of control may flow from a simiile ownershi]) of a (ontrolling 
interest in tlie business, no niattei what foim of bininess oig.uii/alion 
may have been used; or from the use of \,iiiuus dec ha s in lonneclion 
csitli tlie corporate form of organisation, or fioni vaiious other con 
trolling devices which may or may not constitute what is popul.iilc 
known as a “trust” or “industrial combination.” 

Concentration of the ownership of wealth and conceiitiation of 
private control of industrial activities may or may not go liaiid m 
hand. Take the case of a capitalist who invests he.ivily in the bonds 
of a single company. Since he is a wealthy capitalist, we have hen’ 
a case of concentration of the ownership of wealth There is also 
concentration of private control of industrial activities in tlie sense 
that this capitalist is able through his ownership of wealth to direct 
social energy into a given channel. Once his wealth is in th.il i haimel, 
however, he has little to say with respect to control of the activitii s 
and operations of the specific business, since he is only a bondholder 
Or, take the case of a wealthy capitalist wlio invests lightly in the 
bonds of many companie.s. Here also we have concentration of 
ownership and accordingly concentration of control of the flow of 
productive energy, but no concentration of control of the operations 
and activities of the businesses. On the other hand, if a wealthy 
capitalist invests heavily in the stocks of a single company, wc have 
a case of concentration of owncrslii]), concentration of the control 
of the direction of productive energy, and, provided the amount of his 
holdings is sufficient, concentration of the control of the activities and 
operations of the particular business. If, finally, this capitalist invests 
very lightly in the stocks of man_y companies, wc have concentration 
of ownership, concentration of control of the flow of productive 

24 
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energy, but there is nothing in the case which necessarily means 
conccntralion of control of tlic particular activities of tlie plant. 

In this .section, concentration of the control of tlie How of produc¬ 
tive energy into various channels will not be considered at length 
'I'ho toi)ic is a verv’ ini])ortant one but it has alrearly been treated to 
some extent in Selections 105-12 on the apportionment of productive 
energy, and it will he taken up again when we discuss the guidance 
of economic activity in chapter .xii. In this present section our atten¬ 
tion will be given maiidy to a consideration of the concentration ol 
control of the activities and operations of given businesses, once it 
has been deci<led to commit productive energy to these enteqrrises. 

In [)o[)ular discussions of this subject, tlie trust or industrial 
combination movement has received an amount of attention quite 
dispropoitionate to its im|)ortance. The trust movement is, of course, 
a significant [ihase of our modern industrial life, and it is clearly a 
ca.sc of concentration of private control of industritil activities. If, 
however, this inono|)olisiic ])hasc of coneentration of control had 
never taken place, we should nevertheless be justified in giving 
extended treatnieiit to the concentration of private control of indus¬ 
trial activities. 'The occasion for this concentration is found in many 
of the outstanding features of our industrial system. The devices 
used in bringing the concentration about may or may not be devices 
which are also used in trust foiniatioii 

oui.srioss 

1. Define or expl.iin: {a) the onc-iiiiui corjioialion, {!>) the voting trust, 
(i) limited voting, (d) ciiimil.ilive voting, (c) preferred stock, (J) holding 
company, (j) trust, (/i) monopoly, (1) [lool, (j) inteilocking dircitorates, 
(i') comiiuinily interest, (/) rcorg.inixalion, (m) rebates, (h) merger, 
(e) amalgam.ition, (p) vertical conibiiiation, (7) sequence combination, 
(r) hori/'.ont.d coinbiiiation, (s) Interstate Commerce Commission, 
(/) Federal 'I'radc Commosion. 

2. “The corporation h.is m.ide |iossible a centralisation of power.” Just 
how ? Is the corpouilioii an indispensable antecedent of concentration ? 

S '‘\'ery frequently a solid block of 20 per cent of the stock of a corpora¬ 
tion will give elfective lonlrol of lhat corporation. Ordin.arily it is not 
necessary to have as high as 51 per cent of the stock in order to control.” 
How can this be true ? Would it be tnic under a system of cumulative 
voling? 

4 Kxiil.iin in detail a piocess by which the holders of ten million dollars' 
worth of securities may be able to control one hundred million dollars’ 
worth. 
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- What is meant by saying that the drift of modern industry in America 
has caused the stockholder to have a small i.cnso of responsibility.'' 
Is It true? If so, \\hy has it (Kcuiud? 

n I)o \ou understand that a voting trust is do>igned to jirotect ininont\' 
btotkholdcrs or designed to guaiantee (.oniiiuiuy of ilie policy <lesired 
by niajoiity sUh kliolders ? 

; •‘In lime of rcorgani/ation llie defenseless seeunt\holders must lake 
ulhitevcr plan is olTered, ho\\e\er unjust ’’ On wh.il giounds can tin-’ 
be saifi ? 

“Com.enlration of control i an be lao’ight about t hrough the manipula 
tion of securities.” What doe^ ihi" mean? 

<) Mtikc a list of ways in whuli (oipoiatmns inav be “associated ” 

10 “Interlocking relationships .ire boinglil aixmt for these rcisons 
((/) iiUeilocking for linamial or iredit [unim-t-, (A} mterloiking fm 
mdustiial and commeuia! piiipnM'', (O ininhuking !<u the puijjosr 
of consiruelion atuf o[Hraiii)ii. (./) inii loiKmg to ii'tiam kompiti 
don.” Show how ibeie (ould \>r aii\ ad\.inlai;< in cai h ot these four 
eases. Is the advantage to llie m tn ign or (>> -o* l■•l \ 

r I What is meant liy sa\ mg (h.it .in mu : k > king dio ' .n ,iie i uns < onnd i 
to the whole S( heme of oigani/„il ion of l he < oi po: .c nm m i li.ii u permii . 
a (liieclor to have conlln ting iiuni 

12 Is there any ctuisal (.oniiMiion b(i'.\<-eii the loipondon and tiu* ion 
centr.ilion of the ownemliip of we ill li 

13 “ (fompetilion tho'^i* d.iys teiids 1 o bee o ne < ul i liio it (oinpct tdoii '{ In 

modem busiiiess man cannot know w In n t o si op i onipet mg He cannoi 

st0j> if he could know.” \\ h.it (I'k-a this mean:' How f.ir is il 
I me ? 

11 “'i'lie Interstate Commerce Ait of fSS; foib tde pooling in railro.ids and 

ordeicd them to coni 1 rule i omprimg '1 ii<- mevit aide < unsepuence w.is 

a more permanent and solid form of i oimolel.ii ion ” Why was tins 
an inevitable coiisc<|uem e r* 

Is “ I-argo-sc.ale pro<iu<don tends strongly to pass over into monopoly ’ 
\\ hy or why not ^ 

16 “.Monopoly is merely tlie I'lnal sl.ige of a sepuenee wliuh sl.irts with 
the intro<luc(ion of m;u hmery.” In wh it sense is this 11 ee ''' What u 
the relation of indirect costs to the trust nioceinenl ? 

17. Is mono[>oly a new [)rob!cm ? Make ;i list of as many forms of 
monopoly as you can. 

iS. Can you cite any cases where a method of compedtion that would be 
deemed unfair in one industry or in one set of circumstaiues would be 
deemed fair competition in another industry or under another set of 
circumstances? 

19 What is the standard which enaiilcs one to judge whether competition 
’s fair or unfair ? Draw up a list of the forms of unbtir competition 
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20. Make a list of the various instrumentalities of concentration of control 
What ones may be parts of the trust problem ? What ones are inevi¬ 
tably parts of the tnist problem ? 

21. Were there any trusts before the industrial revolution? Why? K 
“trust” synonymous with “monopoly”? 

22 “The emergence of our modern trust is closely connected with the fau 
that in our generation production has been outrunning market ' 
What does this mean ? 

2j. “The trusts arc the result of nalnr.al growth.” “The trusts are the 
result of artificial conditions.” With which of these quotations do 
you agree ? Why ? 

2.| “01 course the trust originated in private gain. In some respects tin 
private gain went hand in hand with social gain, in other respects with 
.social lo.ss. Sensible handling of the trust problem involves control 
which allows society to rcaj) what advtintages it can out of the trust “ 
What specific measures would such a policy iin'olve ? 

25 Review the alleged advanl.igcs of large-scale production. Consiilci 
whether, in each case, monopoly is necessary to secure th.at particul.ir 
advantage. 

26 What, if any, is the relation of the trust to (a) the pecuniary organi.ta- 
tion of society, ( 4 ) machine industry, (c) the coiporalc form of organi¬ 
zation, ((/) large-scale prodiution, (c) the protective tariff, (/) railwas 
rebates, (5) disciiminating piices, (/;) factor .igieemcnts? 

27. In discussing the forces making for coinbiiution, one writer dilTcr- 
entiales between the “driving forces,” the “beckoning conditions, ' 
and the “f.icililaling conditions.” Make as long a list as you can of 
each of these kinds of conditions. 

2S “The pool was the dominant form of combination from 1S70 to 18S0. 
brom 18S0 to 1890 trustee control operated. Since 1S90 we have used 
the holding corporation and other devices.” What were the difliculties 
with the pooling method of control ? What were the dilfculties with 
trustee control? 

29. Many people are more disturbed over the concentration that has 
occurred among our financial institutions th.an they arc over concen¬ 
tration in any other line of business activity. Is there good reason 
for this ? 

30. Draw up in parallel columns the charges made in Selection 295 and 
the answers made in Selection 296. Which seems to you to have the 
better argument ? Has the loser stated his full case ? 

31. In the table in Selection 294, railroad companies arc shown to hold a 
larger proportion of one another’s stock than of one another’s bonds. 
Why should this be true ? Is not a bond a safer investment ? 

32. Do you think that concentration bf control tends to bring about more 
stable conditions in business and to prevent the recurrence of crises ? 
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'3 \\ hy should the regulation of railroads and of capitalistic monopolies 
be rcgardcrl as among the most i ritual problems in sot ial ttrgani/ation ? 

;, Draw up in parallel columns the advantages and disa.Ivanlages of con 
centration of control. Do you need to subdixide the i|uestion accord 
ing to sod.al advantages and disad\ aiilages and imliMdii.d advatit.iges 
and disadvantages ? 

;; Can there he such a thing tis a good big business ? II not. is the remedr 
to be found in diminishing the si/,e of the business or m iiu teasing ilu 
si/.e of government ? 

e'l Federal incorporation is freriuently uiged as one means of loiitiolling 
our big businesses. In wh.il ways would fe.lei.il im oipoi.ition ,issi,t 
in this control ? 

;; What ciTcct would the abolition of prow \oling h.ivc upon lomenli.i 
tion of contiol ? What would be the ellcs I ol liiiiiled voting ? 

,3 .\l.ike a list of things whiih have been done in the lield of oirpor.ilicii 
fin.ince to counteract the evils of eoiueiitr.ition in Ih.it hi Id 
What is meant by the “splinting tonlest” between legisl.iims .md 
corpor.itiou lawyers? 

10 “It is a great mist.ike to con I use the i orpoi.ition |»r.*lilem with the tin .1 
problem.” \\ h.it aie some of the issues of the i orpoi.ilioii problem 
Wh.it are some of the issues of lIu' trust piobleiii ? 

11 Why should wo be coiuerned with pieieiilmg leil.iiii kinds of inlei 
locking diiectorates? Should we try to prevent .ill interim king 
directorates ? 

I-’ Why do the corner grocer, the diiiggist, the barlu-r give us no gie.il 
concern? .Are they m.adc of slerner moral liber than aie the r.iilnM.I 
magnate or the tiiist promoter? 

li “The nccess.iry iiileieiue from the foregoing .ui.ilisis is, then, (i) th.il 
combinations are inevitable, (2) that regnl.ition is eijii.illy inevitable " 
Do yon agree ? 

II “In some cases probably the regulation of trusts will have to go .is 
far as the limitation or the fixation of selling pines I'.ut in any case, 
(i) prolUs of promotion will have lo he liimleil, (2) the issues of 
securities supervised, (3) the se|Kir,ition of ownership from lontrol, 
through various comidnatioris of seiurilics, preveiiteii, (i) full pub¬ 
licity required; (5) interloiking direi lor.iles prohibited -though this 
is likely to avail little; (6) adcqii.ite las,ilion imposed, (y) progressive 
participation by government in the dividends piovided for ” l'.x|)l,iiii 
the significance of each proiios.il 

45 Compare the program for liniiling the evils of the trust in 1900 (Selec¬ 
tion 304) with the program of 191,3-14 (Selections ,303 cS) What arc 
the outstanding points of siiidl.irily ? Of difference ? 

46. “The history of trust legislation Veiircscnts an attempt to restore com¬ 
petition and to regulate its plane.'' Do the Sherman .Act, the 



714 


INDUSTRIAL SOCIETY 


Seven Sisters of New Jersey, and the Acts of 1914 bear out this 
statement ? 

47. Characterize the policy underlying the trust legislation in this country 

48. “Concentration of private control of industry is merely one dc\iie 
to enable the modern business man to meet the risks of his day.” Is 
this true ? If true what does it accomplish ? 

49. “After all, is there concentration of control today? Such things arc- 
relative. Is control concentnited in relation to the size of the market 
and the scale of production ?” What is the answer ? 

B. The Corporation as an Instrument of Concentration 

275. CONTROL BY A DOMINATINO SPIRIT- 

In other cases a single enterpriser dominates the corporation and 
wields full authority. The stockholders elect his ctindidate to oflicc, 
the directors defer to his judgment, the ofi'ic iais act as his agents. 1 In 
position may be firmly entrenched by outright ownership of a majoritc 
of the voting shares, or it may rest upon personal influence over the 
owners of voting shares suflicient to carry elections. In these “one- 
man” corporations the theoretical division of authority and function 
becomes a legal fiction. Practically, the doiniiuting head of alfaim, 
who may not bo an officer or even a director, coric'.-.ponds to the old 
capitalist-employer, e.xcept for the fact that he furnishes a far smaller 
proportion of tlie capital, carries a far smaller piojioi tinii of the pci uiii- 
ary ri.sk, and performs a far smaller proportion of the detailed laboi 
of superintendence. These limitations do not restrict, but on tin- 
contrary enhance, his power, because they moan that the indie idual 
who “owns the control,” or dominates those who own it, can deter¬ 
mine the use of a mass of property and labor vastly greater than his 
own means would permit. 

Thus, while the corporate form of organization has made a 
theoretical division of the leadership of buriness entcrpri'-cs among 
several parties at interest, it lias also made possible in practice a 
centralization of power. The great captains of finance and industre 
wield an authority swollen by the capital which their prestige attracts 
from thousands of investors, and often augmented still further by 
working alliances among themselves. Among the cnterpriscr.s of the 
whole country, this small coterie e.xcrciscs an influence out of propor¬ 
tion, not only to their numbers, but also to their wealth. The men 

'Taken by perniasion from W. G. Mitchell, Business Cycles, pp. 33-34 
(tlniversiry of California Press, 1913. Author's copyright.) 



CWNCENTRATION 


71S 

at the head of smaller enterprises, while legally free to do as they will 
with their own, find their field of initiative limited by the operations 
of these magnates. _ 

See also 136. Types of Business Org.im/.ilions, 

138. Classes of Corporations. 


J76. MIXORITY COX'I KOL 
;\' 

It appears from the evidenec ih.tt, whiae the (iroperty is not held 
under a voting trust and where the stock has its votin; iii;hls, a mu. ill 
fraction is able to control a corpoi.Uion if the holdings are wideK 
scattered, and that this is due mainly to the supinoness and absenie 
of initiative of stockholders in protei ling their inleie't^. 

In this connection the ofluers of great life insurame companies 
were called [before the committee] and exirai Is from the minutes of 
their meetings of policyholders were piodutcd. with the following 
results: 

NKW YORK I.IFK INSfR WCK CO. 


^’ea^ 

Number of I'oIk vli'iMt rs 

\iiiiiber of \'ciirs (' \ A 
l)> I'lilii \ li"t li 1' 

1908. 

I'J 0 () ... . 

About Qoo.ooo . . 

Ib'fwccn Qoo,000 ami i,oo.>,ooo. 

(*1 

32 

4 « 



.MinuAi. t.iFt: iNsri- 

: WCF. CO. 


Vtar 

Number of rolitylmlilerj 

.\'iiml-cr of V<it' » 
( .Lst l.v T'iIk y- 

Remark* 

1008. 

tooq. 

I(;I I. 

1 Al)out 600,000 ... . 

; About 600,000 
! Iktwccii 600,000 find 700,000 

93 

130 

I 3 r 5^7 

Contested clc( tion 


The Equitable Life Assurance Society has about 500,000 poliiy- 
holders; approximately 25 to 50 vote at annual elections, the agency 
force is about 5,000. As the result of extraordinary elTorts to get out a 
vote, they sent out 500,000 requests for votes, with stamped envcloirc- 
for reply, and in response received 22,000 votes. 

* Adapted from the Report of the ^Committee to Invciti^ote the CorioentratioH of 
Control of Money and Credit, February 28, igrp PP MS''*!? 
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The situation that exists with respect to the control of the so-called 
mutual companies is in a modified way illustrative of all great corpora¬ 
tions with numerous and widely scattered stockholders. The manage 
ment is virtually self-perpetuating and is able, through the power of 
patronage, the indilTcrence of stockholders, and other influences, to 
control a majority of the stock. 


B- 

An interesting case of concentration of control in my personal 
experience is the following: 

A corporation with an authorized capital of $5,000,000, half 
preferred, half common, each stock voting unrestrictedly, had, after 
its first year of organization, a total number of 14,000 stockholders. 

Fourteen thousand notices of the annual meeting procured an 
attendance of 12 stockholders. Of the.se 12 but one stockholder, hohl- 
ing one $10 00 sh.arc, demanded a detailed financial statement, and 
when asked for the reason of his intense interest confessed that he 
wanted details only to assist him in forming a similar corporation in 
the church of which he was minister. 

277. PREFICRRFD STOCK. .AND CONCENTRATIO.N OF 
CONTROL 

A' 

In most corporations all the stock is of one class and each share 
has an equal right to its proportion of the assets and earnings. Such 
stock is called “common” because no share has any privileges which do 
not attach to all the other shares. In general, common stock may be 
defined as stock which does not possess any special or peculiar rights. 

Other corporations, however, set aside certain amounts of stock 
in a separate class and grant to this class specific privileges. Such 
stock is called preferred. The usual preference consists in giving a 
fixed dividend to the stock preferred before any payment whatever 
is made to the common stock. This dividend may be “cumulative”, 
that is, if profits are not enough to pay it in full in one or more years, 
the unpaid poition remains as a claim against earnings that must be 
settled before any payment is made to the common stock. Or it may 
be “non-cumulative”; that is, if profits in any year, including usually 

■Taken from an unpublished statement of Julius Kahn. 

■Adapted by permission from \V. H. Lough, Corporation Finance, pp. 71-73 
(De Bower-Elliott Co., 1909. Author’s copyright, 1917.) 
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the accumulated profits of preceding years, are insufficient to cover 
the preferred stock dividend, the unpaid portion is wholly lost to the 
preferred stockholders, no matter how large the earnings in succeeding 
\ ears may be. 

The stock may be preferred as to assets, as well :is dividend, oi 
as to both. 

It may be a convenient means of separating a company’s stoi k 
into different voting classes. Sometimes the pieferrod stoik has no 
cote at all; sometimes it elects a limited luimlier of stixkholdcrs. 
In cither case the owners of the maiorily of the common stock ma}- 
elect a majority of the board of directors. '1 heiefore, a much smallei 
interest will control the business than would be necessary if all the 
stock issued voted alike. 

U- 

The New England Investment and .Seiurity t'o, controlled the 
following properties; 

The Worcester Railways and Iinestment Co., whidi controlled 
The Worcester Consolidated Street Railway Co., whiili 
leased: 

The Worcester & Webster Street Railway. 

The Webster & Dudley Street RaiKsay. 

'I'he Springfield Street Railway, a consolidation of: 

The Western Massachusetts Street Railway. 

The Springfield & Western Street Railway'. 

The Milford, Atlleboro & Woonsocket Street Railway. 

The Interstate Consolidated Street Railway. 

The Attleboro Branch Railroad. 

The whole outstanding common stock represented a par value of 
Sioo,ooo. The preferred stock, largely held by investors in Spring- 
field, 'Worcester, and Boston—“the public’’—and of a par value of 
$4,000,000, was legally in the position of a minority. 

The owners of the i,ooo common shares selei.tcd four of the seven 
trustees, and the owners of the 40,000 preferred shares selected but 
three. 

It was possible thus for the owners of a niajorily of the $100,000 
common stock to dictate the policies of this group of railways that 
comprised a capital of over $.pooo,ooo. 

See also 127. Types of Investment Credit Instruments (Stocks). 

‘Taken by permission from G J Siiuhoim, The Social Survey, p 10. 

{.Author’s copyright, 1916.) 
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ayS. VOTING TRUSTS- 

Another method of protecting the interests of minority stock¬ 
holders nnd of the creditors of a corporation is the formation of a vot- 
• ing trust. 'This is an agreement under which a majority of the voting 
stock of a corporation is placed in the htinds of trustees who are 
authorized to vote it under whatever limitations may be prescribed. 
'I'hc trustees usually issue in return for tlic stock so deposited “voting 
trust ccrtilicates,” vvhi( h certify that the stock is held in trust by the 
trustees and which may be sold and transferred in the same manner as 
certificates of stock. As the trustees are usually men of high standing 
who arc under instructions to vote the stock for certain officials or in 
behalf of certain measures, the minority stockholders may safely feel 
that so long as the agreement exists no radical change in the policy 
of the corporation can take place, and the rights of all stockholders 
alike will be respected. 

A voting trust agreement which seriously restricts the freedom 
of the majority stockholders of a corporation is, of course, not likelt to 
be acceptable to those stockholders. The agreement, therefore, as 
might be expectcil, is not often made except under strong pressure. 
It is most frequently used either when a corporation is first formed 
and can secure additional < apilal on no other terms, or when a (orpora- 
tion is in financial difficulties and its creditors are in a position to 
demand that the nianagenient be intrusted to certain men and that a 
wcll-delincd irolicy be pursued. 

279. MANIPULATION TltROUClI BROKERS- 

The slocks of the so-called “public” coi|K)rations-thc stocks 
that arc lifted and actively dealt in on the Stock Exchange—are 
usually to a considerable extent in the hands of brokers who have 
bought them for customers on margin and hold them as security for 
the payment of the balances owing them on the purchase. These 
stocks arc the jrawns in the gambling game that constitutes the great 
bulk of the dealings on the Exchange. 'J’hey arc usually carried on the 
books of the coriioration in the brokers’ names, although tlie stock 
certiticates are constantly passing from hand to hand among the 

" Taken by permission from W. II. Lough. Corporation Finance^ pp. 77-7S. 
(De Bower-Elliott Co., igog. Author’s copyright, 1Q17.) 

* Taken by permission from an address by Samuel Untermyer, delivered at the 
meeting of the Commercial Law League, Tuly 27, 1916, pp 26-27. 
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brokers without apparent change of ownership on the stock books of 
the company. 

In the \ ery rare instances in \vIli^ h disgusted stockholders outside 
the Wall btreot circle, driven to tlc'-pcialion liv niisinanagcnicnt or 
v.or^c by their trustees, are so reckless or foolish tis to imagine that 
ihcy can change the control under existing law, the ‘‘insiders’’ gather 
in the proxies from the brokers in whose names these pawns aie 
registered and in whi< h the brokers ha\ e no interest cm cjit as pledgees. 
1 he speculating owner who owes his bioker money on the stoik, for 
which, by the way^, the breiker secs to it that he is and lemains amply 
wiurcd, has no voice in the matter, 'the luoker should not he 
permitted to vote this stoi k without the written consent of the owner, 
and the Stock Kxchang'c, instead of encoiiiaging him to do so, should 
not jicrmit it. I he law should reijuiie exeiv person to acconiii.iin 
Ills vote with an oath that he is the henelicial owner. 

280. CONCENrU.Vl'IO.V TllKOUCH RI',OR(;a\I/,;\TION 
A' 

It is not unusual for the iiitciests tliat prompt the leieixcrship to 
"ct the stage for reorganization hcfoie the .ippointmenl of the receueis 
IS made. This is done by selei ting a commitlee of eioiiieiitly respei I - 
able figureheads, usually composed of bankers anil men i oiinei led willi 
tinaiKial institutions who arc named by the piominenl hanking house 
which contiols the rci)rg,i.ni/„ition as semduate manager The mem- 
hers of the committee rarely have any siihstanlial mierest in the 
liro])crty. 

The committee publishes a call for the deposit of sei iirilics with 
them under a drastic form of agreement containing exiraonimary 
powers. 'I'he inlluence of the liaiiking liouse and of the memhers of 
Ine committee in the fmaiicial world is sucli lliat, witli tlic aid of tlie 
brokers who hold the .securities as collateral to loans and m oilier 
ways, they secure such a hold u|)oii the seem Hies iliat the scattenil 
securityholders have usually no nhernative but to assent to the plan 
of reorganization. 

Unless there hajipens to be a conceitid moxeinent among the 
securityholders for their protection, which is very diiin nil and rarely 
I'appcns, these reorganization committees liegin llieir aclicities as 
self-constituted guardians of other pco]ile’s properly. When the 

’Taken by pcnni'ssion from an arbirc-s dclivcrtil b> ‘''.trnucl L’nlermycr at a 
meeting of the Commercial Law July 27. 1916. pp 19-22 
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securities have been deposited with them, they secure such a grip 
on the property that the scattered owners have in effect no voice 
in the formulation of the plan for the reorganization of their property 
No matter how unjust the plan may be to a given class of security- 
holders, or how unfairly it may discriminate between one class and 
another, they arc helpless because of the large sums usually re(iuire(l 
to rehabilitate the property and the difliculty of concerted action 

The proceeding is extra-judicial from beginning to end. Tin- 
courts have no control over it. If a securityholder docs not happen 
to like the way in which his property is being dealt with by strangers 
to it, whose only interest is in making money out of his misfortunes, 
his only remedy is to attend the sale and bid upon the property in 
com|)etition with the committee, which alone holds the bulk of the 
securities and can deliver them in payment of the purchase price 
This means that his jjosition is impossible and that he is forced 
to subscribe to any terms that the committee may impose on his pai 
ticipation in the reorganization. The committee controls the judici.i' 
proceedings. When it is ready to reorganize, the court is asked to 
sell the property at public auction. As the committee then speaks 
for the securityholders, the court has no alternative. The so-called 
“sale” under these conditions is always a farce. The property is 
invariably bought by the committee at the upset price fi.xed by the 
court - just about enough to pay the receiver’s cerlilicates that have 
been issued by the court against the property and the vast expenses 
of foreclosure. 

B- 

Our archaic, extravagant, and utterly indefensible procedure for 
the reorganization of insolvent railroads has furnished these banking 
groups the opportunities, of which they have not been slow to avail 
themselves, of securing the dominating relation that they now hold to 
many of our leading railroad systems. At one time or another within 
the past thirty years the bulk of our railways have gone through 
insolvency and receivership. The proceedings are sometimes insti¬ 
gated by the management through a friendy creditor (and are then 
generally collusive in their inception) or through the trustees for bond¬ 
holders with the co-operation of the company. The railway company 
admits its insolvency, consents to the receivership, and one or more of 
the officers under whose administration insolvency was brought about, 

‘Adapted from the Report of Committee to hmstr^ole the Concentration of 
Control of Money and Credit, February 28, 1913, pp 148-49. 
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or tiicir noniinccSi is niiidc ix rcccivcrj (iiu) 'omcliiin's the solo roccivor 
Neither creditors nor stockholders, who are the parties reallv inter¬ 
ested, are notifted or have an opportunity to he heard, either on tlie 
question of insolvency or of the persotinel of the reeei\ ers 'Pile stat;e 
has been set in advance and so we lind that simultaneously with the 
appointment of the receivers, or |)eihaps before, a self-eonsituted 
committee is announced, frequently consisting' of men well known in 
the financial world, most of whom h.uc no interest in the piopertv, 
selected by a leading banking house They invite the deposit of 
securities for mutual protection 

This committee in due couise presents a plan fm the oig.inization 
of the property. If the sei urityholdeis do not like it, their only 
■illernative is to form another committee, if they lan arr.inge to 
combine their scattered forces and find iiilhu iil i.d men who have the 
(Oiirage to oppose the banking house and who can liname the cash 
requirements of these colossal traits,u lions in hostility to the banking 
house that was first in tlie lieM It is not easy to find such men 
It is becoming daily more diHiciill and it is well nigh iin[)os-,ihle to 
find rival banking houses to lead the opposition 

The usual outcome has been that the defeiisele-s sec urityholdeis 
lake whatever plan is offered, however unjust, as against the allc rn.i 
ti\e ')f being entirely wiped out through the sale of the properly undei 
foreclosure. These plans have usually procided ih.it the securities 
of the new or reorganized company shall be pi,teed for a let m cif years 
in a voting trust named by the hankers. In lli.il way and as the 
result, also, of reorganizations in which there w.is no voting trust, 
but in which the initial officers and directors were named by the 
hankers as reorganization managers, hanking clomni.ilion of the 
following railroad .systems was securecl by .Me-sis .Morgan, and 
Kuhn, Loeb & Co.: 

First. The Baltimore and Ohio, where Kuhn, Loch h Co,, with 
Speyer & Co., were the reorganization managers, the plan of reorgan¬ 
ization being approved by J. P. Morgan & Co., and Mr. Coster of 
that firm, becoming a voting trustee. 

Second. The Chcsa])eakc & Ohio, where the reorganization 
managers were Dre.xel, Morgan & Co., as the present firm of J. I’, 
Morgan & Co., was formerly named. 

Third. The Cincinnati, Hamilton & Dayton, where Morgan & 
Co. were the reorganization managers and Mr Morgan is a voting 
trustee, the voting trust being still in force. 
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Fourth. The Chicago Great Western, where Morgan & Co. were 
the reorganization managers and Mr. Morgan and his associate, 
Mr. Baker, are voting trustees, the voting trust being still in force. 

Fifth. The Erie, where Morgan & Co. were the reorganization 
managers and Mr. Morgan became a voting trustee. 

.Sixth. The Northern Pacific, wlierc Morgan & Co. were the 
reorganization managers ami Mr. Morgan became a voting trustee 

Seventh. The Fere Marquette, which was reorganized bg 
Morgan & Co. 

Fiighth. The .Southern, wliirli was reorganized by Morgan & Co . 
Mr. Morgan and Mr. Baker becoming voting trustees and still con 
tinning as such. 

Ninth. The Reading, which was reorganized by Morgan & Co , 
Mr. Morgan becoming a voting trustee. 

Tenth. The Union Pacific, which was rcorganiz.cd by Kuhn, 
Loeb & Co. 

281. INTERLOCKING DIREC'fOR.VrES AND AS.'^OCI.\TEI) 
CORI’ORATIONS 

A' 

An interlocking directorate seems by its terms to denote mutual 
exchange of directors between associated corporations, each cor¬ 
poration being represented designedly on the board of the other 
But if the term ever was so narrowly used, it has now been widened 
materially in scope. It no longer necessarily suggests the practice 
of exchange of representatives. Two corporations would be inter¬ 
locked in their directorates were a member of one board to secure hi^ 
election on another; that is, were a member of the board of Corpora¬ 
tion A to be made a member of the board of Coiporation B without 
B of its own volition seeking any leprcsentation on the directorate 
of A. By a strict use of terms these two corporations would be locked 
but not interlocked. I shall confine myself to “associated" cor¬ 
porations, for while interlocking can be said to exist whenever direc¬ 
torates contain the same individuals, no matter how remotely related 
the two corporations may be, yet such remote affiliations have no 
great economic significance. The es.scnce of the relationship which 1 
propo.se to discuss lies in the mutuality of interest of the connected 
corporations. 

‘Taken by permission Irom F H. Dfxon, “interfjeking Directorates in Rail¬ 
way Finance,” Journal of FolUicat Economy, XXII (1914), 937-18. 
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But we shall not reach the heart of the ii'ohlcm if wc confine our 
attention to service as directors by the same iiulividuals on boards 
of associated corporations \\'e sliould Ik leitardini; tlie mere form 
of tilings and overlooking the subsianee. What concerns us is (he 
interlocking of interests in such manner as to cllcct a substantial 
influence upon the policy of both corporations To be sure this may 
be most directly accomplished by the elec lion of th(‘ same individual 
to both boards; but it may abo be attained in some indiiect manner, 
as by a substantial stock owikisIu]) lesulling in ,i re<|Uist lor ie|ire- 
sentation on the directorate. Siuh repies, nlative may be a peison 
of capacity and iniliatiic oi a mere dimini\, but the de-iieil iiilei 
locking is elTective in eithei ease It therefoie seems pioper to widen 
our definition .so as to bring under our i.eisider.itioii not onlv the 
individuals with large interests in associ.iteil coipoi.itions but Ibeii 
representatives as well bin.illy, for .iny ailei|U.ite tre.itnieiit of tin’ 

question it is ncces^.irv to iia hide not only diieUois of coipoi.itions 
hut also officers, fui m.iny ol I In' pniblems of inlei hx king now oi i upv 
ing attention arise out of si[ im lions with wdiich diieclom of .i cuipoi.i- 
tion as such have had little to do 

Confining our attention to flie problem of infeiliKking as it eon 
eeriis the railways, our di-cussion hills iiatnially into foui due ion-., 

• itiording to the purpose in iiiind in ihe cre.ilion ol the inteilocking 
relationship: (i) interlocking for fuiaiu i.d or eii dil pnrposi s, (2) iiih 1 
locking for industrial and coinnieK i.il jiiii po'i ol which the |)iiik ip.il 
one is the purchase of sup|>lles, (;) iiiti ilocl.iiig for the purpose ol 
lailway construction and opei.ilion, (qj uiterlocking to restrain 
competition. 

B' 

Combined power of Mote^an s;" ( 0., the 1' n q .\ otionoi, and National 
City banks. — First, as regards baiihing reianiries: Ihe resouries of 
Morgan & Co. arc unknown, its ikqiosils ,ire Si(>,t,000,000. Ihe 
resources of the First Xatioiial Hank are Si,sO,ooo,ooo .riid those of its 
appendage, the First Sccurit} Co , at a \ cry low estimate, $35,000,000 
The resources of the Xation.il Cil> Hank are S274.ooo.ooo, those 
of its appendage, the Nation,il t ity Co., arc iiiikiin.Mi, though the 
lapital of the latter is alone $10,000,000. dhus, leaving out of 
account the very eoiisideiable pait whieh is unknown, the mslitulioiis 
composing this group h.i\e icsounes of upward of $032,000,000, aside 

• Ad.iiitLif (rum the Report of R" 'Canmitke to IiaatigoU the Concmtrotwn oj 
Loniroi of Money and Credit, J c'bru<iry 28, lyi.}- PE' 
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from the vast individual resources of Messrs. Morgan, Baker, and 
Stillman. 

Furtlier, as heretofore shown, the members of this group, through 
stockholdings, voting trusts, interlocking directorates, and other rela¬ 
tions, have become in some cases the absolutely dominant factor, in 
others the most important single factor, in the control of the following 
banks and trust companies in the city of New York; 


a) Bankers Trust Co., resources. $ 205,000,000 

b) Guaranty Trust Co., resources. 232,000,000 

c) Astor Trust Co., resources . 27,000,000 

d) National Bank of Commerce, resources . 100,000,000 

e) Liberty National Bank, resources . 29,000,000 

/) Chase National Bank, resources . 150,000,000 

g) Farmers Loan & Trust Co., resources. 135,000,000 


in all, 7, with total resources of . $ 968,000,000 

which, added to the known resources of members of the 
group themselves, makes. 1,600,000,000 


as the aggregate of known banking resources in the city of 
New York under their control or innucnce. If there be 
added also the resources of the Kquilable Life Assurance 
Society controlled through stock ownership of J. T. 

Morg.an . 504,000,000 


the amount becomes 


$2,104,000,000 


Second, as regards the greater transportation systems: 

a) Adams Express Co. 

b) Anthracite coal carriers. 

c) Atchison, Topeka & Santa Fe Railway. 
i) Chesapeake & Ohio Railway. 

«) Chicago Great Western Railway. 

/) Chicago, Milwaukee & St. Raul Railway. 

g) Chicago & Northwestern Railway. 

h) Chicago, Rock Island & Pacific Railway. 

i) Great Northern Railway. 

f) International Mercantile Marine Co. (through a voting trust). 
k) New York Central Lines. 

0 New York, New Haven & Hartford Railroad, 
m) Northern Pacific Railway. 

») Southern Railway. 
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0) Southern Pacific Co. 

р) Union Pacific Railroad. 

Third, as regards the greater producing and tr.iding corporations: 

a) Amalgamated Copper Co. 

b) American Can Co. 

с) J. I. C.ase Threshing M.achiiic Co. 

d) William Cramp Ship and Eitginc liuildmg Co. (through a voting 
trust). 

(•) General Electric Co. 

f) International Harvester Co. 

,e) Lackawanna Steel Co. 

/;) Pullman Co. 

0 United States Steel Cor|)oration. 

Fourth, as regards the greater |>ul)lic utility corporations: 

ii) American Telephone and Telegraph Co 

b) Chicago Elevated Railua>s 

c) Consolidated Gas Co. of .New ^’ork. 

d) Hudson & Manhattan Railroad (large slockholilmgs). 

c) Interborough Rapid Transit Co. of New York (marketing securil ics). 

f) Philadelphia Rapid 'I'ninsit Co. 

c) Western Union Telegraph Co. 

Summary oj tlirectorships held by Iheic members of the proup. —It 
.ippears that firm members or directors of these institutions together 
hold: 

One hundred and eighteen directorships in 4 banks and 3 trust 
I onipanics having total resources of $2,679,000,000 and total deposits 
of $1,983,000,000. 

Thirty directorships in 10 insurance companies having total 
.Insets of $2,293,000,000. 

One hundred and five directorships in 32 transportation systems 
having a total capitalization of $11,784,000,000 and a total mileage 
(excluding express companies and steamship lines) of 150,200. 

Sixty-three directorships in 24 producing and trading corpora¬ 
tions having a total capitalization of $3,339,000,000. 

Twenty-five directorships in 12 public utility corporations having 
.1 total capitalization of $2,150,000,000. 

In all, 341 directorships in 1,12 corporations having aggregate 
resources or capitalization of $22,245,000,000. 
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28 j . the holding COMPANY' 

In the case of certain systems the so-called holding company 
takes a prominent part. By holding company is meant a corporation 
which e.\ists merely for the purpose of holding and dealing in the 
securities of other corporations. 

The Atlantic Coast Line Company was chartered in Connecticut 
in 1889 for the purpose of consolidating under one ownership the net¬ 
work of southern railways along the Atlantic coast, these railways 
being amalgamated in 1900 into the Atlantic Coast Line Railrnail 
Company. The Atlantic Coast Line Company, the holding coni])aiiv, 
on June 30, 1906, owned (including cajtital stock subscribed for but 
not fully paid) $25,266,300 out of $50,134,200 of the stock of the 
Atlantic Coast Line Railroad Company, or a little over 50 per cent. 
It also owned $11,500,000 of the bonds of the same company. This 
stock ownership carried with it equities of very' great value. This 
becomes clear when we observe that the Atlantic Coast Line Railroad 
Company owned on the same date $30,600,000 out of $60,000,000, or 
51 per cent of the stock of the Louisville & Nashville Railroad Com¬ 
pany. This latter corporation and its controlling railway, the 
Atlantic Coast Line Railroad Company, were the lessees of the rail¬ 
way properties of the Georgia Railroad and Banking Company; and 
the Louisville & Nashville Railroad Company, jointly with the 
Southern Railway Company, owned 88 per cent of the stock of the 
Chicago, Indianapolis & Louisville Railway Company. The capU.il 
stock of the Atlantic Coast Line Company was reduced in May, 1897, 
from $10,000,000 to $5,000,000 by the issue of certificates of indebted¬ 
ness in lieu of the shares retired. In 1898 the stock was again restored 
to the original amount of $10,000,000 by a stock dividend of 100 per 
cent, representing the accumulated profits. The company had 
outstanding on June 30, 1906, $10,500,000 of stock (e.ccluding $2,100,- 
000 of stock subscribed for but not fully paid) and $13,000,000 of 
certificates of indebtedness. It therefore appears that an ownership 
of slightly over $5,000,000 of capital stock in this holding company 
controlled solely and jointly through ownership and lease a railway 
system of over it,000 miles in e.vtent, with a capitalization of over 
$725,000,000. 

* Adajited from Inlerstate Commerce Commi^i=wn, Special Report No. /, “Inter 
corporate Relationships of Railways in the United States, as of June 30, 1906,” 

pp. 31-34. 
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The accompanying diagram will make clear the more im[K)rtant 
intercorporate relationships of the Allantii Coast Line System. 



V 

Control of or over a corporation means “aliilitv to determine the 
acHuii” of that corporation. Control has been dassilied under eight 
different headings: 

a) Right to possess :dl the [iroperty of the corijoration except 
i's instrumentalities of organisation. 

' Adapted from hilcnUlc Commrne Commisiwn, Spend liiporl So “Inter¬ 
corporate Relationships of Railwa>s in’the United States, as of June 30, 1906, 
pp. IS-16. 
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b) Right to possess all the property of the corporation except its 
instrumentalities of organization, its money, and its choses in action 
other than corporate securities. 

c) Right to possess such portion of the tangible property of the 
corporation as is capable of being employed in discharging its specific 
duties. The principal form of control contemplated under this class, 
as well as under class (A), is the control elTected through lease, class (i) 
differing from class (c) only in the e.xtent of the property and interests 
covered by the contract. 

d) Right to exercise the major part of the voting power attached 
to the shares of stock and other securities of the corporation. 

e) Riglit to name the major part of the board of directors of the 
corporation, whether by virtue of voting trust agreement or by virtue 
of title to securities or otherwise. 

/) Right to foreclose a first lien upon all property of the corpora¬ 
tion. 

g) Right to foreclose a first lien upon a major part of the propertc 
of the corporation. 

A) Right to determine the action of the corporation in a specific 
respect or respects. 

This last class is intended to cover any peculiar forms of control 
not included in the other classes. Under this cla.ss w'ould fall control 
through advances for construction purposes. 

It will be observed that the various forms of control here defined 
may be classified roughly into ownership and lease. 


The American Tobacco Company not only controls the other three 
principal companies named below, but is itself a great manufacturing 
concern, and it also directly controls a large number of other sub¬ 
sidiary companies. 

The American Snuff Company with its subsidiary companies, is 
exclusively concerned with the manufacture of snuff. 

The American Cigar Company, with its subsidiaries, handles the 
cigar business of the Combination, including the manufacture of ordi¬ 
nary cigars, cheroots, and stogies in the United States and the manu¬ 
facture of cigars and cigarettes in Cuba and Porto Rico. 

■ Adapted from the Re fori of the Coirlmissioner of Corf orations on the Tobaceo 
Industry, igog, I, 14-19. 
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The British-American Tol.iacco Company is distinguished from 
the others by being confined to export busincss^and to the manu¬ 
facture and sale of tobacco in foreign countries. 

The American Tobacco Comjiaiiy holds considerably more than 
I majority of the capital stock of the American Cigar and Hritish- 
.Vmcrican companies and over .(o per tent of the stock of the American 
snuff Company. By reason of the fact of cert.iin large individual 
-tockhoMers in the American Smill Company, and by reason of the 
identity of pur[)Oses, the American SnulT Coinp.iny may proiK'ily 
he considered as controlled by the .\nuiiian 'I'ohaico Com|)any. 

Aside from these four principal lompanies, there are iS2 other 
(ompanies in the Combination whiih do business in the United 
Slates, Porto Rico, and Cuba, besides a considerable number con 
trolled by the British-Amcrican Tobacco Company, whii h do business 
ill other countries. In practiially eveiy one of these Si companies, 
a majority of the stock i.s held either by one of the four pi imipal com¬ 
panies or by some company subsidiaiy to them. In a large number of 
cases the entire stock of these sub-idiaiy companies is thus held 
The Combination in buying stocks has apparently sought control 
even more than investment. 

The American Tobacco Company itself controls directly oi 
indiiectly 47 of these subsidiary companies aside from controlling the 
principal subsidiary combinations. 'I'he American SnulT Company 
controls 6 other companies, the Ameiican Cigar Company 26, and 
the Biitish-American Tobacco Comptiny 3, as well as many subsidiary 
companies operating in other count lies. 

The American Tobacco Comjiany, therefore, 'lands in a con- 
tiolling position over the entire Tobacco Combination with its 80 
companies operating in the United .States, Porto Rico, and Cuba. 
The control of the American 'J'obacco Congiany itself rests in a very 
few hands. That company had at the end of 1906 a total capitaliza¬ 
tion of a little over 235 millions, intlmling bonds, but of this capitaliza¬ 
tion only about one-.si.xth—namely, the common stock, amounting 
to a little over 40 millions—has voting power for the election of 
directors for the ordinary management of the business. I he great 
bulk of the common stock is held by members of the directorate 
of the American Tobacco Comjiany and their intimate associates. 
The 28 directors and 4 other stockholders together oun 77 per cent 
of this stock. Indeed, the 10 largest stockholders, 7 of whom arc 
directors, together hold over 60 jier cent, and these to alone can 
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therefore readily dominate the entire Combination. They are J. B. 
Duke (president of the company), A. N. Brady, 0 . II. Payne, P. A. B 
Widener, Thomas F. Ryan, B. N. Duke, G. B. Schley, the bankiri" 
and brokerage firm of Moore and Schley (chiefly as agents for clients), 
and the estates of \V. C. Whitney and W. L. Elkins. 

The total capitalization of all the 86 companies making up the 
Combination in the United States, Porto Rico, and Cuba amounted 
at the end of 1906 to $450,395,890, consisting of about 130 million^ 
of preferred stock, about 183 millions of common stock, and about 
137 millions of bonds. 

C. Other Instruments of Concentration 
284. FORMS OF COMBINATION- 

An outline classification of combinations, then, would run some¬ 
what as the following; 

I. Simple Combinations: 

I. Association (direct combination ol natural persons as in partnerships) 
II. Compound Coml)inations: 

1. Association (the loosest .agreements directly between individual 
meinl)ers of different associations: trade “associations,” some simple 
“agreements,” etc.). 

2. I’edcration (combination of organizations which remain separate and 
retain considerable autonomy: most simple “agreements” and pools) 

3. Consolidation (combination of organizations in which, while mem¬ 
bers m.ay remain nominally separate, direction of business is fused) 

a) Iharlial consolidation; 

(i) Securities holding (direction of business organizations con¬ 
solidated through stock ownership, with separate existcnie 
formally maintained). 

b) Complete consolidation: 

(1) Merger (complete consolidation, members of one business 
organization absorbed by another). 

(2) Amalgamation (complete consolidation, members of two or 
more organizations coalesce to form a new organization). 

From a more strictly economic point of view, all combinations 
may be classed as trade-combinations and industry-combinations. 
The trade-combination is a horizontal or parallel combination, as it 
were, for it rc<aches out and unites org.anizations which are competing 
on the same plane, or in the same trade, or which are in the same 

■ Ad.ipted by permission from L. H. flaney, Business Organization and Com¬ 
bination, pp. 131-32. (The Macmillan Co., 1914.) 
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L'oneral line of business. This has been the most frequent tipe 
■ if combination and the one most inveighed against by the public. On 
the other hand, an industry-comitination is a vertical or sequence 
,oml)ination in that it unites org.ani/ations whirh are on dilTerent 
pl.mes and which represent the successive stages or “trades” within 
,m industry. 

285. K CL.'VSSIFICATION OF AGRKICMKXTS' 

To facilitate an understanding of agreements the following 
attempts at classification are presented: 

A. As U) scope and membership: 

I. Local. 

1. Trade Conditions. 

a) Sellers (with or without s.alcs .agency). 

(1) Manufacturers, growers, etc. 

(2) Wholcs.alcrs or jobbers 

(3) Retailers. 

(4) Wholesalers and rcl.iilers. 

(5) Manufacturers anil jolibers. 

(6) Manufacturers, jobbers, and relailcrs. 

b) Buyers (as under a), iait not so full). 

2. Prices. 

a) Sellers (,as under I, u)), “Factors’ Agreements” included). 

b) Buyers (as under I, b)). 

3. Output, and Prices and Oulput. 

II. -State and National (as under I). 

III. Inmkrnational (as under I, but perhaps not I, i, a), (3), (4), (6))- 

B. ds to methods: 

I. Monopolistic (generally secret). 

1. Gentlemen’s agreement (gener.dly voluntary). 

2. Contract agreement. 

a) Voluntary (with or without a sales association). 

(1) Without forfeit. 

(2) Wbth forfeit. 

(a) Refusing to sell to or buy from violators. 

( 4 ) Boycotting. 

(c) Pledge deposit. 
id) I'ines. 

(e) Use of patents. 

4 ) Involuntary or compelled (with or without sales association, as 
under a)). 

‘Taken by permission from L. H Haney, Business Organization and Com¬ 
bination, p. 148. (The Macmillan Co., 1014.) 
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II. Open. 

I. Gentlemen’s agreement (generally secret and voluntary). 

3. Contract agreement (as under I, a), 
o) Secret, 
b) Public. 

286. THE ORIGINAL TRUST* 

The form of organization that has given them their name “trusts" 
was the one started by the Standard Oil Trust in 1882, afterward 
followed by the Whisky Combination—the Distillers and Cattle 
Feeders’ Trust—and by the Sugar Trust—the American Sugar 
Refineries Company. The plan of that roganization was as follows 
The stockholders of the different corporations entering the combina 
tion assigned their stock in trust to a board of trustees without the 
power of revocation. That board of trustees then held the voting 
power of the stocks of the different companies, and was thus enabled, 
through the election of directors, to control them absolutely. In 
place of the stock thus received the trustees issued trust certificate'- 
upon which the former holders of the stock drew their dividends, 
these being paid upon the certificates regardless of what disposition 
was made of the plants of the different corporations. Owing largely to 
hostile legislation and to the bitter feeling against the trusts abo\e 
named, these trusts, after some adverse decisions of the courts, went 
out of c.'tistence, reorganizing as single corporations in most casc^. 
and none at the present time remain. 

287. POOLS 
A’ 

American experience shows that pools and associations fall into 
one of two broad general classes, i.e., simple pools or mixed pooK 
For example, each of several manufacturers agrees to sell only a certain 
percentage of all the goods sold by the group, or a group of manu 
facturers agree among themselves that they will sell their goods onb 
at certain prices. In either case the pool is simple or simplex accord¬ 
ing to the classification the writer has developed. 

' From the Report of the Industrial Comtnissiony 1900, I, 10. 

•Adapted by permission from \V. S. Stevens, “A Classification of Pools and 
Associations Based on American Expe.rience,” American Economic Review, HI 
(19*3)1 S 4 S-s 6 . 



CONCENTRATION 


733 


Suppose, however, that the group of manufacturers instead of 
doing only one of these two things had agreed to do both. In that 
ca'ic tlie pool or association would no longer be a sintf>!r but a mircJ 
pool. And, as it contemplates two things, i.e., dividing output and 
living prices, it may be termed a duplex pool. Add a third object 
and the pool, still of course a mixed pool, becomes Inpler, and so on 
All these mixed forms, duplex, triplex, and quadruplex pools, arc 
merely varied combinations of the simple or simplex pool which has 
veveii distinct type forms as follows: 

I. Output or traffic division. 

II. Output curtailment. 

111 . 'I'erritorial division. 

I\'. Joint sales. 

V. Price. 

V'l. Clearing house. 

VII. Legitimate trader. 

I. Output or traffic division .—The earliest pools in the United 
.'states, of which there is any (lelinilc ivioid, weie ttiose formed in the 
(ordage industry. So f.ir as the evideiue shows, they were simplex 
pools for the purpose of dividing the output. The first of them was 
organized about i860 and they continued a more or less interiiiilicnt 
existence until the formation of the National (,’oidage Compaiiv 
many years later. The manufacturers met together and divided the 
business of the country according to certain pcrcent.ages. bbadi 
manufacturer was required to make bis.returns monthly to a siipci- 
' isor. If he had exceeded his percentage he was required to pay to the 
supervisor a certain amount per pound to balance the excess. 'I'hose, 
on the other hand, who fell below their percentage allotment drew 
upon the supervisor to make up (he dcfii icncy. 

II. Output curtailment.—The pool curtailing output, cither in 
simple or the mixed form, docs not seem to have been common. 
Its .simple form is shown in the Kentucky Distillers’ Agreement of 
1887. This combination had its origin in the depressed condition 
of the trade which had been |)raclically continuous since a period 
of great overproduction in the earlier eighties. Although expressly 
stating tlic right of every signatory to make as much whiskey as he 
chose, this document provided that it wa,s “for the pecuniary advan¬ 
tage of each” to make only the amount set opposite his name, and 
further imposed a penalty of twenty cents per proof gallon upon all 
whiskey made by any signatory in excess of the stipulated amount. 
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Such money was then to be distributed among those confining thim- 
selves to the production allotted to them. On its face, the agrcenioiK 
thus appears to be for division of output, but such was not in realu\ 
the case. The significance of the agreement can be appreciated oiiK 
when it is known that the amount set opposite the names of the 
various signatories (which does not appear in the text of the original 
agreement) was loo gallons each, an amount so small that no distilli i \ 
could afford to begin operations. It is thus seen that in reality thr 
pool was purely for curtailing output, and did not in any sense cmi 
template a division of output. 

III. Territorial division .—The United Refining Company, org.tii 
ized in the late eighties, dealt in an article which is the product of umI 
tar, a residuum of the gas works, and which is produced whcllu' 
there is any demand for it or not. When a Large surplus aIio\( 
demand occurred in any one section of the country the whole tcndeiii, 
was to “dump” that surplus upon a market in another section where 
there was only a moderate amount available. This tended to dis¬ 
tribute among all the manufacturers the loss occurring through 
surplusage, instead of throwing it upon the party in whose territoi) 
it took place. Such a state of affairs led to a territorial agreemeiil 
Each party to the compact bound itself to confine its trade and sa'c' 
to a definite territory and not to send the surplus above such trade 
and sales elsewhere unless it were required. In event of a largi 
surplusage and no other concern requiring the product, the manufai - 
turer was to destroy it by changing it into pitch, which was accom¬ 
plished through distillation. The pitch was used as fuel and w.o 
also shiijped abroad. The manufacturer retained for himself the 
oils thus secured. 

IV. Joint sales .—Historically the joint-sales pool is nearly a- 
old as the output-division pool. In the former type of organization 
the various manufacturers agree to employ a common sales agciii 
through which agent the products of the combination are marketed 
The first organization of this type was formed in the sixties in tin 
salt industry. 

It is probably evident to the reader that the joint-sales pool nui-t 
by virtue of tire function of joint selling bear a definite relation to 
price. The act of selling implies the fixing of a price, but the method- 
of price determination in pools of this type are significant. Where tlio 
selling agent has full control of the marketing of the product as appear- 
to have been the case with the Michigan Salt .Association, the partio- 
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to the combination have no real Miice in the niatlor of pii. c-. An 
entirely different situation appe.os, Iiowcmt, vhui the nninlHrs of 
the combination eniploeimt the jonit'^aho aitent deteinune tlie 
pii(es at which their a:;ent ^liall '■ell 

V. Price: ■flic irriee pool statieh tails f*u‘ thlinilioii ^iiue the 
majority of people are more familiar with thi^ inamli-tation of 
toinbination than with an\' othei. ft is siirpK’ an oieaiii mIioii fttr 
the purptise of fixint; and cont lulling pi it e-.. lt^ eai he-.t appt aiam e, 
at least in the sim|)le form, sft-ms to lia\e been m the (miipouder 
i'radc Association of the I'nited States, an t)i;;am/atioii ptaftstetl 
Apiil 2(), 1S72, in New A 01k City. The pui|iosc df ilu' tombination 
Has to fix and establmli [rrii es upon poudei tliiomdioiit the rniled 
Slates. Each of ihcseccn patties to the .i;;uemeiit h.i-, entitled to a 
I Cl tain number of votes, d'liiee i oiu ei im ueie .illotled ten \ otes e.u li, 
three others, four voles eat h, ami the l.i,l, si\ \ oies. I he assta i.ition 
was to meet four times a ye.ti foi the imipioe of tdt.ible liiiiy pi u es, A 
"touncil” of live persons was to meet wetkK to adjudu.ite upon tlis- 
. lep.rncies in, and tle\i:itions fiom, pines, 

VI. Clearinghouse. —The siymln .ml ft.itiiretrf the joint-s.iles pool 
IS the einjiloyment of a sales ayent lo m.iiket the piod'.nl. In the 
vise of the cleariipit-Iiouse [tool, on the tonliary, e*t h p.iilv lo the 
tombination letains control of the inaikeliit't of its own piodui t, hIiiIc 
the tentnil oryninization is used simply .is a ileaiiii" house for tin- 
division of the ]irolits realized. Tlie ile.irini; lioiise ni.iy be an imor- 
poratod company or a purely voluntary assot lation. 

Vn. Lcgilmate trader. —For seceral \eais past lliiie h.is been 
noticeable an increasing tenilency tonaid the eliininalioii of the 
middleman in .Vmcrican business life. Alore ami more, peojile are 
endeavoring to supply their w.ants direitly. .\s ihi^ tendenty 
tlevelops, the retailer first finds his means of livelihood im n.ued aim 
the jobber and wholesaler are also able to re,id the handwriting on 
the wall. It is out of this situation that wh.il 1 term the “ l< gitimale- 
trader” association has dec eloped. 'I his t\pc of organiz.ilioii is of 
interest largely because of the striking (ontr.mt between its .urns and 
methods of operation and those ol the ordinary ni.inuf.u tiiiers 
f'ool. The legitimate-trader a.ssoiialion has in ciew one object - 
the confining of the trade lo its (in their view) legitim.ile 1 htiiinel. 
but this will be found to resolve itself into three seiiarate p.trls. (1) to 
prevent shipments from the manufacturer direct lo the lonsumcr; 
fe) to confine the shipments of manufacturers to wliolesders and ol 
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wholesalers to retailers; (3) to confine the trade of the retailer to Iii^ 
legitimate territory. 

To accomplish these ends several methods have been resorted tc 
B' 

The late President Roberts, of the Pennsylvania Railroad, define^ 
a pool as “an association of railroad companies for the purpose of a 
proper division of the traffic at competitive points and the mainte¬ 
nance of equitable rates that may be agreed upon.” A great number 
of other functions, such as the prevention of fraud and the manage¬ 
ment of a clearing house, have in the past been intrusted to tralTn 
associations, which at the same time e.xercised supervision over pooling 

These [roofing agreements to divide com[)etitive traffic mar 
assume a number of different forms. They fall, in the first instance, 
into two great classes, knorni as traffic and money pools, respectively 
The distinction between them is perfectly clear. In a traffic pool, 
the Lake Shore road for instance, is guaranteed let us say, 16 per cent 
of the cast bound dead-freight-tonnage from ( hicago by all its com¬ 
petitors. If its percentage falls for some reason to less than lO, 
enough tonnage is diverted from other roads whose pcrientage is in 
e.xcess of their allotment to make up the difference. A serious objec¬ 
tion to this form of pool is patent. It necessitates the diversion 0! 
freight from one road to another, thereby often running counter to 
the e.xjiresscd wish of the shi[)pcr. ft seems to be proved that the 
amount of such variation from esieddished percentages is usually very 
small, and that there is always enough freight o[)en to shipment by any 
route, without ex|)resscd preference of the .ship])crs, to obviate tlu' 
difficulty. Nevertheless, it must be conceded that this objection is .1 
real one. In order to meet it, the railroads have often preferred 
to organize their pools upon another basis. This second type of divi 
sion is known as a money pool. Under such an arrangement the 
railroads severally guarantee one another a certain percentage of the 
total revenue accruitig, either in gross or net, from the transaction ol 
the business pooled. Under such arrangement the gross or net 
earnings, as the case may be, are divided in certain percentage', 
entirely irrcs[iective of the amount of business which may happen to 
pass over the several litics. This, of course, would be unfair unles' 
some allowance were made for the actual e.xpense of conducting trans- 

* Adapted from the Final Report of 'the Industrial Commission, 1902, XIX 
329-42. 
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portation when the amount o\er a particular road happened to be 
greater than its paiticular alloinunt of eainines would be. Con- 
Mi|uently, it is often customary to .dlou cadi road to handle all the 
nallic which comes to it naluially, but to piocidc that after the 
ilcduction of a certain proponioip mually .jo oi 50 pi 1 nut for actual 
outl.uy the remainder in e.ciao' of Us amued piopoiiion ■'hall he jiaid 
over to other roaiK whose propoilion of business lariied duiinj^ the 
period hapiieils to fall below iheii allolmenl. In older to aicomplish 
this result without friction, the roads ha\e sometimes deposited a 
icrlain sum of money with the diaiiman, subjeii to his diaft. 

[Noir..-- hooline, of the sort heie desinbed, was at its height in 
I lie 70’s and 80’s. Such devices arc not open to the lailio.ids tod.ii | 

2S8. r.-\'i'i';.\'r.s' 

Several manufacturers of h.iiiows, undei v, 11 ions I’niled St,lies 
ji.Uentb, assigned to the Xalional Jlaiiow Co. the p.itents seiei.db' 
ownod by them, together willi good will, agieemg aniuiig other things 
not to be interested in the sale 01 m iiuif.K tuie of sui h li.trrows e\i ejit 
■Is agents or licensees of said < 01 |)oi atioii. 'Idle \, ition.il I f.u row ( 'o 
Issued licenses to the several manuf.u liners, subj'ei t to unifoim terms 
and conditions; its licen.sees maniif.n lined and sold at le.ist go per 
cent of Sikh harrow's made in the tinned M.iles 'l lie liieiises issued 
prohiiiited among other things the uitling of jiinis, and [irovided 
that the licensees should not sell otliei harious tli.iii those authorised 
b\ the licenses. 

'Idle .Standard Sanitary Afauufai luimg Co. and 15 other manu- 
l.uturers of sanitary enameled iioinvare combined in the form of an 
as.sociation. Certain patents for eii.inielmg deciics were issued to 
one W'ayman, secietan'of the association, who issued liien.ses to the 
carious members of the assoi latioii to nianufai tine sin h ware. Prior 
to this such mamifactiiiers weie independent and loinpclitivc. liy 
agreements they sulijected themscKcs to certain rules and regiil.itions, 
among others not to sell tlieir product to the jobbers eciejit at a priie 
iixed, not by competitive tiade loiiditions, but by the decision of a 
committee of six of their number, of which Wayman was chairman, 
and sale zones were established and prices freed in caJi of them. A 
jobber could not obtain enameled ware from any manufacturer who 

* Adapted from United States Itureau of Corjioralions, Iruit Laws and Lnfair 
Competition, 1915, pp. 115-17. 
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was in the coml)ine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber's license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufai- 
turers, and their fidelity to it was secured, not only by trade advan¬ 
tages, hut by a provision for the return of 80 per cent of the royaltie.s 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage¬ 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing ])ower joined the com¬ 
bination. 

289. Tifjc i>l\.\'i;r l>AR'r^'' 

Article XJII of the jielition alleges that— 

Under the auspices of the Coipoi.aion, these interests [steel manu 
facturingl, n.iiur.illy compelilii'e, Iml li.irmimiaed by ihis network of coire- 
lations (interlocking direclorales], and oversli.uluwcd and domin.Ued by the 
power of the Corporation aiising from its pre-eminence in the business and 
the irresistible strength of Us .ilb.uues, come together from time to time, 
find out the views of the Corpor.ition in 1 esf/ect of [irices and output, and all 
that hitherto w.as affected by pools tind f01m.1l agreements, reach a common 
underst.Hiding and purpose, and piocced to carry them out. It is not 
here alleged that merely .a.ssembling and cxch.mgiiig information and 
declaialion of purpose amounts to an agieement or combination in restraint 
of trade These meetings and their results have gone further. \\ hat they 
actually accomplished shows the great and dangerous power achieved by 
the Corpoi.ition through unlawful combin.ition exercised over the Irtnle 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refericd to; that these meetings brought about the maintenance of 
])rires, and accomplished more than did the old pools and agreements 
which were frequently broken. 

The answer admits that re]rrcscntatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings were biought about by the iiifluence-s, or that they 
were held for the purposes, or that they accomplished the results, 

* Itoiii the Stiitcwcni of the Gjac between the United Stales of America and the 
United Stales Steel Corporation a)ui Others in the DiAricl Court of the United States 
for the District of New Jersey, pp. 311-13. 
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illo^ed in the petition. It denies that said meetings or any of them, 
)r Lite manufacturers asscnililcd thcieat, went fiiillicr than the 
nutual exchange of information and of \iews with regard to the 
lU^iness situation, or that what they accomplished showed any great 
)i d.ingerous power achieved hy the Steel Corporation eitlier thiough 
inlawful combination exeu iseil o\er the trade and commerce of the 
iiuntrv' or otherwise. It denies that concerted action was taken by 
aid manufacturers to prevent either fluctuations in piiies or compe- 
ition or that any action taken ;it said meetings has piodiu ed any siu h 
csiilt. It s.ays that the fust of said meetings was held on .\o\ember 
:o, 1007; that the country was then siilTeimg from a scweie linaiuial 
xinic and that the steel nianufac tiiiers tame together for mutual 
onnscl and advice as to the best means of avciling disastrous conse 
|ueii( CS to their industry sir h as had followed ne.iily every other 
lanic that had theretofore oci lined in this country. It .sacs that 
•ud meeting was largely attended; that there was a full esihangc of 
nfoinialion as to the condition of the \arious husiiiesses represented 
,11(1 a frank interchange of \ lews with icgard to the husincss situation, 
hat similar meetings with similai ohjiats followed, hut that luithei 
hen norat any other time was Ihcu' any attempt to reai h aii\ agiee- 
iiciit or understanding with rcspei t to output or ]iiiics nor was there 
,in thing said or done whuh was calculated or intended to suppress 
ompetition or restrain trade. It s.ays that said nieelmgs did not 
iievcnt frequent changes and IliKtuations in pines or competition in 
teel products, but that they did tend to prevent the misundeistand- 
ngs and unfair practices out of whiih h.id giown iic.iilv all the tiade 
lars of the past. 

These meetings have come to be known as the (i.iry dinners. 

290. TK.ADK ,\ss()CI,Vri().\S' 

The remarkable growth of traile iat ions makes this form of 
o-operation of especial imjiorlaiK e in the consideration of IcgisI.rtion 
gainst restraint of trade and unfair competition. trade associa- 
lon is an efficient means by wliii h those engaged inde[)eiideiitly in a 
'articular line of trade may redress wrongs and improve conditions 
hrough collective action. It is capable of .symhohzing the highest 
leals in trade, or of expressing that which invites the odium of |)uhlic 
ensure and legal penalty. Directed within legal limits and along 

' Adapted from United Sutes Bureau ijf Corporations, Trust Laws and Unfair 
'ompetition^ igiS, pp. 705-14. 
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was in the coml)ine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber's license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufai- 
turers, and their fidelity to it was secured, not only by trade advan¬ 
tages, hut by a provision for the return of 80 per cent of the royaltie.s 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage¬ 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing ])ower joined the com¬ 
bination. 

289. Tifjc i>l\.\'i;r l>AR'r^'' 

Article XJII of the jielition alleges that— 

Under the auspices of the Coipoi.aion, these interests [steel manu 
facturingl, n.iiur.illy compelilii'e, Iml li.irmimiaed by ihis network of coire- 
lations (interlocking direclorales], and oversli.uluwcd and domin.Ued by the 
power of the Corporation aiising from its pre-eminence in the business and 
the irresistible strength of Us .ilb.uues, come together from time to time, 
find out the views of the Corpor.ition in 1 esf/ect of [irices and output, and all 
that hitherto w.as affected by pools tind f01m.1l agreements, reach a common 
underst.Hiding and purpose, and piocced to carry them out. It is not 
here alleged that merely .a.ssembling and cxch.mgiiig information and 
declaialion of purpose amounts to an agieement or combination in restraint 
of trade These meetings and their results have gone further. \\ hat they 
actually accomplished shows the great and dangerous power achieved by 
the Corpoi.ition through unlawful combin.ition exercised over the Irtnle 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refericd to; that these meetings brought about the maintenance of 
])rires, and accomplished more than did the old pools and agreements 
which were frequently broken. 

The answer admits that re]rrcscntatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings were biought about by the iiifluence-s, or that they 
were held for the purposes, or that they accomplished the results, 

* Itoiii the Stiitcwcni of the Gjac between the United Stales of America and the 
United Stales Steel Corporation a)ui Others in the DiAricl Court of the United States 
for the District of New Jersey, pp. 311-13. 
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j. Fixing the channels of ir.ulc, opposition to "direct sc'llitig"; iht 
■irregular” dealer. 

4. Umforni terms. 

5. >farketiug and other eo o]ci,ili\e acsin i.ttinns. 

6. Standardising inatcrials, pi'ne .'e^, or pruducts 

7 . Standard cost actoinning. 

8. Improving proicsses or proiliiu, tecliimal artnaieb. 

I). Credit bureaus. 

to. Collection agencies, 
ti. TralTic mailers. 

12. Labor matters. 

ij. Fmtrloyment liureaus and i Kmi.uu e c.nds 
t4. :\[i{>ieiuiceslii{) and ir.ule ed ii ahun 

15. Legislative activities 

16. Supplying insuraiiie to metiibers. 

17. Foreign trjtde. 

18. Pnbiieations. 

See oho 254 IL Coiiccfdiati'iii in Mukciing 

3<Sfi. Control bt koluiil.ii t .As-an lalnms 



291. SOME METHODS OI' ('f )\S( )[.1D.\ [ IO\ AMON(, 

D i.s iiri]>ortUnl to rop'.idc j nf Hjc niflliorH l^y u)jnh Hus** 
JonsoliHalious Inive lukvit \iUiv. I m:vy kc (fi'tjKifil as» ln'.i, 
41 dial purdiiL-^o or ouncr liip if) Kr, si('<*n<iK\ UMUjisiihui Ly 
t)ijri]]\, storkhokling foJitfol, and fomtlily, rjiinojjl'.' ji'drcNmi.ii hjji 
111 

Atfiiul purcIhise.-^A^ ]1lu^l lalive of the Jiirtliod ai i un'olidaHon 
and pvtcnsion liy acUial juinhaMf, wo niay iiwtafKt' fjtiiji ulaily itn‘ 
■ riH-sof the Chicago, liurliiigloii Huiruy <\W to Hie N'liHiotii Ha* in* 
and (ireat Xurthern railroad'' j^arjlly, of Hic J.akc Shi(rr t*> Hie \(’u 
^ ork CcTilral; of the Central kLLLlrL>ai] of \rw Jrrsi-v U' ihr KiMdm;;. 
and of llio Mobile & Ohio Lo the Siuilhcrn Eaih.av In tlie In-i 
ihicc of those we have the pLir<. ha-.-[‘ ((hi led Ijv an e\* Lange bi*nds 
the purchajiing conipanv for tlic '•toi.k of tlie road a(f|niicd. i Ihk. 
for tnslance. stockholder^ of the liurlingloii marl rei ei\<' U>y iLni hold¬ 
ing'. twite the value at par in a l^er tent bonds, guarantei-d j^|J^Jtly (a 
the Northern ratific and the (ireat NorMu rn raihoads. "1 lie san.t 

^ Adiipled trfiiTi the Fitta! f/o^t ifif' IinJti\!rial (19^?. \IX 

* 
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was in the coml)ine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber's license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufai- 
turers, and their fidelity to it was secured, not only by trade advan¬ 
tages, hut by a provision for the return of 80 per cent of the royaltie.s 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage¬ 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing ])ower joined the com¬ 
bination. 

289. Tifjc i>l\.\'i;r l>AR'r^'' 

Article XJII of the jielition alleges that— 

Under the auspices of the Coipoi.aion, these interests [steel manu 
facturingl, n.iiur.illy compelilii'e, Iml li.irmimiaed by ihis network of coire- 
lations (interlocking direclorales], and oversli.uluwcd and domin.Ued by the 
power of the Corporation aiising from its pre-eminence in the business and 
the irresistible strength of Us .ilb.uues, come together from time to time, 
find out the views of the Corpor.ition in 1 esf/ect of [irices and output, and all 
that hitherto w.as affected by pools tind f01m.1l agreements, reach a common 
underst.Hiding and purpose, and piocced to carry them out. It is not 
here alleged that merely .a.ssembling and cxch.mgiiig information and 
declaialion of purpose amounts to an agieement or combination in restraint 
of trade These meetings and their results have gone further. \\ hat they 
actually accomplished shows the great and dangerous power achieved by 
the Corpoi.ition through unlawful combin.ition exercised over the Irtnle 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refericd to; that these meetings brought about the maintenance of 
])rires, and accomplished more than did the old pools and agreements 
which were frequently broken. 

The answer admits that re]rrcscntatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings were biought about by the iiifluence-s, or that they 
were held for the purposes, or that they accomplished the results, 

* Itoiii the Stiitcwcni of the Gjac between the United Stales of America and the 
United Stales Steel Corporation a)ui Others in the DiAricl Court of the United States 
for the District of New Jersey, pp. 311-13. 
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tffure corporate control, or it may ser\e merely for pui-jmses of 
iineslment. 

The distinction between actual purchase or ab-.orplion of one 
road bv another and of mere contiol by slov kholdiiip's lies in the fai l 
tliat in the latter case a bare majority of the stock, and in some cases 
e\en less, is necessary. It is a well-known fact that a relaticeh 
-mall but compact minority of stoi kliolders can exercise a dispio 
poilionate influence upon corporate i>oh< y. For this leason ihe 
inxestment necessary by one road in the sec unties of another may be 
\erv considerably diminished, at the same time all pinposes of contiol 
lieiiiR cfrcctindly attained. 

Community of inkre'it .—The consolidations of iScj.) looo liaxe 
yicen rise to a new phase of railroad policy, novel alike both in tin- 
country and in Europe. This policy, denoted as either co'nimiinty of 
interest or community of ownership, is notliin^; iiioie nor le-s than 
cllic lent representation by one railroad upon the diicc loi.iie of .mother, 
rills reprc.sentation, intendc-d to alTec l the policy of the junior c om- 
panv, may represent actual control or merely a minoiUy inteiesl, as 
Ihe case may lie. Its objects at tlie same time may vary all the way 
from the entire elimination of the disturbiiij^ element of a rate-c iiltinp' 
road, to the maintenance of harmonious railroad policy between :i 
number of rivals. 

292. UNFAIR .MK'IHODS OF CO.MlTlTlTKtN- 

Since the methods ol competition arc of inimilc variety, it is obvi- 
ou-lv impossible to specify all that may be rcyMrdcil .is unfair. I lie 
following list is believed, however, to coxcr most of the nietliods that 
ha\ e been so condemned by ei onoinists and publicists and have lliiis f.ir 
attained any considerable iin|)c)itancc. Nut every method lifted will 
' em unfair to all people, or [icihaps to nio-t. Sometimes, indeed, 
ccimplaint is noted of two lines of conduc t, one of whic h is the oiip'csite 
of the other. Fixing resale prices and cutting li.xed resale prices, 
(Iclining the channels of trade and refusal to observe defined chan¬ 
nels, each is felt as injurious by one group or another, and is therefore 
condemned by it as unfair. 

Local price culling.^'\'\\c iniyers of most arlic Ics are more numer¬ 
ous than the sellers, and a reduction of the price seems to benefit more 
people than it injures. In general, therefore, it is naturally regarded 

' Adapted from United States liurcag of Concorations. Triai ami L'afai, 
Competition. 1915, pp. 5lo-*3i* 
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as a public benefit. But a large corporation may cut its prices below 
cost till its competitors are destroyed, and then recoup its losses l)\ 
making its prices higher than before. It may make its reduction onh 
in localities reached by a certain competitor which cover but a sm.il! 
part of its own field, and .so may constantly secure a profit on its total 
business, while the competitor meets ruinous losses. The ultimate 
result of such a process is high prices, based upon a practical monopoK 

One-commodity price culling. —A company that sells several braniT 
or several articles can cut the price of one article or brand and still 
make a large profit on its business as a whole, while destroying the 
profits of competitors whose line is less varied. A brand on whiih 
the price is cut in this manner is often called a “fighting brand.” 

Price reduction in general. —Any reduction of price is often fell 
to be unfair by manufacturers and dealers who are interested in main 
taining a higher price. 

Use of trading stamps, coupons, and the like. —The American 
Tobacco Co. has made effective use of the coupon or piemium system 
—giving with cadi package of certain goods a coupon, tag, or other 
mark, redeemable in “premiums.” The system is said to lend itscll 
readily to local price discrimination, and to be C'-pedally effective in 
making sales because it enlists the interest of the whole family in the 
kind and quantity of tobacco consumed by the user. For years the 
business of the tobacco combination along this line was so great tlul 
it maintained a separate corporation to redeem its coupons. It m 
alleged that a small company cannot effectively compete with a large 
one in u.sing the premium system, and that this system tends towaid 
monopoly under present industrial conditions. It has therefore come 
to be widely condemned as unfair. 

Pxccssivc credits. —The report of a former Commissioner ol 
Corporations on the International Harvester Co. critici/ed the long 
credits given by that company on certain kinds of farm machinery, 
and said: 

There is a very general complaint from competing manufacturers, 
especially the smaller concerns, that the International Harvester Co. uses 

these long credits as a means of wresting trade from its rivals. 

There is no doubt that the smaller competitors of the International Har¬ 
vester Co. find this situation very dillicult to meet, because their financial 
resources are generally inadequate to do business in that way. 

Reductions of price for quantity. —It is usually admitted that large 
buyers should have lower prices than small buyers, but persons 
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■aIu) admit this sometimes complain that the actual differences are 
unfairly large. 

S/>ecial advantafies in Iraii^portation {rebates, e/c.).—In sc\eral 
i.ulu-,tries the dominant producers control the only nr the he.st a\ail 
uMe means of transjiortation. Tor anthiai ile coal, the lontiol of the 
inmes rests in the same hands as the control of the r.iilro.icK o\ei 
,\liich it is Iniuled to market. A more nides|)re,td condition is rale 
discrimination in favor of powerful interests on puhlic means of 
tr.uispoi ration \vhi( h they do not dire: lly contiol 

Fixing resale prites. —Viwix'g of res,tie prices liy inaniifac timers is 
legarded by some as an unf.iir method of lonliollmg the maiket 
I In the other hand, some hold that lefusal to adlieie to res.ile piues 
lixeil by manufai turers is unfair. I.ouis I). lirandeis is one of the best 
known advocates of this position. Ife sa\ s th.it to sell .in .uheili e.| 
,11 tide below its re,giilar prii e ‘‘is not oid\ unf.ur, but it is in effei t ,i 
'kinder of the reputation of the aitn le.” .\ (li'ii.utment stoic m.ikes 
,i leader of such an article, he sacs, anil thereby rums the ti.ide in it. 

I he small stores will cease to sell it when they cannot sell it at a piolil, 
.111(1 then the department stoics will drop it also when it has lost its 
i.iliic for advertising purposes. 

Bogus independents.- popular feeling against monopoly is so 
strong that many people dislike to buy from a trust I’indeni met 
therefore like to avoid the appearance of monopoK, howexer mm h 
they desire the substance. So they sometimes lu.iml.iin sep.iiale 
organizations to simulate comjietition, and to sei ure the trade ol 
persons who would avoid them if the facts were known. 

Exclusive-dealing requirements.-—Vxxvicdul companies can often 
iniretisc their power by discrimin.iling ag.iiii'l pemon-. who buy 
from their competitors. 'I'hc disi rimination may take the form of 
li.ghcr prices, or the form of refusal to sell at all. I’erhaps the best 
known case is that of the United Shoe M.u hinery C.o. wliu h le.ises cer¬ 
tain of its machines on the condition that the lessee forfeits his light 
to use them if he uses an\' similar mticlunes made by others. 

Full-line forcing. —This consists in a requirement that s[)ci ie< 
goods be handled on pain of refusal to furnish cert.iin other goods or 
to give certain discounts or other favorable terms. It is often called 
full-line forcing, because a manufacturer of a particular biand of 
goods which is specially desired may insist that all his other goods, 
for which there is no special preference, shall be taken in lieu of those 
of rival makers as a condition of obtaining supirhes of specially desired 
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goods, thus attempting to force the dealer to handle the “full line" 
of the manufacturer. 

Inducing breach of contract .—Complaints have been made li\ 
manufacturers of harvesting machinery, both against the salcsun 'i 
of the International Harvester Co. in its earlier years and against tlio r 
of various companies before that company was formed, that they madi 
a practice of following up their competitors and inducing far.niei. 
back out of orders they had given. 

Entiument of competitors’ employees .—Accusations are not in¬ 
frequently made of attempts to entice away important emploMis 
for the purpose of embarrassing a competitor’s business. In tin 
celebrated case of People v. Everest, a prosecution of certain persom 
alleged to have acted in the interests of llic Standard Oil Co., it was on. 
of the ground^ of complaint that they had ((inspired to entice certaii 
skilled employees from the Buffalo Lubruating Oil Co., particulaiK 
.\lbert Miller, superintendent of the (onslruetion of its work, ami 
the only man in the company able to su|)erintend the manufailiin 
of oil. 

Espioitot^c by corruption and bribery.—A part of the “rc.strami 
upon unfair competition” which the independent tobacco inanii 
facturers asked the court to impose on the new (orporations into wlm li 
the tobacco combination was di.s.solved was that. “Each corporation 
which is to carry forward any part of the manufacturing busine.ss ol 
the trust should be restrained .... fiom espionage on the busiiie ' 
of any competitor, cither through bribery of any agent or emplo}e(‘ 
of such competitor or obtaining information from any United State- 
revenue official.” 

Secret commissions .—The widespread practice of giving com¬ 
missions and making gifts to persons who make purchases for others, 
including domestic servants, buyers for department stores, purrhasin.g 
agents for railroads, and others, has been complained of as unfaii 
competition. 

The practice of giving “premiums” or commis.sions to salesmen 
of wholes,ale dealers, and so inducing them to push one manufacturer's 
goods at the e.xpense of others, is said to be condemned as an “ unfair 
prticticc” by salesmen who have profited by such premiums, even 
while they deny any element of underhandedness on their own 
part. 

filisrepresenling competitors. —"J'his may take the form of misrepre¬ 
senting the com.pctitor’s goods, or his character, responsibility, or 
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business methods. Complaint of such methods has in past times been 
nude by persons in the harvesting machine business. Mail-order 
lumber houses have complained that the members of retail lumber 
dealers’ associations, in their efforts to drive the mail-order houses out 
of business, have made systematic use of misrepresentation. 

Abuses in advertising. —Complaints under this head relate to two 
different practices—deceptive advertising and ewessive advertising. 
Deceptive advertising is notso dillerentin prineiiile from otherforms 
of misrepresentation or cheating. “Oecradverlising,” however, has 
been condemned also as one of “ the acts which wicked ingenuity has 
devised .... to drive others out of business and exclude them from 
the free right to trade.” The point is that advert ismg takes money, 
and that extraordinary financial resources give an advantage wlm h 
has no relation to any superiority of ]irodncts or service, and which is, 
therefore, felt to be injurious to the public, and so unfair. 

Passing of goods for those of aiiolhcr.- I'his signihes any method 
lending to confuse one person's ])rodurt with another’s so that a 
customer buys, or may buy, under a mistake as to whose goods he is 
getting. No other practice, perhaps, has been so often called unf.iir 
Competition in the law of Knglish-S[)caking peoples. 

Shutting of competitors’ credit—'V\\\s may take many forms. 
Pressure may be exerted on banks and capitalists to refuse loans. A 
representative of a farmers’ co-operative organi/ation complained that 
a co-operative warehouse at Memphis, storing cotton and making 
advances on it, had been subjected to a financial boycott of this kind. 
An attempt may be made to throw a rival comiiany into a receiver¬ 
ship, or insinuations injurious to credit may be made. A mail-order 
lumber company complained that it h.ad been attaiked with such 
insinuations by the retail lumber dealers’ associations. 

Shutting of materials, supplies, or machines from competitors. 
The complaints under this head iiresuppose something in the nature 
of a monopoly; without this the alleged injury could not be inllicted. 
It may be a legal monopoly, as one based upon patents or on the 
ownership of practically the whole supply of a natural resource, or it 
may rest on a practical monoixtly of an industry without such a 
definite legal guaranty. 

Acquiring stock in competing companies for purposes of reducing nr 
destroying competition.—A large company sometimes obtains an inter¬ 
est in a competitor without obtaining control, and uses its interest to 
destroy or injure it. Persons interested in the United States Pipe Line 
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Co., which had been formed by the independent refiners and crudo-di: 
producers to transport both crude and refined oil, complained th.i' 
the Standard Oil Co. obtained an interest in it with such ends in viev, 

Wrongful aiid malicious suits. —It is often not easy to deterniiiu 
how far suits are malicious and how far they are merely proper effort- 
to maintain supposed rights. There is in most cases, of course, grouinl 
of suit. Often it is an alleged infringement of patent. Among the 
“unfair means’’ by which the National Cash Register Co. was accused 
of restraining trade in the indictment brought against its officers in 
1912 was this: That it brought suit against competitors and again-t 
purchasers of their machines, alleging infringement of patent rigitl-, 
when it knew that no patents existed by which such suits could lie 
sustained. 

Iutimidalion. —While threats are often a separate basis of com- 
plaint, they are in general only subsidiary to actual injuries. Threat- 
are a()t to he clTective only as the power and the disposition to injun 
are actually manifested. 

Fixing channels of trade. —Retailers feel thennsclves aggrieved if 
wholesalers sell to consumers, and often endeavor to stop it. In 
many townis, it is said, wholesale grocers understand that they will 
he boycotted if the retailers catch them selling to consumers. The 
retailers feel that they are only taking proper action to restrain com- 
petition which they regard as unfair. 

D. The Trust 

293. FORCES MAKI.MG FOR COMBINATION’ 

First, then, the driving forces. Beioming clearly apparent ahoiil 
1890, there was a marked decrease in tlie opportunity for speculative 
gains along the old lines. Formerly theie had been a wide, uncertain 
field of natural resources to be exploited, and great prizes were drawn 
from physical environment. Now this field has been narrowed down 
and become pretty definitely known. The tillable public lands are 
gone; the gold, coal, iron, and copper mines are exiiloited, and so with 
the forests; the railway map requires little revision. Consequcntlc 
the old o|)portunities for great gains through e.xploiting such liekF 
have rapidly diminished. This fact, when coupled with the desire 
for gain through the employment of a greatly increased fund of 
capital and a multiplied labor force, impelled industrial leaders to 

'Adapted by permission from L. H.'Haney, Business Organization and Com 
binaiion. pp. 134-38. (The Macmillan Co., igi4.) 
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new fields, such as existed in control of manufacturing industrc’ 
through combination. 

.\t the same time, a de\'clo])menl in tlie rhat.u icr of nuiikets ami 
ljusincss risks which had long been unfolding came to a head. .■\s 
markets became more truly continent-wide, or world-wide, that part of 
production which consists in moving goods from plate to place and 
holding them from time to time became more important, and the 
condilions of exchange seemed to dominate the tcchnictil (onditions of 
manufatiure, etc. Business risks arising from changes in e.xpenses 
atid prices came to bulk larger in comptirison with lediniml pr()blems. 
N’ow the way to control the business situation, tind reduce the lisks of 
esthanges which involve widely seiiar.ited pi.ices .mil time, is to com¬ 
bine the direction and management of the t.irious ;>roducers. 

But doubtless the most actiee impelling force w.is the incretismg 
severity of competition. In the days before the Civil War, business 
was on a relatively small scale. There was gener.illy a close ])erson.il 
relation between producer and consumer, and less spec iali/alion 
existed. Capittil, too, was relatively less important, and this was 
notably true of fixed and spedah/.ecl cajiital, so that the danger of 
great loss was less. As a result of such conditions, competition was 
less inlensc. But with modem large-scale capil.ili-lie production, 
competition often becomes cut-throat and intensely wasteful. 

No much for the more important driving or imjielling forces On 
the other hand, certain conditions invited comhiiiation, the heikanine 
conditions. Thus, in the potential gains to be sc'curccl by n giil.iting 
prices and trade conditions, the obverse of thedriving force ol intense 
Competition was to be seen. Tven at low [irices, if economies could 
he effected, there was still an oi>portunity for gain. .More jiarticu- 
larly characteristic of the lime, however, was an almost conscious 
realization of the |)ossibililies of profits on a large-scale iirodui lion of 
the common necessities of life coal, ice, lumber, nails, meat, salt, 
tobacco, sugar, etc. Captains of industry arose who stiw, first, that 
great ])rolils might be made by selling large riuantities of sui h 
products even at a small gain [ler unit; and second, that in selling 
such things monopoly would have great power because the demand 
lor them does not fall off rapidly when prices are raised or kept up. 
Both of these visions w’ere liased on the width of tin; market or the 
inelastic character of the demand for such nccess<'iries. 

A distinct feature of this phase of the matter was formed by the 
larilT protection alTorded to these industries. 1 hough excepting 
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Co., which had been formed by the independent refiners and crudo-di: 
producers to transport both crude and refined oil, complained th.i' 
the Standard Oil Co. obtained an interest in it with such ends in viev, 

Wrongful aiid malicious suits. —It is often not easy to deterniiiu 
how far suits are malicious and how far they are merely proper effort- 
to maintain supposed rights. There is in most cases, of course, grouinl 
of suit. Often it is an alleged infringement of patent. Among the 
“unfair means’’ by which the National Cash Register Co. was accused 
of restraining trade in the indictment brought against its officers in 
1912 was this: That it brought suit against competitors and again-t 
purchasers of their machines, alleging infringement of patent rigitl-, 
when it knew that no patents existed by which such suits could lie 
sustained. 

Iutimidalion. —While threats are often a separate basis of com- 
plaint, they are in general only subsidiary to actual injuries. Threat- 
are a()t to he clTective only as the power and the disposition to injun 
are actually manifested. 

Fixing channels of trade. —Retailers feel thennsclves aggrieved if 
wholesalers sell to consumers, and often endeavor to stop it. In 
many townis, it is said, wholesale grocers understand that they will 
he boycotted if the retailers catch them selling to consumers. The 
retailers feel that they are only taking proper action to restrain com- 
petition which they regard as unfair. 

D. The Trust 

293. FORCES MAKI.MG FOR COMBINATION’ 

First, then, the driving forces. Beioming clearly apparent ahoiil 
1890, there was a marked decrease in tlie opportunity for speculative 
gains along the old lines. Formerly theie had been a wide, uncertain 
field of natural resources to be exploited, and great prizes were drawn 
from physical environment. Now this field has been narrowed down 
and become pretty definitely known. The tillable public lands are 
gone; the gold, coal, iron, and copper mines are exiiloited, and so with 
the forests; the railway map requires little revision. Consequcntlc 
the old o|)portunities for great gains through e.xploiting such liekF 
have rapidly diminished. This fact, when coupled with the desire 
for gain through the employment of a greatly increased fund of 
capital and a multiplied labor force, impelled industrial leaders to 

'Adapted by permission from L. H.'Haney, Business Organization and Com 
binaiion. pp. 134-38. (The Macmillan Co., igi4.) 
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'.vhile keeping them up elsewhere. In so far as the corporate form 
I mild be used to minimize legal responsibility, it also facilitateil 
,ombination. _ 

See also 136. Types of Business Organization. 

171-175 on Indirect Costs and Social Control. 

252-258 on Large-Scale I’loduction. 

275-292 on Instruments of Concentration 

345. What Firm Shall Survive Within an Industrv' ? 

347. What Marketing Methods Shall Survive? 

350. Competition Faulty as a Regulator of I’lices. 

2Q4. CONCENTRATION AMONG THE RAILROADS (i9o6)' 

[The following table shows the extent to which railway securities, 
both stocks and bonds, arc held by other railway com]ianies. These 


l'.\K VALUES. RAILWAY SECUKI'fllCS AND HOLDINGS, JUNK 30, lyoti 
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■ Adapted from Interstate Commerce Commission, Special Report No. t, “Inter.. 
corpo.-»ie RelationshiDS of Railways io tlic United Slates as of June 30. igoO, 

l>p. 44-48. 
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data may be supplemented by a statement showing the rapid increase 
of mileage under single operating control. Down to 1870, 700 to 
1,000 miles was regarded as the maximum for efficient operation under 
one management; by 1890 this had increased to 5,000 miles; by 1898 
to 10,000 miles; and by 1900 to 15,000 to 20,000 miles.] 

A final word of explanation seems nccessaiy as to the use of the 
term “in the hands of the public.” This investigation has had to do 
solely with the holdings in railway securities by steam railway com¬ 
panies, and it has, therefore, been necessary to regard all securities 
not held by steam railway companies as “in the hands of the public." 
ft is recognized that large amounts of securities are held by corpora¬ 
tions and by individuals so closely identified with other railwa;. 
corporations that such securities are not in the hands of the public iji 
any real sense, but should properly be regarded as the holdings of those 
railways with which such corporations and individuals are associated 
It must be obvious, however, that any attempt by this office to intei- 
pret the statistics in this manner would have resulted inevitably 111 
difficulties which could have been removed only by arbitrary methocb 
.All that can be done is to introduce this word of e.xplanation iii 
order to guard against the danger of an improper use of the result' 
oljtaincd. 

29s. CON TROL OF MONEY AND CREDIT 
(AN ACCU.S.ATION)' 

If by a “money trust” is meant- - 

an esiablishcd and well-defined identity and community of interest between 
a few leaders of fmance wliicli has been created and is held together through 
stockholdings, interlocking directorates, and other forms of domination 
over banks, tiust companies, railroads, public-service and industrial corpora 
lions, and which has resulted in a vast and growing concentration of control 
of money and credit in tlie hands of a coinjiaratively few men— 

your committee has no hesitation in asserting as the result of it' 
investigation up to this time that the condition thus described exist' 
in this country today. 

This increased concentration of control of money and credit has 
been effected principally as follows: 

First, thiough consolidations of competitive or potentially com¬ 
petitive banks and trust companies, which consolidations have in turn 
been brought under sympatlietic management. 

‘ Adapted from the Report oj the Committee to hmstigate the Concentration of 
Control of Money and Credit, February 28, 1913, pp. SS'Sb, I 30 " 33 . 
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Second, through the same powerful interests becoming large stock¬ 
holders in potentially competitive banks and trust companies. This 
IS the simplest way of acquiring control, but since it requires the 
largest investment of capital, it is the least used, although the recent 
investments in that direction for tliat aiijiarent purpose amount to 
tens of millions of dollars in present market values. 

Third, through the confederation of potentially com|)etitive banks 
and trust companies by means of the system of interhKking direc¬ 
torates. 

Fourth, through the inlluencc which the more itoweiful banking 
liouses, banks, and trust companies have set tired in the managenn iit 
of insurance companies, railroads, prodm ing and trading loipoi, uions, 
and public utility corporations, by means of stockholdings, voting 
tilists, fiscal agency contracts, or representation upon their boaids 
of directors, or through supplying the money re(|nirements of railua\. 
industrial, and public utilities corportitions and thereby being enabled 
to participate in the determination of their financial and business 
policies. 

Fifth, through partnership or joiiit-acionnt arrangements between 
a few of the leading banking housi s, banks, and trust companies in 
the purchase of security issues of the great inteistate corporations, 
accompanied by understandings of recent growth sometimes called 
“banking ethics” which have had the effect of cffeclnally desliin ing 
competition between such banking houses, banks, and trust comiianies 
in the struggle for business or in the purchase and sale of large issues 
of securities. 

The parlies to this combination or understanding or community 
of interest, by whatever name it may be called, may be convenienllv 
classified, for the purpose of dilTcrentialion, into four sejiarate 
groups. 

First: The first, which for convenience of statement we will i.ill 
the inner group, consists of J. P. Morgan & Co., the recogni/cd 
leaders, and George F. Baker and James Stillman in their individual 
capacities and in their joint administration and control of the First 
National Bank, the National City Bank, the National Bank of Com¬ 
merce, the Chase National Bank, the Guaranty Trust Co., and the 
Bankers Trust Co., evith total known resources, in these corporations 
alone, in excess of $1,300,000,000, and of a number of smaller but 
important financial institutions. This takes no account of the 
personal fortunes of these gentlenlen. 
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Second: Closely allied with this inner or primary group, anfl 
indeed related to them practically as partners in many of their largi r 
financial enterprises, are the powerful international banking houM - 
of Lee, Higginson & Co., and Kidder, Peabody & Co,, with thru 
affiliated banks in Boston-the National Shawmut Bank, the Firi 
National Bank, and the Old Colony Trust Co.—having at least mou 
than half of the total resources of all the Boston banks; also \vii!i 
interests and representation in other important New England finaiu i.il 
institutions. 

Third: In New York City the international banking house of 
Messrs. Kuhn, Locb & Co., with its large foreign clientele and con¬ 
nections, whilst only qualifiedly allied with the inner group, and onb 
in isolated transactions, yet through its close relations with tin 
National City Bank and the National Bank of Commerce and other 
financial institutions with which it has recently allied itself has man\ 
interests in common, conducting large joint-account transactione 
with them, especially in recent years, and having what virtualK 
amounts to an understanding not to compete, which is defended 
as a principle of “banking ethics.” Together they have with a 
few exceptions pre-empted the banking business of the importani 
railways of the country. 

Fourth: In Chicago this inner group associates with and make-, 
issues of securities in joint account or through underwriting participa¬ 
tions primarily with the First National Bank and the Illinois Trust 
and Savings Bank, and has more or less friendly relations with tiu 
Continental and Commercial National Bank, which partiegrates at 
times in the underwriting of security issues by the inner group. These 
are the three largest financial institutions in Chicago, with combined 
resources (including the two affiliated and controlled State institutions 
of the two national banks) of $561,000,000. 

Radiating from these principal groups and closely affiliated with 
them arc smaller but important banking houses, such as Kissel, 
Kinnicut & Co., White, Weld & Co., and Harvey Fi.sk & Sons, who 
receive large and lucrative patronage from the dominating groups and 
arc used by the latter as jobbers or distributors of securities the issuing 
of which they control, but which for reasons of their own they prefer 
not to have issued or distributed under their own names. Messrs. Lee, 
Higginson & Co., besides being partners with the inner group, are 
also frequently utilized in this service because of their facilities a' 
distributors of securities. 
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Beyond these inner groups and subgroups are banks and bankers 
ibroughout the country who co-operate with them in undoneriting 
or guaranteeing the sale of securities otTered to the public and who also 
act as distributors of such securities. It was inipossiMe to learn tlie 
identity of tliese coqtoratiun^, owing to llie unwillingness of the 
members of the inner group to disclose the names of their underwriters, 
but sufficient a]>pears to justify the sUteinent tli.it there are at least 
hundreds of them and that they ectenil into many of the cities ihiough- 
out this and foreign countries. 

The patronage thus proceeding from the inner group and its sub¬ 
groups is of great value to these banks and bankers, who arc thus tied 
by self-interest to the great issuing houses and may be regarded as a 
part of this vast financial organization. Suilt patron.ige \ii lds no 
inconsiderable part of the income of tluse banks and bankers and 
without much risk on aicount of the f.i< ihties of the i>rini ipal gioups 
for placing issues of securities through their doin'n.it ion of great 
banks and trust comixinies and theii other domestic affiliations and 
their foreign connections. 

It can hardly be e\|)ected that the banks, trust companies, and 
other institutions that are thus seeking partii ipations from this inner 
group would be likely to engage in business of a iharacter that would 
be displeasing to the latter or that would interfere with their plans 
or prestige. And so the protection that can be ofTered by the niemiiers 
of this inner group constitutes the safest refuge of our great iiidiislrial 
lombinations and railroad systems against future tompi luioii I he 
powerful grip of these gentlemen is upon the throttle that controls 
the wheels of credit and upon their signal tliose wheels w ill tin u or stoji. 

Through their power and domination over so mans of the largest 
linancial institutions, which, as buyers, umlerwi iters, distributors, or 
investors, constitute the principal first outlets for security issues, 
the inner group and its allies have drawn to themselves the bulk of the 
business of marketing the issues of the greater railroad, jirodui ing and 
trading, and public-utility corporations, which, in conseiiucnce, have 
no open market to which to appeal; and from this position of vantage, 
fortified by the control exerted by tlicm through voting trusts, re]>rc- 
sentation in directorates, stockholdings, fiscal agencies, and other 
relations, they have been able in turn to direct the deposits and 
other patronage of such coqiorations to these same fmamial institu¬ 
tions, thereby strengthening the instruments thiough which they 
work. 
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Second: Closely allied with this inner or primary group, anfl 
indeed related to them practically as partners in many of their largi r 
financial enterprises, are the powerful international banking houM - 
of Lee, Higginson & Co., and Kidder, Peabody & Co,, with thru 
affiliated banks in Boston-the National Shawmut Bank, the Firi 
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in isolated transactions, yet through its close relations with tin 
National City Bank and the National Bank of Commerce and other 
financial institutions with which it has recently allied itself has man\ 
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with them, especially in recent years, and having what virtualK 
amounts to an understanding not to compete, which is defended 
as a principle of “banking ethics.” Together they have with a 
few exceptions pre-empted the banking business of the importani 
railways of the country. 

Fourth: In Chicago this inner group associates with and make-, 
issues of securities in joint account or through underwriting participa¬ 
tions primarily with the First National Bank and the Illinois Trust 
and Savings Bank, and has more or less friendly relations with tiu 
Continental and Commercial National Bank, which partiegrates at 
times in the underwriting of security issues by the inner group. These 
are the three largest financial institutions in Chicago, with combined 
resources (including the two affiliated and controlled State institutions 
of the two national banks) of $561,000,000. 

Radiating from these principal groups and closely affiliated with 
them arc smaller but important banking houses, such as Kissel, 
Kinnicut & Co., White, Weld & Co., and Harvey Fi.sk & Sons, who 
receive large and lucrative patronage from the dominating groups and 
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Higginson & Co., besides being partners with the inner group, are 
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m.u lunations of certain powerful men should for a moment have 
I'ound lodgment anywhere. Men possessing even a fraction of the 
inlluoncc and resources attributed to them ;i!w.i\ s arc the ones holding 
the largest amounts of fixed investments whii h, by disturbed tinancial 
oinditions, always suffer most severeb'. 

The resolution under which your Coinmiltec acts further states 
that a comparatively small groigi of men “ h.ue w ielded a power oxer 
the business, commerce, credits, and linames of the lountrv th.it is 
ilcspolic and perilous and is d.iily becoming more pei ilous to the publii 
wa'lfare." 

For the maintenance of such an inipossililc economii theory there 
h,i\e been spread before your Committee elaborate tables of so i ailed 
inlcrloiking directorates from whiih e\<cedingl\' mist.d,en inferemes 
h.ive been publielv drawn. In these t.ibles it is shown th.it iXo 
h.mkers and bank directors serxe upon the bo.irds of i oipor.itions 
luving resources aggregtiting twenty-live billion dollars, and it n 
implied that this vast aggreg.ilc of the (ounti\ 's wealth is at the dis¬ 
posal of these i8o men. Hut such an implii at ion n ,ts solely upon the 
untenable theory that these men, being in dilTercnt parts of tlm 
I ountry, in many cases person illc unai (puinled with each other, and 
in most cases associated only in occasional transai tioiis, \ ote alw.n s 
for the same policies and control with united [nirpose the diiei torale , 
of the 132 corporations on which they serve. 'I'he testimony f.iiled to 
establish any concerted policy or h.armc'ny of ai tion binding these 
iSo men together, and as a matter of bict no such police exists. 'I he 
absurdity of the assumption of suc h control becomes more apparent 
when one considers that on the average the-e directors represent 
only one-quarter of the memberships of their boards. It is pro 
|)ostcrous to suppose that every “interlocking" director has full i on- 
irol in every organization with which he is connected, and that the 
majority of directors who arc not “ intcrloi king ’ arc mere figuii heads, 
subject to the will of a small minority of their boards 

The steady growth in the si/e of banks in New \ ork and Chic ago 
and the frequent merger of two or more banks into one institution htivc 
erroneously been designated before your Committee as conientra- 
tion.” 'I'his steady growth and the.se mergers, however, are a devclcrp- 
ment due simply to the demand for larger banking facilities to care 
for the growth of the country’s business. .As our cities double and 
treble in size and importance, as railroads extend and industrial 
plants expand, not only is it nathral, but it is necessary, that our 
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banking institutions should grow in order to care for the incrcaNul 
demands put upon them. Perhaps it is not known as well as u 
should be that in New York City the largest banks are far inferior in 
size to banks in the commercial capitals of other and much smallir 
countries. 

It is also perhaps not sufficiently recognized that, even as it i-, 
American banks have not fully kept pace with tlie development i.i 
American business. Hundreds of the financial transactions of toiLiv 
are so large that no single bank commands sufficient resourcen to 
handle them. This is especially true with respect to the great publn 
utilities which are essential for the development and welfare of the 
community. Even our largest banks are seldom able scparatciv in 
extend the credit which such undertakings require, no one nation,il 
bank being permitted by law to loan in excess of lo per cent of il. 
capital and surplus to any one individual or concern. When il l^ 
remembered that literally hundreds of corporations in this countr\ 
are now obliged to borrow annually sums of a million dollars and 
upward apiece, it is obvious that the size of our banks must grow to 
keep pace with this demand. 

Many questions were asked before your Committee as to the 
wisdom in having representatives of private banking houses sit upon 
the board of corporations whose securities the same bankers fie- 
quently offer for sale. This practice, which has been in vogue 
abroad ever since the creation of limited companies, has arisen, not 
from a desire on the part of the banker to manage the daily alfaii-- 
of the corporation or to purchase its securities more cheaply than he 
otherwise could, but rather because of his moral responsibility 
sponsor of the corporation’s securities, to keep an eye upon its policieo 
and to protect the interests of investors in the securities of that cor¬ 
poration. For a private banker to sit upon such a directorate is in 
most instances a duty, not a privilege. 

Another line of your inquiry, certainly pertinent to the general 
subject, was as to whether “the marketing of the securities that 
from time to time have been issued by interstate railroads and indus¬ 
trial corporations has been by competitive bidding or otherwise.” On 
this matter we are pleased to submit certain considerations which, wc 
are confident, are borne out by the facts: First, in general and over a 
period of time the sale of such securities is invariably subject to the 
competition of market conditions. W'e have not heard of an instance 
where any corporation failed to secure the benefit of a price for its 
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issues as excellent as conditions at the time warranted. Second, 
in the case of most of the leading commercial 'ccurities, state public- 
service commissions pass with great care ui>ou the prices at wliich the 
securities of all transportation and public utility coriior.Uions arc 
sold. Third, competitive bidding, in the sense of having railroad 
and industrial securities offered practically at public auction, as in 
the case of municipal sccuiities, is seldom or never ]>r.ieliced 

The reasons against such pr.utire are plain. Siu h lorporate 
issues have neither the security, the steadiness, nor the general ron- 
lidcnce possessed by muniripal bonds, and while in good times it is 
jiossible that they might be sub.si rilasl lor at public am tion, in bad 
times there would be no one to biii lor them. It is [irar tic .ill\ iinon- 
ecivable that a municipality should go b.iiihrupt and make permanent 
default of its obligations. Quite ollieiwise is the case with railio.id 
or industrial corporations. Should these latter appeal dirci tly to the 
proverbially timid investor, there <an be little riuestion that in times 
of stress support W'ould be totally huking. \Vc should base the 
spectacle of numberless corporations failing for la, k of strong financial 
or banking support. 

Still another consideration inducing large corporations to appoint 
fiscal agents is that frequently such corporations arc obliged to under¬ 
take operations of such magnitude and complecity over a series of 
\eai s that they must invoke uninterruptedly the best liii.imial adviic 
obtainable. 

As the final point of this memorandum we venture to submit the 
consideration that in a strong puldic opinion, suih as ecists in this 
country, there lies the greatest safegu.ird of tlie community. 1 he 
public, that is, the depositors, are the ones who entrust bankers with 
such influence and power as they tod.iy have in every ci\ili/.ed land, 
and the puldic is unlikely to entrust that power to weak or evil hands. 
To us it seems as little likely that the citizens of this country will till 
Congress with rascals as it is that they will entrust the leadership 
of their business and fmanci.il affair^ to a set of clever rogues. I he 
only genuine power which an individual, or a group of indie idiial.-,, can 
gain is that arising from the confidence reposed in him or them by 
the community. These are axioms which it seems almost idle to 
repeat. They apply ter all business, but more emirhatically, we 
believe, to banking than to any other form of commerce, lo bank¬ 
ing the confidence of the community is the breath from which it 
draws its life. 
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J97. SOME ADVANTAGES OF CONCENTRATION 
A' 

Those who advocate the formation of large industrial comhina 
tions claim that they possess over the system of production on a 
smaller scale by com])eting plants the following advantages' 

1. Concentration.- —By closing individual plants less favorable 
located or less well equipped and concentrating production into the 
best plants most favorably located a great saving can be cfTeclcd, 
both in the amount of capital necessary for the production of a 
given product and in the amount of labor required. 

2. Freights. —Where the product is bulky, so that the freight 
forms an essential clement of the cost, much can be saved by an 
organization which has plants established at favorable locations in 
different sections of the country so that purchasers can be supplied 
from nearest plants, thus saving the cross freights, which, of course, 
must be paid where customers arc supplied from single competing 
plants. 

3. Patents and brands. —Where different establishments selling 
separate brands are brought together into one combination, the use 
of e.ach brand being common to all, a great saving Is often effected, 
since the most successful can be more efficiently exploited. 

4. Single management. —The great completeness and simplicitc- 
of operation of a single great corporation or trust are aKo a source of 
saving. Where each of the different establishments had before a 
president, a complete set of officers, and a separate office fon e, the 
combined establishment need have but its one set of chief officers, 
and subordinates at lesser .salaries may take the places of the head-, 
of separate establishments. It is likewise true that this same form 
of organization enables one set of traveling salesmen to sell all of 
the brands or all classes of goods for the separate establishments, and 
in that way much labor is saved. 

5. Skilled management. —The bringing into co-operation of leading 
men from the separate establishments, each having different elements 
of skill and experience, makes it possible to apply to the business the 
aggregate ability of all, a factor in many instances doubtless of 
great advantage. To some degree there may be a finer specialization 
of business ability, each man being placed at the head of the depart¬ 
ment for which he is specially fitted, thus giving, of course, the most 

* Adapted from the Report of the Irtdustrial Commission, 1900, I, 32-33. 
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skilled management possible to the entire industry, whereas before 
the combination was elTectcd oiiK a coni|urati\elv few of the leading 
establishments would ha\e managers of equal skill. 

6. Export trade, I he control of large ca|>it.il also, it is asserted, 
enables the e.xport trade to be de\elopcd to nun h better adv antage 
than could be done by smaller establishments with less wealth at their 
disposal. 

If 

'I’he main advantage is stated to be that of eionomy in pio- 
diii tion reileitcd in lower pri.cs to the (.oiisumer. The f.u t that 
Luge economies must necessaiily accrue admits of no deiii.il. Hut 
.ire these followed by lower priu'S to the consumer ? \Vc lind nothing 
in the record to justify any such coiulusion. 

Another advantage wliii h is said to Ilow from combination is 
that of a more perfect produi t. There is nothing upon the recoid 
to justify this conclusion. W hile it may be th.it the normal teiideiu y 
of business is to secure the l.irgiot market, and with th.it end in view 
to give the largest satisfaction to the bu\ er, it is quite i le.ir tli.it sub 
stanlially undisjtutcd control of both pioduct and market enables ,i 
combination to economi/.e in (|ualit\ without fear of perniiioiis 
results. 

Another advantage is alleged to be tli.it of better w.iges and moie 
constant employment of labor. W e arc (•qii.illy unable to re.u h this 
conclusion. No part of the piollt aiising fiom admitted economies 
and resulting in large dividends on inll.ited stocks, h.is reai lied l.ibor 
111 the form of increased w.ages, w hile the i l.iim of c on -l.im y <>i emploc ■ 
nicnt is negatived by the fact that f.ic tones in oprr.ilion for .1 genera¬ 
tion h.ave been closed, and that woiking men, more or less i oniinii.illc 
employed for years in a factory indepenclently oitorated, li.ive hem 
di'C hargecl upon its ab5or|)tion by the comhination. 

Still another advantage alleged is that of stability of [irice to the 
consumer. This must be aclniitted. Hut the question is whether 
the fixing of a stable price operates to bis advantage. 

See aho 196. Regulation of I’roduction through Combinations 

253. The Economic Advantages of Concentration. 

254. Concentration in Marketing 

256. The Limits of Concentration in Modern Husine.ss. 

293. Forces Making for Combination 

^Report and Proceedings oj the jSinl Coinniittce of the Senate and Assembly 
tpponiled to Investigate Trusts (.Mbaii.v, iSg/), pp. 15-18 
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igS. THE GOOD BIG-BUSINESS' 

It is sometimes asserted that the mere size of a corporation shouKl 
not affect its standing before the law, or its rights and obligation^ 
In the sense in which this assertion is probably intended, it is corrc( t, 
but if it is intended to imply that a corporation requires no more legni 
control when it is large than when it is small, it is untrue. The larger 
the corporation, the greater is its power, either for good or for e\il, 
and that makes it especially important that its power be under comm! 

If I may use a homely illustration, I will take the common house 
cat, whose diminutive size makes her a safe inmate of our household 
in spite of her playful disposition and her liking for animal food. If. 
without the slightest change of character or disposition, she wete 
suddenly enlarged to the dimensions of a tiger, we should at least 
want her to be muzzled and to have her claws trimmed, whereas if 
she were to assume the dimensions of a mastodon, I doubt if an\ 
of us would want to live in the same house with her /\nd it woulil 
be useless to argue that her nature had not changed, that she was jmi 
as amiable as ever, and no more carnivorous than she alwaj's had been 
Nor would it convince us to be told that her productivity had greatic 
increased and that she could now catch more mice in a minute than 
sheformerly could in a week. VVe should be afraid lest, in a playful 
mood, she might set a paw upon us, to the detriment of our epidermi-, 
or that in her large-scale mouse-catching she might not always dis¬ 
criminate between us and mice. 

299. THE E\’ILS OF THE SITUATION' 

Setting to work according to the method of observation, we will 
first seek accurately to understand the evils which constitute the 
problem. If one were to jot down the various evils retailed in news¬ 
papers, magazines, and reports to legislatures, a somewhat confused 
list similar to the following one would be the result: 

t. E.xorbitant prices. 

2. Bribery of the employees of competitors. 

3. Abuse of patents. 

4. Secret control of so-called competitors. 

' Taken by permission from T. N. Carver, Eisays in Social Justice, pp. 329- 
32. (Harvard University Press, 1915.) 

’ Taken by permission from L. H. Haney, Business Organisation and Com¬ 
bination, pp. 366 69. (The Macmillan Co , 1914.) 
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5. Price discriminalions. 

6. Discriminations in granting credit. 

7. Preventing purchasers from dealing with com[>elitor». 

8. Factors’ agreements. 

9. Itlonopoly of natural resourres. 

10. Retarded progress thiough iiionopdly. 

11. Poor service. 

12. Waste and extravagance. 

13. Overcapitalization. 

14. Buying plants to shut them down. 

15. Overgrown corporations. 

16. Fraudulent promotion. 

17. Excessive promoters’ and underwriters’ profits. 

18. Inadequate financitd statements. 

19. Inadequate reserves. 

20. Interlocking directorates 

21. Manipulation, or “inside” nian.igcnicnt. 

22. “Melon cutting.” 

23. Abuse of proxies. 

24. Abuse of minority stockholders. 

23. Abuse of employees. 

26. Hostility toward corporations. 

27. Uncertainty as to the meaning of “reasonable restraint of trarle.” 

28. Inability to co operate. 

29. Political corruption. 

A cursory inspection of this sinister list leads one to sec that it 
contains some overlapping and dupliiation, and to surmise tliat a 
little analysis might lead to a classification which would bring out 
the underlying causes. 

In the first place, it becomes evident that this long list of evils all 
centers in four or five main points. Thus, all the abuses whh h load 
to the terrorism or destruction of competitors by wrongful means 
tend to establish, or at least to make possible, high prices through 
monopoly. All those which lead to waste and uneconomical produc¬ 
tion tend toward higher costs and prices, and toward poorer service. 
I'hose evils, however, which, like promotion abuses, manipulation by 
directors, and abuse of minority stockholdings, mean a clash of 
interests within corporations and a loss to investors, do not directly 
mean monopoly or higher prices to consumers. Other evil centers in 
the labor problem, or in politics. These last evils w'ill not be dis¬ 
cussed in these pages, the one ^oup being rather indirectly and 
remotely connected with business organization; the other being 
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non-econoraic. We can therefore group all the evils mentioned undi i 
six heads: 


I. iligli prices (1-9, 10-17, 20, 38, etc.) 

I. Monopoly control (1-9, 20) The consuming 

3. Uneconomical production (10-15, 26-28, 3, 4, 9, public 
16, 19) 

II. Inerticient service (10-15) 

III. Abuse of investors (t2-24). Security-holder^ 

IV. Abuse of employees (25) . Laborers 

V. Uncertainty among business men (26-28). Business men 

VI. Political corruption (29). . The state 


In the second place, and closely related to the foregoing head-, 
several dilTcrent classes of interests are clearly impinged upon by llic 
evils listed; for some concern the “public” as consumers, others that 
small part of the public which holds stocks and bonds in corporation^, 
the security-holders, others the labor class. Finally, the political publu , 
or government, has been attacked by corruption in its legislatures and 
courts. 

One can hardly go this far in the analysis of particular evils with 
out noticing that it points to tlie existence of two separate but inter¬ 
related problems: one the problem of combination orgtini/ttition and 
its relation to the public, the other the problem of simple corporate 
organization and its relation to corporation members. To the autlioi 
it seems that this distinction is a point of capital im[>orlance. In 
these days we hear too much of the “trust problem” and too little 
of the corporation problem. The former is the problem of monopol\. 
and involves broad questions of economic policy. 'I’ho evils wliiih 
come under it are economic conditions and can be remedied only b\ 
modifying economic forces. It touches the masses of consumers 
very directly. The corporation problem, on the other hand, con 
cerns the form of business organization, and is largely concerned witli 
leg:il institutions. Its evils are attributable to corporations as such, 
regardless of combination or monopoly; and they can be remedied 
only by altering corporation law. They concern the investing class 
most obviously. But the corporation problem is no mere investors' 
problem. For one thing, it should be clear that whatever so affects 
investors that they are hindered in supplying the funds that are 
needed adequately to equip business organization will also hinder 
production and injure the general public. Those directors or officers 
of corporations who abuse their trusts, manipulate their organizations. 
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and ‘‘hold up” minority stockholders are helping to discredit the 
corporation as a form of business organization, and to retard invest¬ 
ment. But more than this: the corporation prolileni is intiinateU 
trapped up with the ‘‘trust problem.” Years ago a well known 
\inerican economist wrote: ‘‘At the bottom of cxerv monopoly ma\ 
l,e traced the insidious influence of the pcculi.ir primleges whi, h the 
law grants to corporations.” This fact we are too prone to forget 
While the corporation is not to be thought of as being a nc(essiril\ 
dnister institution, nor as being ncie^sardy monopolistic, -till it i-, 
line that the power to amass great ctipil.il with limited liability, and 
to administer it with inadequate responsibilit\- either to the stoi k 
holders or to the State, which power the joint-stix k business ( orpoi.i 
tion possesses, may facilitate the fortnation of motiopolies and the 
perpetration of monopoly abuses. The corporation is the leading 
form of business organization, and it is of the highest imporlame 
that it should be used, not for the exploitation of the public and tlu 
enriehment of the ‘‘insider,” but for the honest, cfTii ient, and demo- 
iratic admitiistration of production. No small part of the ‘‘trii-l 
problem” would be solved if this were the case. 

E. Remedial Action 

300. CONTROL TlfROUGU Kl'lllCAL DKVIiLOP.MF.NT' 

In industrial relations, in those things which people regard .1. 
matters of business, the community relies on self-inlerest (o t.ike 
the place of self-government. Of course v\-e do not tarr\ this pursuit 
of self-interest to a point where it would violate our code of persoii.il 
morality. We do not tolerate the ordinary and comnionpl.ic c form 
of lying and cheating. We clo not use our commen i.d power to 
empress individuals whom we know. We do not commit serious 
Imeachcs of trust where the interests of some sjiec ilic person have been 
placed in our charge. Commercial society would not tolerate any of 
these things; and even if it did, our own instincts of personal moralitx 
would prevent us from doing them. But wlicn the persomd relation 
docs not come so prominently into the foreground; when the peo|)le 
who are injured by our conduct arc not certain clefmite persons whom 
we see, but an unknown and indclinite body which we clo not see. 
when we lay our plans to deceive, not some siiccilic; individual or 
group of individuals, but large sections of the public, when the trust 

* Adapted by permission from A. IT. Hadley, Freedom and Fesponsjlrthl. 
PP- *55-61. (Charles Scribner's Sons, 1903. Author’s copyright.) 
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which we are exercising and which we have it in our power to break is 
not in the name of some specific ward, but on behalf of a general 
body of stockholders or bondholders—then our standards are much 
less satisfactory. 

The commercial public has seen so much good arising from 
competition that it has come to rely upon this as a means of checking 
the evil elTccts of indiviilual selfishness, and to regard it as far more 
powerful and universal than it really is. It has come to consider 
business as a game, to be played by each man in his own interest, 
subject to certain well defined rules or conventions of business life, 
but involving no special obligations outside of those rules. The 
public has assumed that if each man played this game fairly, with a 
view to securing all he could for himself, the general interests of 
industry and commerce would be well subserved. 

We are, 1 think, beginning to be dissatisfied with this view of 
commercial ethics; and I regard this growing dissati-.faction as one 
of the most fortunate signs of the times. We are beginning to recog¬ 
nise that it is not enough to insist that the game of business should 
be played fairly, or to modify the ethics of that play by personal senti¬ 
ment in those cases where we sec the individual injury done, and in 
those alone. We arc recognizing that business is something more 
than a game which each man can play to win. In its modern shaiic 
commercial business for all its leaders represents a trust. 

Of course nine-tenths of the schemes proposed for such better¬ 
ment are impracticable, or worse. The men who are most ready to 
suggest panace.as arc usually the ones who know the least of the 
difficulties of the case. But we have it in our power to carry out a 
slow but thorough reform of industrial relations if we simply keep 
this conception in view: that the amount of money made in business 
docs not represent the real measure of a man's business power or 
business achievement. Our ethical standards in recent years have led 
us to place too high a valuation upon success in money-making as a 
test of a man’s commercial and industrial efficiency. Money, after all, 
is but a tool of trade. It is an important means of service to society; 
and its possession or control may be important evidence that a man 
has rendered such service. But if we regard money as an end instead 
of a means, or confouml the evidence of success with the success itself, 
we have made a most serious mistake in the arrangement of our 
standards. If a man gets money^in ways which prove injurious to 
society instead of beneficial, this furnishes no more reason for giving 
him social consideration than it does in the case of the burglar or 
forger who has managed to escape state’s prison by a' technicality of the 
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law. If men of good character, bu<5incss sense, and clear-headed 
ethics can insist upon the duty of rendering continuous service to the 
public at reasonable rates, and by methods which prevent (li-.astrous 
lluctuations in the value of securities, and rog.inl ucallh wliiih is 
made by sacrifice of thc-.e standards as prinui f.icic exideiue of moral 
weakness rather than of industrial power, the problem will be soKed, 
I believe that there is no other way to its solution, and that in the 
present temper of the American people and the present power of 
public opinion, there is a very strong ho|)e of making progress towanl 
a solution on the lines here suggested. 

301. PROPOSED CORPORA I ION REFORM' 

I. Enact a national cor[>orali<>n /a?t>.--rresident 'I'afl recomniendeil 
such a law under the advice of his .Attornev-Oeneral. I h.ive been 
contending for such a law for the past ten years and have newer 
doubted its constitutionality. Most of the ini|)ortant corporations 
cveept banks and local utilities could be reai hed by it, as being engaged 
in foreign or interstate conimene as now understooil. Whether the 
result be accomplished by direct national incorporation or through the 
indirect method of feder.al license and control is immaterial as com¬ 
pared with the inestimable advantages of cither method over the 
prevailing lawless situation which constitutes a reproach to our insti¬ 
tutions. 

Substantial progress might also be made through the .agency of the 
stock exchanges by jilacing them uniler the supervision of the feder.d 
government as is now the law of every l■’,uropean country, d he New 
York .Stock Exchange is Llie gieal security market of the world. Its 
far-reaching power over the business and linam cs of tlic country is not 
understood. It is essentially a public agciu) international in its scoi’C. 

Among the other urgent corporate reforms there may be men¬ 
tioned: a uniform law for corporations engaged in foreign and inlcr- 
statc commerce on the general lines of tlie “ liritish Companies Acts,” 
which requires, among its other drastic provisions, (i) that the 
organizers fully disclose and deposit at the public office designated 
for the purpose all contracts showing the profits of bankers, brokers, 
promoters, underwriters, and middlemen under severe criminal 
penalties for violating these rcqiiircnicnts; (2) that the stock be 
publicly offered and fairly allotted among the suliscribers before it 
can be listed or dealt in on the stock exchange; (3) that the books be 
audited by independent pulilic chartered accountants, wdio must 

■ AHantwl hv nrrmission from an address delivered bv Samuel Untermyer at a 
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prepare and send to the stockholders annually in advance of the 
annual meeting a statement of the accounts for the year. These 
accountants must be elected annually by the stockholders. They 
cannot hold over. (4) The directors must make full disclosure to the 
stockholders of the business of the corporation and must attend 
the annual meeting to answer such questions as may be put to them. 
The compensation payable to them is voted by the shareholders, and 
under the English customs they cannot gamble in the securities 
of the company to which they hold a trust relation that is regarded as 
sacred cc'crywhcrc save with us. 

There is no such thing in England or on the Continent, under their 
laws, as a director making money out of his corporation directly or 
indirectly, whilst with us it is the rule nilhcr than the exception and 
nothing is thought of the vicious practice. They have no banking 
houses that name the directors, control the policies, buy from the 
companies the securities thus controlled at prices fixed by themselves, 
sell them at a profit to themselves and act as fiscal agents by putting 
the funds into their own liank accounts on their own terms and then 
solemnly pass resolutions ratifying all they have done. \ director 
who did the things there that are tolerated with us would be dis¬ 
graced and drummed out of the community. 

2. The entire procedure aijecling insolvency and the reorganization 
of insolvent corporations must be revolutionized and reversed .— 

a) A national incorporation law is the first necessary step in the 
process of simplifii ation of the procedure. 

b) The court proieedings for the appointment of receivers should 
be instituted by the Interstate Commerce Commission, somewhat 
after the fashion in whiih the Comptroller of the Currency appoints 
receivers for insolvent banks. The inauguration of that method of 
dealing with national banks and in the several states in which the 
bank suiieriiitendent acts for state banks and the superintendent of 
insurance for insolvent insurance corporations resulted in minimizing 
the expenses and in e.xpediting the closing out of insolvent companies 
in their respective jurisdictions. 

c) Notice of the application for receivers should be given by pub¬ 
lication or otherwise to all securityholders, with the opportunity to 
them to be heard as to the necessity for the receivership and the 
personnel of the receivers. 

d) The plan of reorganization should be subject to the approval 
of the Interstate Commerce Commission and of the court in the case of 
railway companies and to the Trade Commission and the court where 
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industrial corporations are concerned. If it is just, it should be put 
into effect upon the approval of thrcc-fourlhs of eai h i lass of security- 
holders. If it is oppre.ssive, any souiritc holder should he able to 
defeat it. 

e) The farce of selling a property of this (h.u.uicr should be 
abolished. Upon the approval of the jjlan by the court the new or 
reorganized company should take the pl.icc of the old company. 
Every securityholder would be hound by the plan and the securities of 
the new company would stand pledged and li.dile to sale for the pay¬ 
ment of such as-essment as the court may (hem necessary to rehabili¬ 
tate the property. 

f) ;\ll the evpenses of reorgaiii/ation, as well as the amount and 
iharacler of new securities to be issued, should be subject to the 
approval of the Commission. 'I'he entire ])rotedure should be under 
its control, subject to review by the courts. 

3. Rcprcscnldlion and pralcriion of ininonly stockholders. —It is 
manifestly right that the majority should lontrol, but it is funda¬ 
mentally wrong that the minority should have no representation in 
corporate managemcuit and no opportunity to inform itself of the 
way in which the majority is administering its trust. Compulsorv 
cumulative voting, which means proportional representation of the 
board of directors, should be a condition of every cor|)orate charter. 
Some of the states re(|uirc cumulative voting by their constitutions. 

4. The existing methods of electing directors should be abolished 
and an entirely new system substituted, by (i) reriuiring the board 
of directors to nominate its candidates before the election and to 
advise the stockholders of such nominations, (2) abolishing pro.vy 
voting; (3) permitting stockholders to vote by mail as well as in 
person, but not by pro.xy; and (4) prohibiting an)one other than the 
true owner from voting the shares. 

In great corporations w'here the stock is widely scattered the 
control is frequently retained for a decade or more by interests that 
have little or no financial stake in the corporal ion except to exploit it 
for their own gain, and it has been found well-nigh impossible to 
dislodge them in the face of their demonstrated unfitness. This is 
especially true with respect to railroad corporations and great inter¬ 
state industrial combinations. It is due partly to the secrecy that 
is tolerated in corporate affairs and the difficulty e.xperienced by 
stockholders in discovering what is being done with their property. 
It is, however, mainly due to the antiquated election machinery, 
the absence qf minority representation, and the vice of proxy voting. 
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302. THE LIMITED VOTING DEVICE' 

Other countries have ;;onc far to keep control of the banks out of 
the hands of lar;'e stockholders. Their laws render it impossible for 
such holders to dominate the corporation, even though they consti¬ 
tute the vast majority in ownership Their effort is to force the con¬ 
trol into the hands of the greatest number of small scattered holders 
as against the majority of stock interest in the hands of the smaller 
number of holders. 

The following table on this point is illuminating: 


Name of U ink 

Limitation 

B.ink of Knt.;]an(l . . . 

J'hath Stockholder owning £500 stock or more lias 
but one vote, regaidless of the amount of his 
holding 

Union of London and Smith’s 


Bank (England) • • • 

1 

No corporation can hold stock. No transfer can Ite 
nude cxci'pt with consent of directors, who would 
n fuse consent to tr.inster on pai t of :in3-one to get 
too large holding E.ich 10 shares up to 200 has 

I vole, but no holder, reg.irdh ss of amount owned, 
has over 20 votes. 

I-ondon ami \Vch.lilli^^lcr 


Bank (England).. . 

Holder of 10 to 40 shans has i vote, of 50 to 90 
shares, 2 votes, of 100 to 199 shares, 3 votes, ol 
200 shares, or over, 4 voles. 

Union Bank of Stolland 

! 

I vote for 10 shares, 2 votes for 50 shares; 3 votes 
for 100 shares, and i vote for eveiy 100 shares 
over 100. 

B.ink of Scotland . . 

I vote for every £250 (5 shares) but not more than 
20 votes, regardless of amount owned. 

('ommcrcial Bank of Scot- 


land. 

5 shares give i vote; 10 shares, 2 votes, 15 shares. 
3 votes; 20 shares, 4 votes, 25 sliares, 5 votes, 
35 shares, 6 votes, 45 shares, 7 \otes, 55 '■hares, 
8 voles, 65 shares, 9 votes, 80 shares, 10 votes, 
95 sliares, ii votes, no shares, 12 votes; 130 
shares, 13 votes; i50shares, 14 votes, i75shares, 
15 votes; 200 shares, 10 votes, which is the 
maximum vote. 

National Bank of Belgium . 

10 shares give i vote. No one can have more than 
5 votes as shareholder and 5 votes as attorney 
for others whatever may be the number of 
priiuiiials. 

Bank of the Netherlands ... 

I vote for 5 shares and i vote for each additional 
10 shares. 

Russian banking law. . , . 

No shareholder shall have a voting power exceeding 
one-tenth of the aggregate number of votes of 
members present at general stockholders’ meet¬ 
ings. 


' From the Report of the Committee to Imesligate the Coticentralion of Control of 
Money and Credit. I'cbruary 28, 1913, pp. 143-44. 
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303. CIIMULATIVE VOTING A CHECK ON CONCENTRATION' 

Under this method each share has as many voles in ciceting direc¬ 
tors as llic mimhcr of directors to be eliosen. These votes may 
be scattered among the nominees or concentrated in one or two of 
them as the stockholder secs fit. The elTect is to make it impo.ssible 
for a majority to elect all the board; the minority at least secures 
representation. 

To illustrate the working of this method, take a corporation in 
which there arc t,ooo voting shares and five members of the board of 
directors to be elected; each share, then, is entitled to live votes. 
We W'ill suppose that there is an organized majority of 550 shares and 
an organized minority of 450 shares. Under the usual arrangement 
a majority vote would be cast for five nominees, all of whom would 
represent the majority stockholders. Under the cumulative voting 
system, however, each share having fi\c votes, the majority would 
cast altogether 2,750 votes and the minority 2,250. The majority 
could safely give piof votes to e.i< h of three nominees and thus elect 
a majority of the board, leaving the other two directors to be elected 
by the 2,250 votes of the ininoiily. Hut if the majority should 
attempt to elect four directors they could give only 687 j votes to each 
of the four, whereas the minority, if well organized, could concentrate 
their votes on three directors and give each one 750 votes, thereby 
electing a majority of the board. To make the system and its ])ossi- 
bilities perfectly clear, it would be well for each reader to <onslru( t 
mentally a number of hyirothelii .d cases and to observe how readily a 
minority under this system may secure control of the board of direr tors 
if the majority stockholders are too greedy. 

304. PROPOSl'lD REMEDIES FOR TIfE EVILS OF 'TRUSTS (igoo)' 

I. Let-alone policy.—SevenX of the witnesses are of the opinion 
that any evils connected with the industrial combinations will be 
remedied in the ordinary course of business, and that any attenij)l 
at regulation by law would be likely to result in more harm than 
good. Competition, either active or potential, is believed by these 
witnesses to be a sufTicient preventive of monopoly and extortionate 
prices, while stockholders and investors are believed to be already 

' Taken by permission from W. H. Lough, Corporation Finance, pp. ^ 6 - 77 . 
(DeBowcr-Elliott Co., 1909. Author’s co|)yiiglit, 1917.) 

’Adapted from the Report of the Industrial Commission, igoo, I, 35-37. 
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sufficiently protected by statute and common law, especially in view 
of the fact that the slate cannot guarantee to these persons immunity 
from carelessness and ignorance on their own part. It is also urged 
that, under the common law alone, the courts have always held as 
illegal any monopoly or combination distinctly shown to be in restraint 
of trade. 

2. Direct suppression oj monopolistic combinations. —A few wit¬ 
nesses are inclined to favor the more general enactment of statutes 
along the lines of those already adopted by numerous states, direcllv 
prohibiting the transaction of business by combinations seeking to 
restrain trade or to control prices. 

3. Prohibition of destructive compiiition. —Two or three witnesses 
testifying in opposition to the .Standard Oil Company advocate legis¬ 
lation to prohibit “destructive competition.” 

4. Publicity. —Alany of the witnesses, including even representa¬ 
tives of combinations, are of the opinion that a much greater pub¬ 
licity regarding the alTairs of such combinations than is now 
customary would lend to remove many of the evils. As regarris 
the general public, the knowledge thus secured would avail to pre¬ 
vent the maintenance of extortionate prices as well as unfair 
methods and conditions of competition. Stockholders and investor' 
would also be protected against abuses by pronioteis and olTner' 
of corporations. 

How this publicity should be brought about and the degree to 
which it should extend is a matter upon which no general agreement 
existcsl among the witnesses. 

5. Slate leyi s'at ion.' -The chief specific suggC'tions regarding 
state legislation were; 

a) The classification of corporations should be made much stricter 
than at present, and each class should be confined closely to the 
exercise of its specified powers. 

b) There should be strict inspection of corporations by state 
officials, and publicity should be enforced through reports. This, of 
course, applies primarily to action by the states as regards their own 
domestic corporations. 

c) Combinations, in whatever form (even if it be that of a single 
corporation), between dilTerent corporations, where monopolistic 
intent can be shown, should be prohibited. 

d) Foreign corporations should be forbidden by each state to do 
business within its borders unless conforming to its law's. As to this 
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last suggestion, the powers of states over foreign corporations, so far 
as their interstate business is conccrncil, would be very limited. It 
appears that the courts would be likely to hold that the states would 
require a special authorization from Congress to enable them to act 
with any considerable effectiveness in this regard, even if the power 
could be secured in that way. 

6. Federal legislation. —The lines of federal legislation suggested 
fall mainly under the following heads: 

a) Creation of federal corporations under strict federal laws. 
Some would favor incorporation under federal laws only in case of 
very large corporations, while from the legal standpoint some others 
would fix the distinction between state and federal corporations 
along the line of commerce within the states as distinguished from 
interstate commerce. 

b) In connection with federal incorporation, or apart from it, cer¬ 
tain witnesses favor a considerable degree of regulation of corporations 
on the part of the federal government. In this connection, publirily, 
through reports and inspection, is advocated. A Bureau of Industry 
is suggested by one witm-ss, having powers somewhat similar to those 
of the Interstate Commerce Commis'.ion. 

c) Strengthen Interstate Commerce Commission. —Some of the wit¬ 
nesses complain of the inefficiency of the Interstate Commerce Commis¬ 
sion. Others urge that it be given greater power, even judicial power, 
and that pooling among railroads be permitted under its sui)ervision. 

d) Two witnesses are inclined to the opinion that unless Congress 
in some way assumes full control of corporations the United States 
government should remove, by specific act of Congress, the limitations 
which now arc likely to be laid by the courts, on the basis of the 
federal Constitution, upon the powers of the states over monopolistic 
combinations, so far as their interstate business is concerned. It was 
thought, on the whole, that such an act of Congress would probably 
be upheld as constitutional by the courts. 

e) Removal or lowering of tariff. —Several of the witnesses, though 
not objecting in the main to the principle of a protective tariff, were 
of the opinion that in some cases the tariff encouraged, or, even, 
as one said, was the chief cause of the trust. In such cases they 
thought it should be lowered or abolished. 

/) Powers of Congress. —Much discussion was presented before 
the Commission as to the constitutional powers of Congress to enact 
legislation along any of the lines above suggested. 

2C 
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305. THE SEVEN SISTERS OF NEW JERSEY (ipia)' 

[“The Seven Sisters of New Jersey” is the name popularly 
applied to seven acts passed by the legislature of that state in 1913, 
dealing with various as|)ects of the trust problem.) 

I 

r. A trust is a combination or agreement Ijctween corporations, 
firms, or persons, any two or more of them, for the following purposes, 
and such trust is hereby declared to be illegal and indictable: 

(1) To create or carry out restrictions in trade or to ar(|uiie a 
monopoly, either in intrastate or interstate business or commerce. 

(2) To limit or reduce the production or im rca.'e the price of 
merchandise or of any commodity. 

(3) To prevent competition in manufacturing, m.iking, trans¬ 
porting, selling, and purchasing of merchandise, produce, or any 
commodity. 

(4) To fis at any standard or figure, whereby its price to the 
public or consumer shall in any manner be controlled, any aiticle or 
commodity of merchandise, ]iroduce, or commerce intended for sale, 
use, or consumption in this state or elsewhere. 

(5) 'I'o make any agreement by whic h they directly or indircctU 
(creclude a free and unrestricted competition among themselves, 01 
any purchasers or consumers, in the sale or transportation of any 
article or commodity, either by pooling, withholding from the market, 
or selling at a fi\ed price, or in any other m,inner by wide h the |iric e 
might be affected. 

(6) To make any secret oral agreement or arris e at any under¬ 
standing without express agreement by which they directly or 
indirectly preclude a free and unrestricted competition among them¬ 
selves, or anv purchasers or consumers, in the sale or tran.sportation 
of any article or commodity, cither by pooling, withholding from the 
market, or selling at a fixed price, or in any other manner by which 
the price might be affected. 

2. Whenever an incorporated company shall be guilty of the 
violation of anv of the provisions of this act, the offense shall be 
deemed to be also that of the individual directors of such corporation, 
ordering or doing any of the prohibited acts, and on conviction thereof 
they shall be punished accordingly. 

‘ .-tdaplccl from the Acts of the i^jth h'sislalure of Ike State of New Jersey, igsy 
l>l> 25-34. 
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3. In addition to the punishment which may be imposed for the 
misdemeanor the charter of the offending corporation may be revoked 
in approitri.Ue proceedings by the Attorney-General of this State. 

II 

It shall be unlawful for any person, firm, coqioration or associa¬ 
tion, engaged in the production, manufai ture, distribution, or sale 
of any commodity of general use, or rendering any serviro to the 
public, to discriminate between dilTerent persons, linns, associations, 
or corporations or dilTcrent sections, communities, or cities of the 
State, by selling such cominoility or rendering such service at a 
lower rate in one section, community, or cilv than anotlier, or at a 
dilTerent rate or price at a point away from that of produttioii or 
manufacture as at the place of production or mamifacturc, after 
making due allowance for the difference, if any, in the grade, f|ualilv, 
or quantity, and in the actual cost of transportal ion from the point 
of production or manufacture, if tlie elTcct or intent thereof is to 
establish or maintain a virtual monopoly, hindering competition, or 
restriction of trade. 

Iff 

Any corporation formed under this act may purchase property, 
real and personal, and the stock of any corporation, necessary for 
its l>usiness, and issue stock to the amount of the value thereof in 
payment therefor, sulijcct to tiic provisions hereinafter set forth 
and the stock so issued shall be full pai<l stock, and not liable to aa\ 
further call; and said corporation may also issue stock for the amount 
it actually pays for labor irerformcd. 

Provided, that when property is purchased the purchasing corpora¬ 
tion must receive in property or stock what the same is reasonably 
worth in money at a fair, bona fide cailuation; and provided further, 
that no fictitious stock shall be issued, that no stock shall be issued 
for profits not yet earned, but only anticipated; and provided further, 
that when stock is issued on the basis of the slock of any other corpora 
tion it may purchase, no stock sh.all lie issued thereon for an amount 
greater than the sum it actually pays for such stock in cash or its 
equivalent; and provided fiiilher, that the property purchased or the 
property owned by the corporation whose stock is purchased shall 
be cognate in character and use to the property used or contemplated 
to be used by the purchasing corporation in the direct conduct of its 
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own proper business; and in all cases where stock is to be issued for 
property purchased, or for the stock of other corporations purchased, 
a statement in writing, signed by the direr tors of the purchasing 
company or by a majority of them, shall be filed in the office of the 
Secretary of State, showing what property has been purchased, and 
what stock of any other corporation has been purchased, and the 
amount actually paid therefor. 


IV 

Any person or persons, who shall organize or incorporate, or pro¬ 
cure to be organized, or incorporated, any corjjoration or body politic, 
under the laws of this State, with intent thereby to further, promote, 
or conduct any object which is fraudulent or unlawful under the laws 
of this State, or which is intended to be used in restraint of trade or 
in acquiring a monopoly, when such corporation or body politic 
engages in interstate or intrastate commerce, shall be guilty of a 
misdemeanor. ['I'he same provisions were made applicable to officers, 
directors, managers, or cmjjloyees of corporations.] 

V 

When two or more corporations are merged or consolidated the 
consolidated coqwration shall have power or authority to issue 
bonds or other obligations, negotiable or otherwise, and with or 
without coupons or interest certificates thereto attached, to an 
amount sufficient with its capital stock to provide for all the pay¬ 
ments it will be reejuired to make or obligations it will be required to 
assume, in order to effect such merger or consolidation; to secure 
the payment of which bonds or obligations it shall be lawful to mort¬ 
gage its corporate franchises, rights, privileges, and property, real, 
personal, and mixed; provided, such bonds shall not bear a greater 
rate of interest than six per centum per annum; the consolidated 
corporation may issue ca])ital stock, cither common or preferred, 
or both, to such an amount as may be necessary, to the stockholders 
of such merging or consolidating corporations in exchange or pay¬ 
ment for their original shares, in the manner and on the terms specified 
in the agreement of merger or consolidation, which may fix the amount 
and provide for the issue of preferred stock based on the property or 
stock of the merging or consolidating corporations conveyed to the 
consolidated corporations, as well as upon money capital paid in. 
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VI 

No corporation heretofore or^.ini/od or hereafter to be organi/ed 
shall hereafter purchase, liold, sell, assign, transfer, mortgage, pledge, 
or otherwise dispose of the shares of the corporate stoik of .'in\ other 
corporation or corporations of this or any other State, or of any hoitds, 
securities, or other evidence of indchtedness (reated hy anv other 
corporation or corporations of this or any other State, nor as owner 
of such stoik exercise any of the rights, jerivileges, and pmsers of 
ownership, including the right to vote thereon. I’roviilrd, that 
nothing herein contained .shall operate to precent any cor|)oration or 
corporations from accjuiring the bonds, so uritu s, or other evidences of 
indebtedness created by any non-coinpeting corporation iti pajinent 
of any debt or debts due from any such nonaoinpeting corpoiation, 
nor to prevent any corporation or c or|)orations c reated under the laws 
of this Slate from |)iirchasing as a ternpor.iry inxestment out of its 
surplus earnings, reserved under the ])n)visions of this act as a work¬ 
ing capital, bonds, securities, or evidences of indebtedness created 
by any non-competing corporation or corporations of this or any 
other .Slate, or from investing in like securities any funds held 
by it for the benefit of its employees or anv funds held for insurance, 
rebuilding, or depreciation purpose s, nor to prevent any corporation 
or corporations created under the laws of this .State from purchasing 
the bonds, securities, or other evidences of indebtedness created by 
.iny corporation the stock of which may lawfully be pure based under 
the authority' given by section forty-nine of the act entitled ‘ An 
act concerning corporations (Revision of ihi/i)”; proviih-d also, that 
nothing herein contained sh.all be held to aflec t or impair any right 
heretofore acquired in pursuance of the section hereby amended, 
by any corporation created under the laws of this State. 

VII 

Before any merger of cor|)orations can be made, the approval 
thereof in writing by the llotircl of Public b tilitv' (.ominissioners of 
this State shall be obtained by said corporations and filed in the ofific e 
of the Secretary of State, with the names of the directors of each of 
said corporations which assent to the merger. 

306. TfliC SIIER^itAN ANTI-TRUST ACT (iSc;o)' 

I. Every contract, combin.ition in the form of trust or otherwise, 
or conspiracy, in restraint of trade gr commerce among the several 
' Trom 26 U.S. Statutes 2og. 
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states, or with foreign nations [includes territories and District of 
Columbia.—E d.], is hereby declared to be illegal. Every person who 
shall make any such contract, or engage in any such combination or 
conspiracy, shall be deemed guilty of a misdemeanor, and, on con¬ 
viction thereof, shall be punished by fine not exceeding five thousand 
dollars, or by imprisonniout not exceeding one \ear, or by both said 
punishments, in the di'cretiou of tlie court. 

2. Exci v person who sliall monopoli/e, or attempt to monopolize, 
or combine or conspire with any other person or persons to monopolize, 
any part of the trade or commerce among the several states, or with 
foreign nations, shall be deemed guilty of a misdemeanor, and, on 
conviction thereof, shall be punished by fine not exceeding five thou¬ 
sand dollars, or by imprisonment not exceeding one year, or by both 
said punishments, in the discretion of the court. 

8 . That the word “person” or “persons,” wherever used in this 
act, shall be deemed to include corporations and associations existing 
under or authorized by the laws of either the United States, the 
laws of any of the territories, the laws of .iny slate, or the laws of an\ 
foreign country. 

307. PROVISIONS OF THE FEI)ER\L TRADE COM.MISSION 
ACT (1014)' 

This act creates a Federal Trade Commission of five members, 
appointed by the President with the consent of the Senate. The 
members serve for a term of seven \cars with an annual salary of 
$10,000. The Commission succeeds to the work of the Bureau of 
Corporations. 

Unfair methods of competition in commerce (what constitutes 
“unfair methods of competition,” not being defined in the act, is left 
for the Commission to determine) are declared unlawful and the 
Commission is to prevent persons, partnerships, or corporations 
(except banks and common carriers, which are otherwise controlled) 
from using such methods. Where such methods arc in use and the 
Commission deems it to the interest of the public to have them 
stopped, the Commission must hold a hearing, and if it then considers 
the methods employed illegal under this act it shall order the practice 
stopped. The party subject to the order may appeal from it to the 
United States Circuit Court of Appeals, and the Commission, in case 

■ Taken by permission from a statement prepared by C. W. Wright 
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its order is not obeyed, may a[)pc,\l lo the court to enforce its order. 
The findings of the Commission, if supported liy testimony, are con¬ 
clusive in tlie court. The court nia\ alllrm, modify, or set asiile the 
order of the Commission. 

The Commission h.is the ]V.nvcr: (<i) to ^.itiier information about, 
and invcsti"ate the Inisincss of, those subject to this ait; (i) to 
require spec ial and annual reports of such corporations, (,) to investi¬ 
gate, and on request of the .\ttorncv-riener,il they must iiuestigale, 
the way in which court decrees against the vioUtion of the federal 
anti-trust laws are being carried out, (<l) on the diicclion of the 
1 ’resident or cither House of Congress to inve-tigate and report the 
far ts as lo any alleged violation of the anti-tnist laws; (c) on applii a- 
tion of the . 4 ttorncy-Gcneral to investig,ale and recommend readjust¬ 
ments in the business of any corpor.ilion alleged to be viol.iting tliosn 
laws; (/) to make public sui h information, esiept trade secrets .iiiil 
names of customers, as it may deem evpedient in the public interest, 
and to submit reports and recommendations for legislation to Con¬ 
gress; (j) to classify corporations and make rules to carry out thi- 
act; (/;) to investigate trade conditions in ;ind with foreign lountries 
where combinations, pra. ticci, or other conditions ni.ay affect our 
foreign trade, and to report thereon to Congiess with any recom¬ 
mendation. 

Power is given the Commission to summon witnesses to testify, 
secure records, etc. 

308. PROVTSIONS OF THE CLAYTON ANTI-TRUST ACT (lo'.l) 

The term “omnibus bill,” frequently ap|ilicd to the Clayton act. 
well indicates its character as covering a wide range of more or less 
related topics. For the sake of greater clearness concerning its 
significant features, only the chief provisions arc staled liere, though 
nothing but a detailed study of the phraseology of the act itself can 
give an accurate conception of its provisions. 

In the main the act attempts to deal with two things: (i) it seeks 
to check certain undesirable practices found among industrial com¬ 
binations, railroads, and banking institutions; (2) it seeks to give 
labor organizations greater freedom from prosecution under the anti¬ 
trust laws and in proceedings connected with injunctions. 

In connection willi the first purpose the law forbids: (a) dis¬ 
criminations in prices between purchasers where the effect may be 

' Taken by permission from a statement prepared by C. W. Wright 
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substantially to lessen competition or create monopoly, though 
differences in price due to variations in quantity, quality, cost of 
selling, or transportation, etc., are permitted; (i) “tying clauses” 
where commodities, patented or unpatented, are leased or sold, or a 
price is fixed or discount or rebate given, on condition that the lessee 
or purchaser shall not use or deal in the goods of a competitor and 
where the effect of such an understanding is substantially to lessen 
competition or tend to create a monopoly in any line of commerce, 
(c) the holding of the stock of one corporation by another where the 
effect may be substantially to lessen competition or tend to create 
a monopoly (but this docs not apply to the cases of certain sulisidiarics, 
or to branch lines or extensions of railroads, or to stock purchases solely 
as an investment where there is no such tendency, or to such rights 
heretofore legally acquired), (</) after two years, any person serving 
as a director, officer, or employee of more tlian one bank whi re one 
of them is organized under the laws of the United States and either 
has deposits, capital, surplus, and undivirled profits of over $5,000,000; 
or any person serving as an officer, director, or employee of more than 
one bank in any place of over 200,000 inhabitants where either bank 
is organized under the laws of the United States; or serving as a 
director in more than one concern engaged in commerce (other than 
banking institutions and common carriers) any one of which has capi¬ 
tal, surplus, and undivided profits over $1,000,000 if such concerns are 
or have been competitors so that an elimination of their competition 
would constitute a violation of the anti-trust laws, 

In the case of railroads, contracts or purchases of goods to the 
amount of over $50,000 in any one year from other concerns, when 
the president, manager, jiurchasing officer, or agent of the railroad is 
in any way inleresled in such concern, shall not be made except 
through free competitive bids under rules determined by the Inter¬ 
state Commerce Commission. 

Any person injured in his business by anything forbidden in the 
anti-trust laws can sue in the federal courts and recover treble dam¬ 
ages. A violation of any of the penal provisions of the anti-trust 
laws by a corporation shall also be deemed a violation by the officers 
authorizing the act and deemed a misdemeanor subject to fine or 
imprisonment. 

The prohibitions enumerated above are to be enforced, where 
applicable to common carriers, by the Interstate Commerce Com¬ 
mission; where applicable to banking institutions, by the Federal 
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Reserve Board; where applicable to concerns otherwise engai;cd in 
commerce, by the Federal Trade Commission. Whenever there is 
reason to believe that any of these piohibitions are being ciolatcd 
the respective board or commission shall serve a compl.tint on the 
offending person or concern and hold a hearing, and if it shall then 
appear that the law is being violated an older shall be issued, or, in 
case the order is not obeyed, the respective board or commission may 
appeal to the United States Circuit Court of .\ppeals, which, upon a 
hearing, may affirm, modify, or set aside the order. 

In the second group of provisions, which ini hided those dealing 
with labor organizations and their practices, the law first dei lares 
that the labor of a human being is not a commodity or an article 
of commerce and that nothing in the anti-trust laws shall be con¬ 
strued to forbid the c.xistence and operation of labor, agricultural, or 
horticultural organizations, or to restrain tlioin from lawfully carrying 
out their objects, nor shall such organizations be construed to be 
illegal combinations under the anti-trust laws. 

The law somewhat modifies the issue, and the method of issuing 
and enforcing injunctions in labor disputes, prohibiting their use 
unless necessary to prevent irreparalile injury to property rights 
for which there is no adeipiate remedy at law. Also injunctions shall 
not he issued against striking and peaceful picketing or boycotting 
by peaceful and lawful means, and such acts shall not be lield to be ,i 
violation of any law of the United States. In cases of contempt of 
court arising under this act the accused may demand a trial by jury, 
except in suits prosecuted by the United Stales or in cases of con¬ 
tempt in or near the presence of the court. 


See also 59. Fair Dealing and Fair Price. 

60. Control by Public .Authorities. 

174. Simple Complex Industry. 

175. Complex Industry Is Difficult to Regulate. 
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substantially to lessen competition or create monopoly, though 
differences in price due to variations in quantity, quality, cost of 
selling, or transportation, etc., are permitted; (i) “tying clauses” 
where commodities, patented or unpatented, are leased or sold, or a 
price is fixed or discount or rebate given, on condition that the lessee 
or purchaser shall not use or deal in the goods of a competitor and 
where the effect of such an understanding is substantially to lessen 
competition or tend to create a monopoly in any line of commerce, 
(c) the holding of the stock of one corporation by another where the 
effect may be substantially to lessen competition or tend to create 
a monopoly (but this docs not apply to the cases of certain sulisidiarics, 
or to branch lines or extensions of railroads, or to stock purchases solely 
as an investment where there is no such tendency, or to such rights 
heretofore legally acquired), (</) after two years, any person serving 
as a director, officer, or employee of more tlian one bank whi re one 
of them is organized under the laws of the United States and either 
has deposits, capital, surplus, and undivirled profits of over $5,000,000; 
or any person serving as an officer, director, or employee of more than 
one bank in any place of over 200,000 inhabitants where either bank 
is organized under the laws of the United States; or serving as a 
director in more than one concern engaged in commerce (other than 
banking institutions and common carriers) any one of which has capi¬ 
tal, surplus, and undivided profits over $1,000,000 if such concerns are 
or have been competitors so that an elimination of their competition 
would constitute a violation of the anti-trust laws, 

In the case of railroads, contracts or purchases of goods to the 
amount of over $50,000 in any one year from other concerns, when 
the president, manager, jiurchasing officer, or agent of the railroad is 
in any way inleresled in such concern, shall not be made except 
through free competitive bids under rules determined by the Inter¬ 
state Commerce Commission. 

Any person injured in his business by anything forbidden in the 
anti-trust laws can sue in the federal courts and recover treble dam¬ 
ages. A violation of any of the penal provisions of the anti-trust 
laws by a corporation shall also be deemed a violation by the officers 
authorizing the act and deemed a misdemeanor subject to fine or 
imprisonment. 

The prohibitions enumerated above are to be enforced, where 
applicable to common carriers, by the Interstate Commerce Com¬ 
mission; where applicable to banking institutions, by the Federal 
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milled persons to rationalize their activities in terms of a system of 
personal relationships of wliich each ^\a^ air insoparalilo part 

In contrast to tliis simple ayiicullural system oui im]H'rsonal 
organization of economic relations (if not of societr) lan best be 
described by tire three adjectives, indusinal, pcenmaiv, and urban 
Although the chaiactciistics de'Ciibed b\' these tliiee voids aie quite 
inseparable, and each implies ll,e evisteiue ol the other two, the\’ 
denote somewhat dilTercnt aspeits of a common scsiein.”' 

We lia\e already surveyed some of the many phases of our 
“industrial, pecuniary, and urban economic system ” The survey of 
each phase revealed directly or indirectly manifestations of imper¬ 
sonality. Im])eisonal relations go hand in hand with our peiuniait' 
organization of society, they are inherent in our mat Let organization, 
they lurk in our specialization and interdependence, the new tech¬ 
nology is impersonality itself, even the administration of human 
beings in modern industrialism has strong tendencies towaid an imper¬ 
sonal basis; over and above all the magnitude of the opeialions of 
modern society has made for im[)ei'onalily. 

oddly enough, this de\'elopnienl of impeisonal relations has not 
received the attention it deseiwes in our formal wiitings upon social 
and economic matter.s. ISecause of this fact, it is not attempted in 
this cha])ter to give a balanced treatment of the proportion between 
the part played by personal relation- and the part jjlaycd by imper¬ 
sonal relations in our society. The discussion of personal relations 
has been almost entirely omit ted. This omission should not, however, 
leave any false imjnession coneeining the impoi lance of personal 
relations. Notwithstanding the great dewlopmcnl of impersonal 
relations, there has been a steady growth in our estimate of the 
importance of individual human [lersonality and a steady development 
of agencies designed to dewelop that pcisonality. I’ei-onal relations 
have not passed and are not passing out of c.xistcncc. d'hey are merely 
functioning in a (lifteient environment. 

It is to be hoped that our discussion of impersonal relations will 
leave in no one’s mind a feeling that those impersonal relations are 
necessarily undesirable. 'I'licir desirability or undesirability depends 
upon the circumstances of the paiticular situation, upon the character¬ 
istics of the particular problem at issue. Kven where their conse- 
(luences show a tendency toward being undesirable, the case is not 
closed. The situation may be mpt by a development of new social 

* I'Tom an unpublished m.mustrljit by W. II Ilamillon. 
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agencies. Among the many illustrations of this statement, perhaps 

none is more striking than the development of group morality to meet 

the collective and impersonal situation in which we find ourselves. 

QUESTIONS 

1. “Where the modern spirit of business enterprise thrives, relations tend 
more and more to be o.xpressed in pecuniary terms.” Why? What 
of it ? 

2. “We have a habit of using the dollar as the measure of all worth and 
all attainment.’’ Granted that we have this habit, how does it con¬ 
tribute to impersonal relations ? 

3. “The price-system is an im[)cisonal device for securing necessary 
adjustments in modern society.” Can you name some adjustments so 
secured? Could “personal” devices do the work in these c.ases? 

4. “The price-system imposes impersonal restraint both upon producer 
and consumer.” K.\plain, giving illustrations. 

5. Make a list of the ways in which the corporation has contributed to the 
development of impersonality. In what regions or Helds of our indus¬ 
trial activity has it so contributed ? 

6. What is meant by saying that the arts of calculation have contributed 
to impersonality? 

7. “Dun’s and Bradstreet’s are agents of impersonality.” What does 
this mean? 

8. “ ICconomic activities are ruled by cold reason—by thought.” Do you 
think that this is true? What bearing, if any, has the quotation on 
im[)ersonality ? 

q. “We use the indirect method of satisfying wants, and this is an imper¬ 
sonal method.” E.cplain. 

10. It is sometimes said that the railro.ad, the telegraph, the telephone, the 
ocean cable, widen the distance between the producer and the consumer 
and thus promote impersonality. How can this statement be recon¬ 
ciled to a statement that these agencies h.avc annihilated distance? 

11. Could impersonal relations have grown up under a regime of barter? 
Would it be fair to say that modern impersonality can be ascribed to 
monetary exchange ? 

12. Someone has called advertising an impersonal way of getting trade. 
What does this mean ? Can you mention any personal way of getting 
trade ? 

13. “Human ty is at best only a by-product of commerce. The purpose 
of men in the market is not to cultivate friendship.” Docs this seem 
to you a fair judgment ? 

14. “If we ask whose taste and judgment are expressed in most of the 
things we use and wear, our reply must be that to a large extent they 
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express nobody’s taste and nobody’s judgment.” How can this be 
true? 

15. What is the relation of spciializalion to impersonal relations in the 
modern industrial society? 

16. “Modern industrial communities show an unprecedented uniformity ’’ 
Cite as many illustrations as you can Are there fortes working in the 
opposite direction? What is the relation of standardi/.ation to imper¬ 
sonality ? 

17 What is meant by “anonymous |)roduction’’? What agencies 01 
devices are growing up in our society to meet dillicullie.s connected 
with anonymous production ? 

[8. “The laborer of mediaeval times lived in a regime of person.d relations, 
the laborer of today lives in a regime of impersonal relations ’’ (live 
as many illustrations as you can of e.uh proposition. 

II) .Assume, for the sake of the argument, th.it industri.il rel.itioiiships could 
all beiome imiiersonal. What elements of efhciciicy would h.ive been 
lost? Do you think that they c.in all become imperson.il? 

:o It is sometimes said that siienlific man.igement brings in a more imper¬ 
sonal administr.ilion of workers Do you think th.it this is true? 
Bear in mind that scientific management proposes to locate individu.il 
responsibility and to reward in accord with peiformance 

21. “The corporation is .an added reason for h.iviiig labor organizations ’’ 
Explain In what way can it be said that the tr.ide union is an imper¬ 
sonal device ? 

22 What is meant by referring to collective barg,lining as an imperson.il 
device? What is meant by calling welfare work im|)iison,il ? 

2y. How does labor legislation take the place of personal rekilioiis between 
employer and men ? 

2t We hear much of impersonal relations between cm|)loyer and employee. 
Cite as many illustrations as you can where the employer is attempting 
to develop personal relations 

25. What is meant by saying that immigration has .assisted in the develop¬ 
ment of impersonal relations in this country ? 

26. Suppose that we had the soii.ilistic co-oiierative commonwealth 
Would it be a society of impersonal relations? 

27. “By psychologic.al testing, salesmen may be selected on an impcrson.il 
basis ’’ Granted that this is true, is it a good or b.ad thing for society ? 
for salesmen ? 

28 What is meant by the impersonality of the laws of nature? What is 
meant by the impersonality of the laws of economics? 

29. Can profcssiomal or personal service be conducted on an impersonal 
basis ? Is the modern medical specialist personal or impersonal in his 
attitude toward his patients? 
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30. “The technique of production has changed from an individual to collec¬ 
tive method.” What docs this mean? If true, what consequences 
follow ? 

31. What are the elements of impersonality in the machine process? 

32. How can you explain the willingness of certain factory owners to leave 
dangerous machinery without s.ifeguartls ? to put harmful preserva¬ 
tives in the goods they arc canning? to put iron instead of cork in 
life preservers ? 

33. “Our morality, built up in the days of personal relations, is adapting 
itself very slowly to taking care of impersonal situations ” Give illus¬ 
trations. Are we developing group monility? Are wc to understand 
that personal ethics has lost in positive v.ilue? 

3t. “Anyone who thinks that individutd res[)onsit)ility is becoming less 
because collective responsibility is becoming greater, is making a great 
mistake.” Just how? 

35. “Economic regulation of businc.ss activities is incre.ising ” Can you 
cite cases where such regulation me,ins the bringing Iiomc to individuals 
responsibilities which were not foiinerly seen in our impersonal society ? 

36. “The economics of control is at war with the economics of irresponsi¬ 
bility.” What does this mean? 

37. “If only all citizens could be led to understand the structure and func¬ 
tioning of modern industrial society, a greatly increased sense of 
responsibility would follow.” Do you agree? Can you cite illus¬ 
trations ? 

3S. “The only business obligations worth mentioning are those enforced 
by law and settled custom.” Show that the statement is incorrect. 

39. What advantages can yoit list arising out of impersonal relations? 

40. “The growth of impersonal relations mirkes greater room for individual 
liberty.” Why or why not ? 

B. Some Manifestations of Impersonality 

309. I.MPERSONALITY IN MODERN LIFE' 

Anyone who moves from a country town to the city is impressed 
by many contrasts, but perliaps notices more than any other the fact 
that in the city he lives his daily life surrounded by people whom he 
docs not know, many of whom he sees but once and then never again. 
In his home village he knows and calls by name every man, woman, 
child, and dog he meets, and he meets the same people in every phase 
of tlie village life, at church, in the store, at social gatherings, and at 

'Adapted from L. M. Powell, “Impersonality of Modern Life,” Lessons in 
Community and Naiional Life. Community Leaflet No. 8, pp. 25-32. (Govern¬ 
ment Printing Office, tgr?.) 
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town elections. Every event of the lives of the other villagers is of 
interest if not of rc.il concern to him. Now let iis follow him to his 
(ity home and look at liis citv life through his village-wonted eyes. 
■Strangeis live in the Hat building r\hcrc he has his home; strangers 
jostle him in the tars and in the stores where he goes to trade 
Strangers manage the plant from which his water supply comes and 
other strangers keep the electric light plant running. Strangers gov¬ 
ern his city, strangers whom he may know by name but not often by 
sight. lie trusts the teaching of his children to strangers, he depends 
on strangers to take care of him at the hospital if he is ill lie is 
dependent in a hundred ways upon people whom he never knows, or 
perhaps meets but once. He woiks in a big store or faetory where if 
he stays for years he will never know a dozen of the lumdreils of other 
workers well enough to meet them in any way outside the plare of 
work. If he goes to cliureh he finds there a group of people whom 
he sees no place else At his lodge he meets men wdio do not work 
with him or go to church with him or vote at the same poll with him. 
1 Ic comes in lime to know a hundred times as many people as he knew 
in his village life but nc\er to know any of them in the complete way 
in which he knew his village fritiids Ife meets these city ])co[)le for 
one brief incident oul\'- -the clerk wiio wails on him in a big store, the 
nurses who take care of him in llie hospital —or else in only one phase 
of their lives—business or social or religious or athletic or artistic 
rarely in all the phases. 

It is clear enough that the si/e of a city and the continual change 
that is going on cvcrvwhcre within it give \'cry dilTcrcnt conditions 
from those of llie liny placid pool of vill.igc hie liut in this matter 
of the o.xtent to which our li\'es are louclied by those of unknown 
people there is a striking contrast between the modern village, how¬ 
ever rural and behind the times it may be, and the village of pioneer 
(lavs. What article of dress or food or household furnishing now used 
by village people can be connected by them with the person or persons 
who made it ? Perhaps a few of the housewives arc getting country 
butter, brought to their doors by the farmci’s wife who churned and 
shaped it. Perhaps the village carpenter comes in and puts up a 
shelf which he has stained and varnished. Put the brackets on which 
the shelf rests come from nobody knows where, and were taken through 
all the processes from mining the metal to their final shaping by people 
whom the villager has never heard of and will never know. So it is 
w'ith almost everything he uses.' His flour comes from an unknown 
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miller’s hands, his shoes were made in a distant factory by unknown 
workers; whether his rugs have come from Persia or Grand Rapids, 
Michigan, the workers who made them are c(|ually unknown to him, 
V’ery different were such matters with the pioneer. He could tell you 
from what neighbor's farm he had iiis wood or fla.x or lumber or leather, 
and he knew everyone wdio worked on the processes ot making these 
materials into usable products. His friend the carpenter helped liim 
make his furniture, even the wooden pump for the well; his neighbor 
the stone mason hewed out stone sinks and troughs for use indoors 
and out; his wife and family made the cloth for his suits; and the 
travelling tailor who came regularly to make up the cloth was a well- 
known and welcome visitor in the household 

What is true in this respect of the modern village is of course true 
of the city. Indeed the modern system of production is neither for 
country nor for city but for a “market” wherever that market can 
he found. Methods of transportation and communication and the 
use of money have widened indefinitely the distance between producer 
and consumer. Our system is “a great circle of exchange into which 
at some point each one of us puts his powers and possessions” and out 
of which at some other point he draws the powers and possessions of 
others who are unknown to him. Nor do we in these days produce 
to meet the needs of pco|)le, for we know neither the people nor tlieir 
needs. We make what will sell for the best price, and if we think at 
all of human ncocb it is to reflect that people must need this thing we 
are making or the pi ice would not be paid We are working under a 
system of “anonymous production”—production by unknown per¬ 
sons for unknown persons. 

We produce not only for an unknown market but for as large a 
market as we can get. Where the travelling tailor of early days 
trusted to get a few new patrons through the friendly recommenda¬ 
tions of those he already had, we write a description of what we can 
do or what we are making and print it in newspapers or magazines, 
and hope that everyone who reads it will want to buy our goods And 
so we have big factories, big warehouses, big stores—we do things on 
a large scale. Thus other kinds of human relationships give place 
to impersonal substitutes. It takes a great deal of money for a big 
business, and to get this money there has developed a device which 
wc call a cori»ration, into which a great many people by buying shares 
of stock can put as much or little money as each one may choose. So 
that instead of one owner who feels that his business is a part of hi^ 
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personality and takes a close interest in his workmen, his processes, 
and the (juality of his product, we lia\e a tiiousand or more owners 
scatteicd over one or scveial dilToient countries, wlio know little or 
nothing about the business and care about nothing but the dicidends 
they get. 

Such is the effect of size, however, that even where we have an 
individual owner of a large concern he cannot maintain the lelations 
with his workmen pos^iLle in a small business. A whole system of 
organization-managers, heads of dcpai tnienls, foiemcn, sub-foicmen 
—has come between the ‘'employer'’ and the “men." When John 
(ioffe of Cornwall, England, was a])])ienti(ed to John (iibbs in i4S() 
to learn the “craft of fishing” it was part of the written contiact that 
John Ciibbs and Agnes his wife should teaih, train and inform him 
in the best way they know, chastidng him duly and finding for him 
food, clothing, linen and woolen, and shoes, sufficiently as befits such 
an appi enlice to be found ’ 'I'he wage s) stem itself as compared with 
this is imjieisoiial, for it means that the employer need know nothing 
of his workmen outside the woik pkiee Hut in the big business there 
are no personal contacts either in the work place or outside it between 
the cniplo)er and the rajvidly shifting ciouds of employees If the 
employer takc.s an interest in his workeis it must be by groups, and 
so we have “welfare work,” which jirovides rest.rooms for the women 
or baseball fields for the men To the emiilover of ten thousand 
workers what can the workeis be but pegs placed here and there in 
a great scheme of organization? 

Systematic organization and caiefully worked out standards are 
necessary in modern large scale pioduclion not only because of its 
size but also because of its use of machines. I'hc machines must be 
set running at a certain time and at a given speed and the workers 
must adapt themselves to these conditions What is m.ore impersonal 
than a machine? It is impersonal not so much by force of being a 
piece of senseless metal but rather in that it has assumed the motions 
and the duties of a human being and is doing the work that human 
beings once did. Moreover it works in as impersonal a way as the 
physical laws in accordance with which it is constructed. The law of 
gravitation and a steam shovel at work are no resiiectcrs of persons 
Those who work with machines must understand this fact, for u|)on 
such undeistaiiding rests not only their eOicicncy as workers but also 
their safety in life and limb. Good character will not save a man’s 
hand if he puts it under a die pre^s, and though he be in high favor 
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with “the boss” the engine will not get off its track to spare him if 
he is caught in its way. So the men who work with machines learn 
to think in terms of cause and effect; that is they learn to think 
logically, and logic is as impersonal as the niachiiic. 

It is not hard to see that ceitain phases of the im[)ersonality of 
modern life have brought with them serious problems. In ])ioneer 
days when a family prepared food and clothing for itself, it had no 
motive to make them of any but the best possible quality. When 
they began to make things for their neighbors tlie situation was still 
much the same. The cobbler wdio made an ill-fitting, ugly pair of 
shoes for a neighbor would hear about it every day until the shoes 
were worn out. The village butcher who sold spoiled meat would feel 
himself a murderer when his neighbors were poisoned by it and died. 
But nowadays we do not look fai thcr than the |)ricc for which we can 
sell our products because we arc thinking not of definite known human 
beings who will use these products, but of that wague and impersonal 
thing, a market for our goods. 

Modern society is trying to meet such problems as these, and since 
in the nature of the case anj-onc may be affected by them and yet no 
private person can deal with the situation, many of them must be 
met by governmental devices. So that nowadays we put our trust 
not in the virtue of the meat packers but in the government inspectors 
of meat; not in the piety of the man who runs a cannery but in our 
])ure food laws. The government has stepped also into the gap 
caused by lack of personal relations between employer and worker 
and tries by labor laws and factory inspeitor.s to keep working con¬ 
ditions safe and decent. I'lie impersonality of machine industry 
which brings accidents “alike to the just and the unjust” is met by 
safety regulations and devices and by systems of workmen’s com¬ 
pensation. The workers h.avc also developed a device by which they ^ 
may protect their interests and trade unioni.sm takes care of many| 
of these problems for workers who arc so organized. The impersonab 
situation is met by an impersonal device—collective bargaining, the: 
basic feature of trade unionism, substitutes a group bargain for the, 
old personal bargain between master and man. The employer, on,’ 
his side, notes that the impersonal situation has taken away certain” 
motives to good and careful work, and devises various sj’stcms of* 
inspection and reward to replace those motives “Scientific manage^ 
merit” is an open recognition of the impcrsorrality of our system and 
an attempt to use it to advantage.. 
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We must recognize, ho\ve\er, tliat there are still many unsolved 
problems growing in part at Ica'^t out of our impersonality. Produc¬ 
tion for unknown consumers lo.nK to much social waste through the 
use of our resources to make such things as shoddy clothing and 
buildings so cheaply constructed as to Ire unsafe. The pressure of 
stockholders for their di\ idends falls hea\ ily upon tlie labor employed 
in the concern. Our codes of behavior take care that we do not 
rob or murder, but arc only beginning to frown upon the “high 
finance” that robs and ruins those who are distant and unknown. 
The slowest of us would run to the lescne of a drowning child, but it 
is a long, discouraging struggle to secure laws that will protect mil¬ 
lions of unknown children from the early toil that stunts all tlieir pos¬ 
sibilities of future development. Our morality built up in the days 
of personal relations is ada|)ting itself very slowly to taking care of 
impersonal situations lint that it must eventually make that adap¬ 
tation we are sure. 

310. IMPKRSON'AI.riY U.N'DMR TIIK PECUNIARY REGIME 

A- 

Money is able to form the most impersonal relations between 
men. The objective bond grows, but personal liberty remains. 
Olijoct and subject are separated from each other. The bonds that 
money creates between men are iufiuitely numerous; nearly all rela¬ 
tions between men have some connection wdth money', may it be ever 
so insignificant, as, for instance, the rent a society has to pay for a 
room, lint only tin; objective purport connects men; personally they 
remain free, even if the mimlicr of pcojile upon whom tliey arc depend¬ 
ent grows more and more. Just because tliere is the possibility of 
the most impcrson.al relations, there is room for individual liberty. 

Money transforms properly. While the possession of goods 
affects the individual hccause the peculiarities of different objects 
require different ambitions, the infinite number of possibilities that 
money combines leaves us free. Money is, so to speak, condensed 
property, the possession of which contains tlic possession of every¬ 
thing wc can buy for money. Tlie signihcance of the possession of 
money does not lie in the object, but in its relation to the subject, 
the possessor who can use it according to his wishes. The greater and 

' Adapted by permission from S. P. Altman, “Simmel’s Philosophy of Money,” 
American Journal of Sociology, TX (itt03--4), 48-67. 
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higher the part that money plays in economics, the lesser become 
the bonds between people, because money is the absolute means. 

Also with regard to space, money loosens the bond between us 
and property. Only by money the sliareholder, the public creditor, 
the landed proprietor who has let his farm, are enabled to live at a 
distance from their property, as this can be .secured by money. 

Note also the connection between tlie growing importance of 
money and individualism. Money widens the circles, because the 
individual enters into every relation with part of its ego only; it 
leaves room for a greater individualization. Closer bonds presume 
equality; tlicy check the process of individualization. 

The greater tire division of labor, the more complicated becomes 
the relation for the subject. Goods are more and more separated 
from their producer; factory goods replace goods made to order. 
Because labor is subservient to an objective purpose, it stands in a 
more objective relation even to the worker. Thus we get the purely 
objective relation that everybody works for everybody else; the 
upper for tlie low’er classes, and vice versa, the celebrated chemist in his 
laboratory for the peasant’s wife who buys the colored neckerchief, 
and the workingman for everybody who is a consumer of the goods he 
produces. Our style of life through money becomes more and more 
anti-individual. 

B- 

A convention favorable to the dominance of immediate pecuniary 
values is our habit of using the dollar as the measure of all worth and 
all attainment. In more stable communities the institutions which 
represent the various aspects of life group themselves in a varied and 
rich social organization. There the individual is ajrpraiscd in terms 
of such standards as birth, religious belief, education, intelligence, 
political opinion, and personal morality, and the answers obtained arc 
all used in giving him his place in the community. If he does not care 
to be an outcast he must conform to the dictates of these standards. 
But under industrialism it has been impossible to use at all adec|uately 
these rich standards of social rating. Throughout the greater part 
of America two generations have witnessed the transition from an 
agricultural to an industrial system, and the newer life has been ade¬ 
quately organized only in its immediately industrial aspects. The 
transition has everywhere been accompanied with a high degree of 

' Adapted by permission from W. II. Hamilton, “The Price-System and Social 
Policy,” Journal of Poliliral Economy, XXVI (1918), 52-53. 
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flux. In small villages the names of firms still change with kaleido¬ 
scopic (juickness. On tlie investment market securities change hands 
even more rapidly. In tlie city projiinquity is no breeder of neighbor¬ 
liness, and the roof of an apartment house does not make of its numer¬ 
ous occupants a community. Labor is “on the move,” ever ready to 
take “the main chance.” Amid the rapid whirl of industrialism one 
gets into the habit of considering relations but for the day. Here 
today, there tomorrow, the identification of individual with industrial 
establishment, with community, and with [leculiar schemes of thinking 
and living has nothing in common save the blue sky above and the 
pecuniary income ahead. In view of the necessity of forming judg¬ 
ments within this chaotic society, it is inevitable that the dollar should 
become the arbiter of values. It serves well this function because, 
to those who use it, it is far more than mere income. 

O 

The corporation in its idea is democratic. I'or it provides for the 
union of a number of owners, some of them it may be small owners, 
under an elected management. It would seem to be an admirable 
device for maintaining concenlialion of power with distribution of 
ownership. But the very si/.e of modern enteiprises and unions pre¬ 
vents direct control by stockholdeis or members. They may dislike 
a given jrolicy, but they are individually helpless. If they atteiufit 
to control, it is almost impossible, exre])t in an cxtraoidinary crisis, 
to unite a majority for common action. 'Ihe directors can carry on 
a policy and at the same time claim to be only agents of the stock¬ 
holders, and therefore not ultimately responsible. What influence 
can the small shareholders in a railway company, or a great industrial 
coiporation, or labor union have? Ihey unite with case upon one 
point only: they want dividends or results. When an illegal policy 
is to be pursued, or a legislature or jury is to be bribed, or a non-union 
man is to be “dealt with,” the head officials likewise seek only 
“results.” They turn over the responsibility to the operating or 
“legal” department, or to the “educational committee,” and know 
nothing further. These de|iaitmcnts arc “agents” for the stock¬ 
holders or union, and therefore feel quite at case. The stockholders 
are sure they never authorized anything wrong. .Some corporations 
are managed for the interest of a large number of owners; some, on 
■ Adapted by permission from John IJevrey and J. H, Tufts, tlhics, pp. 497- 
^03. (Henry Holt & Co., 1910.) 
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the other hand, by ingenious contracts with side corporations formed 
from an inner circle, are managed for the benefit of this inner circle. 
The tendency, moreover, in the great coiriorations is toward a situa¬ 
tion in which boards of directors of the great railroad, banking, insur¬ 
ance, and industrial concerns are made up of the same limited group 
of men. This aggregate property may then be wielded as absolutely 
as though owned by these individuals. 

The same impersonal relation often prevails between employer 
and employed. The ultimate employer is the stockholder, but he 
delegates power to the director, and he to the president, and he to 
the foreman. I'lach is e.xpected to get results. The cniplo\’ed niav 
complain about conditions to the president, and be told tliat he can¬ 
not interfere with the foreman, and to the foreman and be told that 
such is the policy of the company. 

The relations of coiyiorations to the public, and of the public to 
corporations, arc similarly impersonal and non-moral. A convenient 
way of approach to this situation is offered by the ethical, or rathei 
non-etliical, status of the various mechanical devices which have come 
into use in recent years for performing many economic services. The 
weighing machines, candy machines, telephones, are supposed to give 
a certain service for a penny or a nickel. But if tlie machine is out 
of order, the victim has no recourse. Ilis own attitude is correspond¬ 
ingly mechanical. He regards himself as dealing, not with a pcison, 
but with a thing. If he can exploit it or “ beat ” it, so much the better. 
Now a corporation, in the attitude which it takes and evokes, is 
about half-way between the ])ure mechanism of a machine and the 
completely personal attitude of a moral individual. A man is over¬ 
charged, or has some other difficulty with an official of a railroad com¬ 
pany. It is as hoi)cless to look for immediate relief as it is in tlie case 
of a slot machine. The conductor is just as much limited by his 
orders as the machine by its mechanism. The man may later corre¬ 
spond with some higher official, and it patience and life both persist 
long enough, he will probably recover. But to prevent fraud, the 
company is obliged to be more rigorous than a person would be who 
was dealing with the case in a personal fashion. Hence the individual 
with a just grievance is likely to entertain toward the corporation the 
feeling that he is dealing with a machine, not with an ethical being, 
even as the company’s servants are not permitted to exercise any 
moral consideration in dealing wdth the public. They merely obey 
orders. Public sentiment, which would hold an individual teamster 
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responsible for running over a cliiki, or an individual stage owner 
responsible for reckless or careless conduct in carrying his passengers, 
feels only a blind rage in the case of a railroail accident. It cannot 
fi.x moral rc.sponsibility definitely u])on cither stockholder, or manage¬ 
ment, or employee, and coineisely neithoi slockholdei nor manager 
nor employee feels the moral lo^tiaint ulmh the induidual vvould 
feel. lie is not wholly responsible, and his shaie in the collectise 
responsibility is so small as often to seem entirely negligible 


See also 113. A Pecuniary .Society. 

116. Tire Role of Money in F.eonomic Organization. 

117. Money and Capital Accumulation. 

136. Types of Business Organization 

139. I'anlty Direction of Mconomic Activity. 

140. Production for i’rofit. 

370. Property at Its Zenith. 


311. Tllf; IMPERSONALl rV OF THE MARKET 
A‘ 

We may talk of our duty to :dl mankind, but we all seem to recog¬ 
nize a greater extent of obligation toward our friends than toward 
moie distant ac<niainlances, and a greater obligation to an ac(|uaint- 
ance than to a total stranger. Even the good Samaiitan must have 
felt a more compelling obligation had the man who fell among thieves 
been a fellow Samaritan. But if we ask what makes one obligation 
more compelling than another, I think we arc bound to come to this: 
that the extent of obligation is a i|uestion of the extent of personal 
understanding; in other words, it is a (|uestion of the number of points 
of contact. With the stranger whom I pass on the road I have, so to 
speak, but one point of contact. With my intimate friends I have 
not only many points of contact, I)ut eac h is related to all the others 
in what the lawyers call a “meeting of minds“ or of personal points 
of view. 

Now the economic relation, in spite of all its complexities, is very 
siinilar to the relation of two men who merely meet on the road. It 
is a relation in which men arc strangers to one another at every point 

* Adapted by permission from Warner Fite, "Moral Valuations and Economic 
Laws,” Journal of I’hilosophy, Psyc/ialosy Mid Scientific ifetlwds, XIV (igi?), 10-16 
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but one: what each knows of the other is simply what he will give 
in terms of money or what he will take in terms of a specified com¬ 
modity. In a word, it is a relation of mutual ignorance rather than 
of mutual knowledge. To make my meaning clear I will ask you to 
picture to yourself a typically economic situation such as that pre¬ 
sented by a great commercial city like New York. Duiing a few 
hours of the day you will find some hundreds of thousands gathered 
in the downtown district and engaged in the business of exchange, 
during the night they are scattered in their homes uptown or outside 
of the city, in New York, New Jersey, or Connecticut. If you ask 
what they are exchanging, your first answer may be useful commodities 
for' personal consumption. But in every act of exchange the com¬ 
modities offered on one side are simply dollars and those on the other 
side are offered only in exchange for dollars. And the nearer we come 
to a completely organi/.cd market, such as we find on the stock 
exchange, or the grain or cotton exchange, the less iiitcre.st we seem 
to find in useful commodities—grain, cotton, or railways—as such, 
and the more it seems to be a matter of e.xchanging certificates or 
recei[)ts, for anything you please, provided only tliey are readily con¬ 
vertible into dollars. What we find, then, is a vast concourse of 
supplies and demands, all expressed in terms of a single abstract, 
quantitative standard. And in the business district this is, generally 
speaking, all any man knows of his neighbor, namely, what he will 
give or what he will take. 

Strangely enough, one of the results of improved meaiis of com¬ 
munication is to hold apart those who, we should say, would be most 
concerned to meet. It is true that, in the sense that the products 
of one land are consumed in distant lands, modern commerce brings 
more distant persons into some sort of economic relation, and thus 
creates larger economic wholes; but in doing this modern commerce 
also sepaiates the ultimate producer and the ultimate consumer, the 
ultimate borrower and the ultimate lender, and even the ultimate 
employer and the ultimate laborer, by the interposition of an indefi¬ 
nite number of middlemen. Thus it results from the very magnitude 
of the situation that the personal needs which constitute the ultimate 
forces of lire market arc kept largely in ignorance of one another. 
Each person entering the market becomes blankly a term in a scien¬ 
tific system of exchange, and each is confronted, not by other persons, 
who as persons may be open to negotiation, but by the blank facts 
of the system. 
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If we ask whose taste and judgment aie e\7>resscd in most of the 
things that we use and wear, oui u [de niu^t ire that to a Large extent 
they express nobody s taste ,i:id nobude judgment. An economist 
might tell us that the selection ol nhat is to be bougiit and sold ujton 
the market is determined b\ eionomu law Unt this means only that 
the maker and the user are nioie oi less out of communic.ition, and 
in the absence of communication the seleitam is detei mined by physb 
cal fact. When I buy a p.iii ol shoes, foi e\am])le, I lake not uhat I 
want but the best that I can get in \ lew of a given supply, undei 
modern conditions it seems Inlile to speedy wh.it 1 should prefer 
but the supply of shoes is (leleiniiiied, on the side of the maker, by 
a statistical recoid of what 1 and tlie other piiichiisers actually take 
I'.acli of the two jiaitics deals, then, uiih a bare jihvsical fai t the 
fact that certain goods arc t.aken, oi that certain goods arc found in 
the suj)])ly. I he economic poK'ess of selection, so called, is liardiv 
more ot a menl.il process than the piocesses of an adding machine 
or a cash register 

li¬ 
do draw an instance from tlie lield m business, we may take the 
everyday c.xirerieitcc of iii\cstiiieiit b.inf.ing in our piotiiuial towns 
d’wo wcll-dcfiiieil types of seem it \ dealers exist m almost eveiv 
interior city, d'he first is that of the local private banker, generally 
a leading citizen, wlio with sons and p.iitners and jiaitneis’ sons deals 
directly witli ticigliiiors and fi lends Such [leople carefully weigli 
their words in giving advice to Ilu ir clients, they arc proud of tlie 
place they holtl in the community, and their self-respect will not 
permit them to do anytliing to iin|)ei il it d'liey would prefer to sai - 
rificc business latlicr than do anv thing imderliauded or say anything 
untruthful to obtain it. If through an crior of tlicirs or through tlieii 
bad judgment they have pcrsu.ided a client to invest in an unsound 
security, tliey would prefer to buy it back ratlier tlian lie the means 
by which he had lost his capital it is against the liiglier im|)ulscs of 
such a firm to cncoura.ge siieculative gamliling, for they know tliat 
those who indulge in it always low' in tlie long run 

d’he otlier ty])C is that of tlie local Ijrancli office of a New York 
stock broker in rliargc of a manager sent out by tlie parent house 
Educated in the most imjicrsonal scliool of trading in the world, where 

' Adapted by permission from Iv. f) 1 rndr Morals, Thnr On^m, Growlh 

and Province, pp. 128-30 fVale UniMi-iiv I’rrss, iQfO 
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the quick succession of multitudinous transactions leaves time neither 
for reflection nor for consideration, he is sent abroad by liis employers 
to get them business in the smaller city. His success depends upon 
the amount of new business he can bring in, and the quicker he docs 
it the better; he comes today, he may go tomorro-.v; he has no estab¬ 
lished local reputation, and his chief concern is to i)romotc purchases 
and so to increase commissions. Providing he gets business he need 
have no pri<le in his job; to his em])loyer his clients are only names 
written in a book and rated by Dun or Bradsticet. So long as they 
keep their margins good they are welcome to speculate whellier they 
have the means to do it or not. The lifeblood of their business is to 
buy and sell; this makes commissions; tlie principal cares little how 
the agent gets tire business. He cannot be paid with a share of llie 
earnings, and so have a stake in the continuity of his business, for 
hat is against the rules of the c.xchangc; but he may lawfully be 
given a liberal allowance of wines, lirpiors, and cigars as a pait of the 
necessary expense of attracting trade. The growth of pride and 
self-respect as reinforcements to the humanistics of business is 
stifled here. _ 

See dso 85. The Great Co-operation. 

86. The Indirect Method of Satisfying Wants. 

148-50. An Estimate of the Value and Limits of Spe¬ 
cialization. 

151-56 on Interdependence, Its Forms and Conse¬ 
quences. 

312. STANDARDIZATION' 

These progressive changes toward more widespread knowledge 
of business have wrought havoc with the rate of profit. To meet this 
emergency the pace of trade had to be vastly accelerated. Business 
organizations have been more constantly employed in out-of-season 
work, and the number of transactions accomplished by them has been 
proportionately increased so as to meet the fall of net profits from an 
average of 20 or 25 per cent on the amount of the sale to one of from 
I to 4 per cent on the same. Quick trading involving the minimum 
of time to each transaction has become a commeicial necessity; in it 

' Adapted by permission from E. D. Page, Trade Morals, Thar Origin, Groioth 
and Prontue, pp. 197-09, 228-29 (Yale University Press, 1914.) 
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lies all the hope of gain anH the possihility of survival; this has 
involved changes in every proiluctiw in(lu^try and in tlie operations 
of every trading group. 

The econonii/ation of lime and elTort demanded by the model n 
methods of husiiu-^s leaves little loom for higgling or trading. Quali¬ 
ties arc standardi/ed, quantities arc standaidiaed, piices and terms of 
credit are standardi/.eil, so as to permit the hugest number of jsossible 
transactions to be consumnialed in the shoitest measure of time It 
is clearly perceived fh.at this i.s the nub of business ctliciency, and uiion 
the totality of cfliciency in any business depends its welfare, that is, 
its adjustment to its enviionnicnt, and its ability to survive. Alex¬ 
ander T. Stewart discovered the elTu iency of standardized pi ices in 
the early forties Tie\ ious to that time it was a folkway in the United 
States, as it is today in Italy or Spain, to ask one jtrice of the buyer 
with the idea of taking anotlu r in the end, and of settling the final 
i|uestion of what was to be paid by the |)rocess of bargaining - the 
chaffering of the market Stewart saw the o|)poitunity of dealing 
a widespread conlideiice in his business inelhods by introdiuing a 
custom that all who bought Ironi him should be trisated exactly alike 
Ills C-Xiicrimcnt was receixed with deiision by his coiupetitois Hall 
the pleasure of bu>in.'; would be lost to the public, they said, if the 
opitortunity for the interchange of wits invoKed in higgling and 
trailing were denied. It was conlidently asseited that customeis 
would be driven away liom the shop where the delights of bargtiiiiing 
were done away with, llul Slewait s hopes w'crc moic than realized, 
and on the foundation of l he pi incijile ol lixed prices he luiilt the most 
cnormou.s business success ot his generation; many of his competitois, 
driven out of business by their incrqiacity to forecast the trend of 
folk-custom, were glad to hire their seivices to aid the gieat rneiehant 
in the very policy that had led to their own downfall. 

The vast majority of altiibules of all staple merchandise are now 
so standardized that the main question in selling is not so much [ter- 
suasion as in getting the standards f.iirly represented before the pros¬ 
pective buyer’s mind It the offering fils his economic needs his last 
doubt is tlic ethical one- i e , is tire representation a fair one?—and 
he acts in accoidance with liis answer to this iiuestion, if the answer 
be “yes” the trade succeeds. Therefore the standardization of con¬ 
duct is equally impoitant with the other kinds of standardization to 
the success of any business which is conducted in confurmity with the 
modern idea of large sales ancF small profits, and thus it is that in 
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business conduct well-established and widely known principles pro¬ 
mote success. 

See also 165. Standardi/:ation and the Machine Process. 

166. The Transfer of Thought, Skill, and Intelligence. 

167. Impersonality and the Machine Process. 

177. The Brute. 

313. IMPERSON.M.ITY AND THE WORKER' 

•Considering the whole field of American industry, there are almost 
infinite variations of relationship between employers and employees, 
ranging from the individual worker, hired by a single employer, as in 
domestic service and agriculture, to the huge corporation with a hun¬ 
dred thousand stockholders and a riuarter of a million employees 
Relationship varies from that of direct coni,act to a situation where 
the employee, together with thousands of his fellow-workers, is sepa¬ 
rated by hundreds of miles from the individuals who finally control 
his employment and of whose existence he is usually entirely ignorant 

A thorough discussion of the rclalionshi|)S which exist under these 
various forms of industrial organization would be not only tedious but 
useless for all practical purposes. The ty]rical form of industrial 
organization is the corporation. In transportation appro.ximately too 
per cent of the wage-earners are employerl by corporations; in min¬ 
ing, 90 per cent, and in manufacturing, 75 per cent. Moreover, it is 
under this form that the great problems of industrial relations have 
developed. 

The control of the property, as far as operation is concerned, rests 
finally with the stockJiolders or with some particular class of stock¬ 
holders who.se shares entitle them to vote. 'I’he stockholders, how¬ 
ever, act through the board of directors, who are usually elected in 
such a way that they represent only the dominant interest. As far as 
the organization of the corporation is concerned, the piincipal func¬ 
tion of tlie board of directors is to select tlie executive officials. These 
executive officials, either directly or indirectly, select the numerous 
superintendents, foremen, and petty bosses by whom the direct opera¬ 
tion of the enterprise is managed and through whom all the workers 
are hired, di.scharged, and disciplined, 

•Adapted from “Existing Relations between Employers and Employees," 
Final Report of the Commission on Industrial Relations, pp. 16-21. (Government 
Printing Office, 1915.I 
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1 hcoietitally and legally, the final control and responsibility rests 
with the stockho ders, hut m actual piaetice a \erv dilTorent situation 
is touiid. 1 he lelatioii'hip oi stoi Idioldcis to a corpoiatioii is any¬ 
thing but pcinianent, in a busy week on Wall Street the luiniber of 
shares bouglit and sold in one of the great corpoiations will greatly 
exceed the total number of shares that are in existence. 'I'he stock- 
ho'ders as a class, thoieforc, ha\ e no guiding interest in the permanent 
elhciency of the coi])orati<)n as regaids either the pieseiwation of its 
physical piopeity or the niaintenanee of an cllicient productive 
organization. 

Hoards of directors in theory are responsible for and would 
naturally be expected to maintain supervision o\'er every phase of 
the corporation’s iiianagement, but, as a matter of fact, we know that 
.such supervision 's maintained only over the financial phase of the 
business, controlling the ac(|uisition of money to operate the business 
and distiibuting the piolils t jion the testiniiiny of financiers rep¬ 
resenting, as directors, hun<lieds of coiporatlons, the tyjiical director 
of large corporations is not only totally ignoiant of the actual opera¬ 
tions of such corjiorations, whose properties he seldom, if ever, visits, 
but feels and exeix iscs no res])onsibility for anything beyond the finan¬ 
cial condition and the selection of executive olhcials. Upon their 
own Statements the-e rlirei tors know nothing and care nothing about 
the (|naiity of the product, the condition and treatment of the workers 
from whose labor they dciive their income, oi the general management 
of the business. 

As far as operation and aituul management are conceiiied, the 
c.xecutive olfuials are pracliialK' siiiireiiie. Upon their orders [iro- 
duction is increased or decreased, plants are opcr.ited or shut down, 
and upon their recommendations wages are raised or lowered. Hut 
even they have little direct contact with the actual establishment of 
working conditions, and no relation at all witli the rank and file of the 
workers. They act upon the recommendations of superintendents, 
whose information comes from their as.sistanls and foremen and from 
the elaborate statistics of modern biisinc.ss, which account for eveiy 
piece of material and product, show the disposition of every penny 
that comes and goes, but ignore, as though they did not exist, the 
men and women wliosc labor diives the whole mechanism of business. 

Here, then, is the field of industrial relations: Masses of workers 
on the one side dealing in sonip manner with foremen and superin¬ 
tendents on the other, behind whom is an organization of e.xccutive 
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officials, representing in turn tlie board of directors, who are the 
chosen representatives of tlie stocUiolders. 


See also 20. 'I'he Villain and the Freeman. 

23. Manorial Methods of Cultivation. 

203 Kcononiic Insecurity of the Workers. 

243. 'I'he 'I'radc Union Program. 

274 Suggested Cutes for Poverty. 

314. IMPKR.SONAL DFVTCl.S TO MEET I.MPER.SON.M, 
(■().M)ITKX\S' 

liy the iinpersonali/ation of industry are meant two closely 
related things. Not only are impersonal relations substituted foi 
personal relations, but the whole iiersonality no longer functions in 
industry. 'I'he worker takes a plaie in an impersonal system, tin 
entrepreneur folloirs out an impersonal policy. In both manufactur¬ 
ing and agriculture the evolution of the new system centered about 
the control of capital. 

The ])rocess of impelsontdi/ation is not confined to production, 
it makes its way into all parts of economic and sorial life. Sombart 
indicates the e.vtent to wliiili ia|)italism changed personal tics into 
im|)ersonal relations. “.Vn 'ini|iersonah/,ation’ (Vcrsai lilkJiung) 
always occuis uhere the elTieieney of a system of man-made airange- 
ments disiilaces direct individual or co opeMlire human effort 
W'e observe a [laiallel phenomenon in leehni(|iie whcie the imper- 
sonalization consists in the transfer from vital huiiian kibor to a sys¬ 
tem of lifeless bodies, i.c , meehanical or chemical ail 1011. Military 
leadership becomes impelsonal when the battle is no longer decided 
bv the initiative of the general, but by the intelligent observance oi 
all the accumulated experience of the past and by the utilization ol 
si ientific methods of strategy and tactics, of artillery and commissariat 
and so forth. A retail store becomes impersonal when the single head 
of the firm, who is in [lersonal relations with the clerks ami the cus¬ 
tomers, is su])planted by a board of directors who control thousands 
of em])loyccs. 'Phis latter is accomplished by means ol a system ol 
organization to wdiich every individual is subordinated. In such a 
store tire concrete business trans-iction is no longer a personal under- 

'Adapted by permission from Iv W*. Ruri^css, The Fuuclion oj Soualiza 
lion in Social Evolution, pp IJ7-74 Cl'lie riiivfi-ity of l'iii(,.ij^o Press, 1016. 
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itand’.ng between buyer and seller, but rather an automatic process 
operatin',' according to lert.iiu (iilinite standaids. The collective 

labor contract make> the wage lelati.iii impersonal and so on. 

[Ihe] inipersonali/ation of credit is the characteristic mark of modern 
national economy.” 

Ihe tendencies to imperson.ili/alion arc not mcrelv economic, 
not national alone, but sori.il and woild-widc. F.ronoinic value is 
no longer determined immediately in any particular case by the clash 
or concord of the intere.sts of two pr isons, or bv custom, but is settled 
in a (luitc inijiersonal way by a i|iiotalion from the boaid of trade. 
Life in the city iilustrales in scores of ways the growth of impersonal 
relations. The enormous aggn'g.il ions of population, the minute 
subdivision of labor, the many tran-.ient rel.ilions of persons, m.ike 
impossible the elleclicc fiiin tioning of [xison.il ties. It is not to the 
character of the milk-de.der that \ou look, but to the impersonal 
certificate of inspection, not the moniKof the ]>.u king magnates that 
you scrutini/.e, but the government iiiNpector’s st.inip. The growing 
use of money and cierlit as a medium of e,\tli,uige brings into the 
power of the individual a wliolr' sum of sciviies whose im])ersonal 
nature ^rarccly gives a InnI of iheii genetic connection with Ihe give- 
and-take of the old i)r'i''onal indimlri.d and sor iai order. 'J'he grow'th 
and s]X'ci,ih/,alion of the pioU-s-ions and of e.xpert knowleilge in 
sperilic departments of thought ami action have createrl the great 
impersonal function of an ‘‘authority.” 'I'lie rise of the newspajier 
with its anon) mous editoiial “we” and its cletached statement of the 
news is but another force making for the iinjtersonal character of this 
age. The modem soii.il group, the [inblic, is held together diiillv 
by ties of ini])i 1-on.il interest, although Ihe inlluciice of a sinking 
personality is not entiiely eliminated. Idic phenomena of fashions 
and fads imlicate at once their imi>erson,il idle and the futility of 
indiviilual protest and resistance. Public o])iiiion, pervasive, in¬ 
tangible, tjuite iinpeisonal, a [lail of the siiiiitual breath of eacli of us. 
yet hardly more our own than the atmosphere which we inhale and 
e.\hale again, is a ]>lienonienon of modem limes. And even our 
great national elections where the individual adds but one vote to 
six or seven million votes cannot but give the reflective person a feel¬ 
ing of the utter impotence of personal participation and the imper- 
son.ality of democracy. 

The transition from the personal relations of the guild and the 
manor to the impersonal relations of the factory and the estate wa.s 
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officials, representing in turn tlie board of directors, who are the 
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related things. Not only are impersonal relations substituted foi 
personal relations, but the whole iiersonality no longer functions in 
industry. 'I'he worker takes a plaie in an impersonal system, tin 
entrepreneur folloirs out an impersonal policy. In both manufactur¬ 
ing and agriculture the evolution of the new system centered about 
the control of capital. 

The ])rocess of impelsontdi/ation is not confined to production, 
it makes its way into all parts of economic and sorial life. Sombart 
indicates the e.vtent to wliiili ia|)italism changed personal tics into 
im|)ersonal relations. “.Vn 'ini|iersonah/,ation’ (Vcrsai lilkJiung) 
always occuis uhere the elTieieney of a system of man-made airange- 
ments disiilaces direct individual or co opeMlire human effort 
W'e observe a [laiallel phenomenon in leehni(|iie whcie the imper- 
sonalization consists in the transfer from vital huiiian kibor to a sys¬ 
tem of lifeless bodies, i.c , meehanical or chemical ail 1011. Military 
leadership becomes impelsonal when the battle is no longer decided 
bv the initiative of the general, but by the intelligent observance oi 
all the accumulated experience of the past and by the utilization ol 
si ientific methods of strategy and tactics, of artillery and commissariat 
and so forth. A retail store becomes impersonal when the single head 
of the firm, who is in [lersonal relations with the clerks ami the cus¬ 
tomers, is su])planted by a board of directors who control thousands 
of em])loyccs. 'Phis latter is accomplished by means ol a system ol 
organization to wdiich every individual is subordinated. In such a 
store tire concrete business trans-iction is no longer a personal under- 

'Adapted by permission from Iv W*. Ruri^css, The Fuuclion oj Soualiza 
lion in Social Evolution, pp IJ7-74 Cl'lie riiivfi-ity of l'iii(,.ij^o Press, 1016. 
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tion of the change which had taken away their occupation and 
livelihood. 

With the failure of direct action and of political agitation, the 
influence of Robert Owen and of the niiddle elas^ tende<l to turn the 
efforts of the wage-earners to co-opeiaiion and organized self-help. 

The co-operative movement alTords us most interesting evidence 
of this change of heart and mind. In establishing consumers’ and 
producers’ societies, the working class tittempted to utilize the 
weapons of capitalism to its own advantage. The restriction of the 
full benefits of these societies to the members showed the e.ssentially 
indivitlualislic chaiacter of the organization. 

Jhe organization of the trade union is to be distinguished from 
that of the guild sjstcm. Each individu.il, upon joining the union, 
surrenders his “natural” right of comiteting with his fellows, and of 
making individual terms of employment with his employer. Thus 
it is that the trade union, despite its olivious use of ]ieisoiial and local 
relations, is organized, fundamentally, u]ion an impersonal basis. 
The p.scrhic force that gives the labor union its vitidity is the eco¬ 
nomic incentive, the most impersonal save the aesthetic of all human 
interests. 'Ehc maintenance of the standard of living and the (]ues- 
tion of higher wages become an object to be achieved only by the 
subordination of the individual to the group. Collective bargaining 
denotes the standardization of remuneiation and the rejection, in some 
degree at least, of Ihc principle of the apportionment of reward to tlie 
worth of individual service. While the member of the union has a 
vote in the referendum for a strike, his relimpiishment of the ulti¬ 
mate control of his conduct to an organization often involves the sur¬ 
render of his personal j-irefcrences. In mediaev.il limes, the control 
ol lile was in the hands of the guild master and his personality func¬ 
tioned in his work; in modern limes, the personality of the wage- 
earner does not function in production, and the control of his life in its 
economic aspect has passed into the keeping of an organization into 
which his personality is merged. 

The impersonal character of the Socialist movement is as evident 
as that of the labor union. The interests of all the members of society 
are to be conserved without regard to class or adventitious circum¬ 
stances. The special economic privileges that private property 
presents for the personal control of the destinies of other men are to 
be abolished. The ownership of all the instruments of production 
is to be vested in the state, the impersonal representative of all of us. 

27 
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Above all else, the Socialist ])hilosophy of life tends to turn the atten¬ 
tion of the individual from the personal to the impersonal exi)lanation 
of the causes of social misery. According to the new interpretation, 
not human nature, but the social order is responsible for human waste 
and wreckage; not the “bo.ss,” but the “soulless” corporation is to 
blame; not the capitalist, philanlhrojrisl that he often is, but the 
system is at fault. 

Thus the circle of impersonalization is complete. Capitalism 
introduced an impersonal economic order with impcr.sonal ramifiia- 
lions which e.xtend throughout the entire social order. Labor union-, 
have built up an iniirersonal organization to me.isure strength with 
ca])italism in the industrial arena. The Social iMovement, and 
especially social siience as its highest rational integration, h.is im¬ 
planted in the minds of men an objective and detached method of 
analyzing and Intelprcling social facts. 

The question may be raised whether the impeisonal stage of 
socialization is the final or highest goal of the process, I’he slud\ 
of social development in England in the last lifty years suggests that 
a new stage, which we may call the social, is being attained. The 
social tendencies arc multi|)lung, which denote that the imperson.il 
nay of looking at things will become iiermeated by the social outlook 
.ind spirit; th.il the perfected outward co-operation of our present 
industrial order will become motivated by a jicrfectcd inner co¬ 
operation; that out of the moral ferment and psychic seething of the 
thronging thousands in our cities, united in spite of themselves by the 
closest and most complex external intcrdi'iiendencics, will be evolved 
a group-consciousness necessary for the solution of our pioblems and 
for the control of conditions in the common interest. Such a change 
111 the mental and social organization presupposes and requires a 
change in the habits of mind of the individual. The rcciuisite trans¬ 
formation can occur only through the socialization of the individual 
by means of his freest personal partici[)alion in the community of 
thinking, feeling, and action of the group. The process of perfecting 
the social order makes possible and requires the all-round development 
of personality. 

315. MIGRATION AND IMPERSONALITY' 

What we want to discox er most of all is the particular reason why 
a sojourn in a new land should tend to broaden and intensify tlie capi¬ 
talist spirit. 

' .Adapted by permission from Werner SomEirt, The Quintessence of Capitalism, 
P[) .ro2-7. (E. P. Dutton & Co., 1015 ) 
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If we are content to find it in a sinj^le cau-'C it would be the breach 
will) all old ways of life and all old mhi.U u'laliondn|is. Indml, the 
psychology of the stranger in a new land may ea-iK’ he e\]i'aine<l hy 
reference to this one srijneme f.ut. Ilm chin, his touiitu', Ins people, 
his state, no matter how deeply he wa'' looted in them, lia\e now 
ceased to be realities for him. His fimt aim is to mal^e iirofit How 
could it be olheiwise? Iheie is nothing ebe open to him In the 
old country he was e.xduded fiom ])la\ing his jiait in public life, In 
the colony of his choice there is no publii life to speak of. Neither 
can he de\ote himself to a life of conifoit.ible, slothful ease, the new 
lands have little comfort Nor is the neuiomer nioced bv sentiment. 
His environment means nothing to him At best he regards it as a 
means to an end - to make a li\ ing. All this must surely be of gieal 
consc(|uencc for the lise of a mental outlook that cares only for gain, 
and who will deny that colonial acticity geiieiates it? 

Nor has the inimigiant or colonial settler a sense of the present 
or the past. He has only a futiiie Heloie long the possession of 
money becomes his one aim and .imbition, for it is ckai to him that 
by its means alone will he be able to shape tli.it futuie Hut how can 
he amass money ? Surely by enteipii^'. A chaiacteristic of the new¬ 
comer everywhere is that theie are no bounds to his eiiteiprise. He 
is not held in check by peisonal consideiations, in all his ik,dings he 
comes into contact only with strangers like himself. Nor is the 
stranger held in check by considerations other than iiersonal ones 
He has no traditions to re-pect; he is not bound by the policy of an 
old business. He begins with a clean sl.ite, he has no loc.ii connec¬ 
tions that bind him to any one spot. Is not e\ery locality in a new 
country as good as every other? 

One characteristic of the stranger's activity, he he a settler in a 
new or an old land, follows of necessity. I refer to the deteriiiination 
to apply the utmost rational ciTort in the field of economic and tech¬ 
nical activity. 'I'he stranger must carry throu;;li [ilaiis with success 
because of ncce.ssity, or bccau-.e he cannot withstand the desire to 
secure his future. On the otlier hand, he is able to do it more easily 
than other folk because he is not hampered hy tradition. This explains 
clearly enough why alien immigrants, as we have seen, furthered com¬ 
mercial and industrial progress wherever they came. Similarly we 
may thus account for the well-known fact that nowhere are technical 
inventions so plentiful as in America, that railway construction and 
the making of machinery ]irocccd rfiuch more rapidly there than any¬ 
where else in the world. It all conics from the peculiar conditions of 
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the problem, conditions that have been termed colonial—great dis¬ 
tances, dear labour, and the will to progress. The state of mind that 
will have, nay must have, progress is that of the stranger, untram¬ 
melled by the past and gazing toward the future. 

316. IMPERSONAL LAWS OF MANAGEMENT 

In its original conception the Taylor system of scientific manage¬ 
ment seems to have been literally a system of shop management 
concerned primal ily with the problem of efficient manufacture or pro¬ 
ductive efiiciency in the shop. As time passed, however, the charac¬ 
ter, scope, and significance of scientific management seem to have 
steadily enlarged in the minds of Mr. Taylor, his immediate followers, 
and his imitators, so that when the term “scientific management'’ 
was definitely adopted by adherents of Mr. Taylor as descriptive of 
his system, the intent, apparently, was to emphasize claims for it 
much broader and more fundamental than those originally made - 
claims which seem to warrant the following summarization: 

1. Efficiency, not only in the mechanical as])ects and as it depends 
on organic arrangements and human effort in the shop, but with 
re.spcct to the functions of a going industrial establishment, is gov¬ 
erned by fundamental natural laws, not made by man, and unalter¬ 
able by man. 

2. Scientific management has discovered the means by which the 
facts underlying these natural laws, which govern production in the 
larger sen.se—productive welfare and distribution—can be determined 
and established as objective, matter-of-fact data, quite apart and 
divorced from human judgment, opinion, or will; i.e., the means by 
which all productive arrangements and ])rocesses and all the relations 
between managers or employers and workmen can be reduced to an 
exact scientific basis of objective fact and law. 

“Scientific management,” declared Mr. Taylor, “attempts to sub¬ 
stitute in the relations between employers and workers the govern¬ 
ment of fact and law for the rule of force and opinion. It .substitutes 
exact knowledge for guesswork and seeks to establish a code of natural 
law equally binding upon employers and workmen.” In time and 
motion study it has discovered and developed an “accurate scientific 
method by which the great mass of laws governing the easiest and 
most productive movements of men are investigated. These laws 
constitute a great code which, for the first time in industry, com- 

* Adapted from R. F. Ho.xie, “Sdenlific Management and Labor Welfare.’’ 
Jourital of Political Economy, XXIV (igi6), 833-44. 
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pletely controls the acts of the management as well as those of the 
workmen.” 

There seem to be at least two very diverse conceptions of time 
and motion study. In its narrower conception and as understood by 
labor generall)^, time and motion study is looked upon simply and 
solely as an instrument for task-settingand ciTu iency-rating, used thus, 
in the main, to determine bow much can be done by a workman 
engaged in a given operation within a given time, and, therefore, to 
set the ma.ximum task actomplishable by him and the group of 
laborers to which he belongs. 

This view of time and motion study, however, accords ill with the 
later and enlarged conception held, a|)|)au'ntly, by Mr. Taylor and 
by many, if not all, of the present nicnnliers of the scientific manage¬ 
ment group. Judged by' this standard, it is erioncous in two very 
essential respects. 

In the first place, time and motion study, according to tliis latei 
conception, when used for task-setting purjioses, is not designed to 
discover and set the minimum time or the maximum task, but the 
.scientific time or task, i.e., the reasonable or just task, considering 
the technical conditions, the character and training of the workmen, 
the element of fatigue, etc. 

In the second place, time and motion study, in its larger concep¬ 
tion, is not merely or perhaps mainly a method used for task-setting 
and efficiency-rating. On the contrary, in the light of the recent 
claims based upon its use, made by Mr. Taylor, and of the [noblenis 
to the solution of which it is apparently being applted by jirogressive 
scientific managers, lime am! motion must be conceived as little less than 
a universal method of attempted accurate industrial analysis, ttsable, with 
or without the stop watch, to discover, at almost every step of the 
productive and distributive process, not only the most effective 
material, organic, and human arrangements, adaptations, and com¬ 
binations, but the reasonable demands which can be made upon the 
intelligence and energy of the management as well as the men, and 
the just apportionment of the product to all the factors and individuals 
concerned. 

According to statements made by scientific managers, this process 
of analysis or time and motion study, in the larger sense, should, where 
possible, begin with the determination of a site for manufacture. The 
really scientific manager, starting out de novo, will consider all avail¬ 
able sites with reference to the time and motion expenditure, deter¬ 
mined by actt;al experiment, necessary in securing an adequate supply 
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of proper materials, in the going to and from the shop of the numbers 
of the different classes of workmen needed or likely to be needed, in 
the shipment and marketing of the product, etc. Having in mind the 
character of the productive process and the most cITidcnt productive 
arrangements possible, he will then, with regard to the greatest possible 
saving of waste time and motion, work out, with the utmost care, and 
with reference to future expansion, the plans for the construction of 
his plant. This will involve a most careful study of all tlie general 
internal arrangements and processes, the most cfTicicnt methods of 
planning the work to be done and of routing it through the shop so 
that there may be no delay in transmitting orders, no waste carriage 
of materials and partly fini. 5 hed products, no lost time in the assembly 
room waiting for delayed jrarts. With the same ends in view, and 
in the same manner, lie will also determine the most effective place¬ 
ment of machinery, the storage of tools and materials, and the loca¬ 
tion of the various elements of the oflice force. 

The sho]) constructed and the machinery installed, he will apply 
time and motion study in an endless scries of experimental tests to 
determine what possible improvements can be made in machinery and 
its operation, and in the tools, fixtures, materials, and specific pro¬ 
cesses of work. The best feed and speed for each machine, with 
reference to the different grades of materials, will then be established 
'The different jobs or processes will be analyzed and re-analyzed, and 
their elements experimentally combined and recombined, the tools 
and fixtures changed and rearranged, and all these variations timed 
and retimed in an effort to discover the most efficient productive com¬ 
binations and methods. 

This lime and motion study analysis will extend, it is thus claimed, 
to every feature and all organic relationships of the mechanical process 
of production, lint it will not stop there. It will be extended to 
cover the managerial functions and the office work. The duties of 
the managers, superintendents, and especially of the shop foremen, will 
be analytically studied and reorganized. As a result, the work of the 
old managerial functionaries will be split up, and new departments 
with new deiiaitment heads established. In place of the single old- 
line foreman, for example, charged with hiring, discipline, discharge, 
appoitionmcnt of work, the setting-up of jobs, tlie determination of 
speed and feed of machinery, repair of machinery and belting, inspec¬ 
tion of the product, etc., there will be a separate head charged with 
tlie selection, hiring, adaptation, and discharge of workmen, and a 
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series of functional foicnicn, each responsible for a particular duty, 
eg , a gang boss, a speed bo^s, a repair boss, an inspector of work, 
an instructor, a loutc cleik, a lime and cost clerk, a (lisci])liiiaiian 
The methods of stoi.ige and delnerv of tools and maleiials, the dis- 
jiatcliing of orders fioin the olheo to the shop, the ])uieliasing of 
mateiials, the iijail.cling of |)ioduc Is, and ,ill the methods of account¬ 
ing will likewise be subjected to time and motion study in this l.iigei 
sense, with a \ie\v to disccneiiiig the most elTieient means anci 
methods All this and much iiioie is time and motion study in I lie 
larger conception of the term, winch seems to be sanelionecl hy pio 
gressive scientific managers. And not until, ihioiigh this brcradei 
time and motion study, a huger degree of improvement and st.iiid 
arch/alioii of tlic general piodiicli-.c luocess has been well achanceci 
should the scientific nuinager, accoiding to these eviicrts, enter upon 
time and motion study in the nairower sense, i e., putting the time 
study men, with sto]) watclies, o\er the woikmeu eng.iged iu a pai 
ticular job for the express purpose of setting tasks and rales of wage 
payment. 

Nor, under the diicclion of this really scientific man.iger, we aie 
told, will this |)ai t of the time and motion slucl\ coiiespond to the eon 
ception of it held by labor. On the contiary, it will be done in llie 
same s]iirit and with the same care that wc have iiotecl above It 
will endeavor to discover by rc])eatid an.ilvsis and expeiimental lim¬ 
ing the best character, combination, and arrangement of tools, 
materials, machinery, and workmen, the mo't dliciciit ami conven¬ 
ient lighting, heating, and seating arrangements for the workmen, 
the proper period for continuous o])Crati()n by them, considering the 
element of fatigue, the rest pc'iods neeiled, their most cflicient cliar- 
aeter, comhination, and secpieiicc of motions, etc. Moieover, these 
particular job experiments will not be conlined to one man, or to a 
few of those who are Ici acco iplisli the task. Many men will be 
timed with the idea of disc oering, not the fastest sjreecl of the fastest 
man, but the normal speed which the giou[) can continuondy maintain. 
If necessary, hundreds and perhajis thousands of time and motion 
studies will be made to determine this, before the task is set and the 
rate established. And wlicnev er a new or better method or combina¬ 
tion lias been discovered by the time and motion analysis, which is sup- 
liosed to continue e\ en aftei the task is set, tlie whole jirocess of careful 
and extended timing for task-scttjng will be re[)eatcd, and new tasks 
and rates established reasonably ’conformable to the new condition. 
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Finally, as an integral part of this broader time and motion study, 
all the results secured by it will be continuously and systematically 
filed as permanent assets and guides to future action. 

Thus conceived, time and motion study appears to be considered 
a method of analysis applicable to practically every feature of the 
productive and distributive process, considered apart from its purely 
financial aspects, a process of analysis applied continuously through¬ 
out the life of tlic establishment. And the scientific management 
based upon it is conceived to be a peri)ctual attempt to discover and 
put into operation the new and continuously developing technical, 
organic, and human arrangements, methods, and relationships con¬ 
stantly revealed by it to be more efficient and more c(|uitable. 

In considering this question of time and motion study we must 
carefully distinguish between two factors or elements which enter into 
the industrial process, the mechanical or material, and tlie human. 

With respect to tlie first of these elements, the claim of scientific 
management seems to be fairly justified. Through time and motion 
study in its broader conception, it apjrears to be possible to discover 
and to establish in practice the objective facts and laws which underlie 
the most efficient mechanical arrangements, processes, and methods 
of production in the shop. 

The moment, however, that the conception is broadened and tlie 
human factor enters into the situation, and the problem becomes one 
of setting each man to the work for which he is best fitted, determin¬ 
ing how much work any man ought to do, the claims of scientific 
management with rcs]X'ct to time and motion study, and, therefore, 
with respect to the character and elTccts of scientific management, 
do not seem capable of practical realization. 


See also 66. Calculation and Ca]>italism. 

328. Is the Entrepreneur Active or Passive? 

332-35 on Science in Management. 

317. IMPERSONALITY, BUSINESS PRINCIPLES, AND 
MIDDLE-CLASS VIRTUES' 

Business principles likewise have undergone a change. That was 
only to be expected when the goal of enterprise has become different. 
Today, it may be said, five main rules regulate economic activities 

' Adapted by permission from Werner Sombart, The Quintessence of Capitalism, 
pp. i 83 - 8 g. (E. P. Dutton & Co., 1913.) 
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a) Absolute rationalism is the first. Economic activities are ruled 
by cold reason, by thought. That has always been tlie case; it shows 
itself in the making of plans, in considering whether any policv was 
likely to be successful or no, and in calculation generally. The last 
trace of traditionalism has vanished. The man of today (and the 
American undertaker may stand as the most perfect type) is filled 
with the will to apply cold reason to economic activities; moreover, 
he possesses tlie determination to make the will effective. Accord¬ 
ingly, he is ever ready to adopt a new er method if it is more rational, 
whether in the sjdiere of organization, of production, or of calculation. 

d) Production for exchange (as opposed to ])roduction for use) is 
the motto of economic activities. As much profit as possible is their 
ideal; consequently what matters is not the goodness or the kind of 
commodities produced, but their salabilityn How they' arc sold is 
secondary, so long as they are sold. Consequently the undertaker 
is wholly indifferent to the ipiality' of his wares; he will make shoddy 
goods or cheap substitutes, if only it pays. If cheap and nasty boots 
yield more profit tlian good ones, it would be a deadly sin against the 
holy spirit of capitalism to manufacture good ones. It is no aigument 
against the trutli of this to point to a movement in certain industries 
(the chemical industry is one), the object of which is to improve 
quality. They are cases where there is more profit from high-class 
goods than from inferior articles. 

What follows from this is plain. Since it is inherent in ai(|uisi- 
tivencss to enlarge incomings to the uttermost; and since, again, the 
greater the sale the larger the profits, it is only to be c\-])ected that 
the undertaker will try all he can to incrca.se his sales. A])art from 
the greater gain, more extended sales will give liim certain advantages 
over competitors. Hence it is by no means remarkable that the 
desire for greater sales, for new markets, for more customers, is one 
of the mightiest motive pow'ers in modern capitalism. It is directly 
responsible for a number of business principles, all of which have one 
end in view—to make the public buy. The more important of these 
principles deserve to be mentioned. 

c) The first (and the third in the general scheme) may be enun¬ 
ciated as follows: Search out the customer and attack him. 'I'hat is 
today as self-evident a maxim in all branches of buxines-- as it was 
strange and wrong in the age of early capitalism. In practice it 
means that you set out to attract the customer’s attention and to 
stir up within him the desire to purchase. 
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d) Secondly, sell as cheaply as you can, reduce price to the lowest 
possible figure so as to attract the public. 

e) Elbow room is demanded in order to arrive at the wi^hed-^or 
P’oal. \Vliich means that you require freedom of action, liberty to 
enter upon or to abstain from any course, as seems best to you It 
means emancipation from the trammels of law or morality; it means 
that you should be allowed to poach on t our neighbour’s presci\cs 
just as he may be allowed to poach on yours, it means that ) ou should 
be allowed to oust him if you can; it means that you object to inter¬ 
ference cither from the state or from workingmen’s organi/;itions in 
making your contracts. You want none of the restraints of an earlier 
age. The free exercise of your powers shall alone determine economic 
success or failure. 

The middle-class virtues—industry, friigtdity, and honesty--are 
they of any consequence for the modern capitalist undertaker? It is 
as dilhcult to reply to the question in the affirmative as in the negativ e 
The place of tliese virtues in modern economic life is so very dilfeient 
from what they occupied in the caily capitalist system. As a matter 
of fact, they have cetiscd to be necessary to the undertaker. Never¬ 
theless, they still play their part in undertaking. Before, these virtues 
were still in the sphere wherein personal will-power was e.xercised, 
now they have become part of the mechanism of business. Before, 
they were characteristic of living beings; now they have turned into 
objective princi|)les of business methods. 

In the olden days when industry was preached as a ]irmic virtue 
in the tradesman it was necessary to inqrlant a solid foundation of 
duties in the inner consciousness of men. Everybody had to be urged 
to exercise his will-power in a certain direction, and W'hen the habit 
was once formed the industrious tradesman went through his day's 
work in conscious .self-mastery. Today all this is changed. The 
business man works at high pressure because the stress of economic 
activities carries him along in spite of himself, lie is no longer exer¬ 
cising a virtue; nece.s.sity drives him to this p,articular cour-.e. The 
general business pace determines what his own business pace shall be. 
He can no more be idle than a man at a machine, whereas a crafts¬ 
man with his tools can be idle or industrious as he chooses. 

The objectiveness of frugality is even more marked, for the private 
and the business “housekeeping” of the undertaker are now separate. 
In the latter frugality is needful more than ever. “ J'here are great 
undertakings whose existence (le|)end,s on whether all the sand is 
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removed from the carts or wlietlier one shovelful is left behind.” 
Recall the careful, almost niiseily, economy of Rockefeller in his 
management of tlic Standard Oil Company; recall how not a droj) 
of oil was wasted; the wooden boxes in uhic'h tin was brought from 
Europe were sold to llorists or were used as firewocxl. lUit in the 
private housekeeping of the undertaker \ou will find none of tliis 
fanatical tJirift. Neither Ratlienau's nor Rockefeller's castle is a 
centre of that frugality .so much beloved of lienjamin Fi.uiklin; and 
the festive boards of our rich undeitakers know nothing of suHiciency 
and moderation. And if the head of the family is content to go on 
in the old-fashioned bourgeois style of his youth, his wife, his sons, 
and his daughters will all .see to it that luxury and superlluity and 
pomp become part and parcel of the new bourgeois spirit. 

Commercial honesty comes last. Can an\ one doubt that honesty 
is today—today perha[)s more than ever—a factor in business life? 
In business life only, however. For the conduct of the undei taker 
as a man may dilTer widely from his conduct as a tradesman. Com¬ 
mercial honesty is a complexity of principles that aie intended to 
apply to business but not to the personal conduct of the business 
subject. An honest tradesman today may certainly be unmoral in 
his private life. When you say he is “good,” you mean that he is 
reliable in his business; that he will pay; that his firm has a goocl 
name. You pass no judgment on his personal conduct, which is 
governed by other i>rinciplcs. Indeed, the firm may not have an 
individual head at all. It may be an imjiersonal limited companv, 
the directors of which change from time to time. Their iieisonal 
morality stands in no relationship to the business. 'I'he “name” of 
the business is all lliat matters Thus here, too, what before was a 
personal quality has now become a matter of business routine. You 
can see it best by considering modern credit. A bank in olden days 
was relied upon because it could [joint to an ancient and honored 
name; it was “good” for personrd reasons. Today a bank ins])ires 
confidence by the size of its invested capital and its reserves. Today 
you assume that business is carried on honestly—anyhow until some 
swindle comes to light to prove the contrary. In this virtue then, as 
in tire otliers, what before was organic has now become mechanical. 

All this applies to the large undertakings. In the small and 
middle-sized entcqjriscs, however, you may still find the principles 
prevalent in the early days of capitalism. The middle-class virtues 
are still cultivated, and the undertaker’s personal characteristics 
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determine his economic progress. It is in the large undertakings and 
their directors and managers that we find the spirit of capitalism fully 
developed in all its shining purity. 


See also 170. Technical Inventions and the Capitalistic Spirit. 

318. NEW VARIETIES OF SIN> 

Modern sin takes its character from the mutualism of our time. 
Under our present inamier of living how many of my vital interests 
I must intrust to othersi Nowadays the water main is my well, the 
trolley car my carriage, the banker’s sate my old stocking, the police¬ 
man's hilly my fist. My own eyes and nose and judgment defer to 
the inspector of food, or drugs, or gas, or factories, or tenements, or 
insurance companies. I rely upon others to look after my drains, 
invest my savings, nurse my sick, and teach my children. I let the 
meat trust butcher my pig, the oil trust mould my candles, the sugar 
trust boil my sorghum, the coal trust chop my wood, the barb-wire 
company split my rails. 

But this spread-out manner of life lays snares for the weak and 
opens doors for the wicked. Interdependence puts us, as it were, at 
one another’s mercy, and so ushers in a multitude of new forms of 
wrongdoing. 

The sinister opportunities presented in this webbed social life 
have been seized unhesitatingly, because such treasons have not yet 
become infamous. The man who picks pockets with a railway 
rebate, murders with an adulterant instead of a bludgeon, burglarizes 
with a “rake-off” instead of a jimmy, cheats with a company pros¬ 
pectus instead of a <leck of cards, or scuttles his town instead of his 
ship, docs not feel on his brow the brand of a malefactor. The shedder 
of blood, the oppressor of the widow and the fatherless, long ago 
became odious, but latter-day treacheries fly no skull-and-crossbones 
flag at the masthead. The qualities which differentiate them from 
primitive sin and procure tliem such indulgence may be clearly 
defined. 

I. Modern sin is not superficially repulsive. Today the sacrifice 
of life incidental to quick success rarely calls for the actual spilling of 
blood. How decent are tire pale slayings of the quack, the adulterator, 
and the purveyor of polluted water compared with the red slayings 

' Adapted by permission from E. A. Ross, Sin and Society, pp. 3-30. (Hough¬ 
ton Mifflin Co., 1907.) 
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of the vulgar bandit or assassin I Even if there is blood-letting, 
the long-range tentacular nature of modern homicide eliminates 
all personal collision. W'hat an al))ss between the knife-play of 
brawlers and the law-defying neglect to fence dangerous machinery in 
a mill or to furnish cars with safety couplers! The jrroviding of 
unsuspecting passengers with “cork” life-ineservcrs secretly loaded 
with bars of iron to make up for their deliciency in weight of cork is 
spiritually akin to tlie treachery of Joab, who, taking Amasa by the 
beard to kiss him,” smote Amasa “in the fifth rib”; but it wears a 
very difTerent aspect. The current methods of annexing the jiroiterly 
of others are characterised by a pleasing indiiectness and relinenient. 
'I’he furtive, apprehensive manner of the till-la[)|ier or the ponh- 
climber would jar disagree.ably uiton the tax-dodger “sweating off' 
his projterty or the city ofTicial concealing a “ rake-olT ” in his specifica¬ 
tions for a jniblic building. 'I'he work of the canl-sharp and the 
thimblerigger shocks a type of man that will not stick at the massive 
“artistic swindling” of the contemporary promoter. A taint of 
unworthiness, indeed, always attaches to transactions that force the 
person into humiliating postures. Your petty parasite or your minor 
delinquent inspires the contem|)t that used to be felt for the retailer. 
The confidence man is to the jiromoter what the small shoiikceper 
was to the merchant prince. 

2. Modern sin lacks the familiar tokens of guilt. The stealings 
and slayings that lurk in tlic comple.xities of our social relations are 
not deeds of the dive, the dark alley, the lonely road, and the mid¬ 
night hour. They require no nocturnal [trowiing with mullled stej) 
and bated breath, no weapon or offer of violence. Unlike the old-time 
villain, the latter-day malefactor docs not wear a slouch hat and a 
comforter, breathe forth cur.scs and an odor of gin, go about his 
nefarious work with clenched teeth and an evil scowl. In the sujireme 
moment his lineaments are not distorted with rage, or lust, or malevo¬ 
lence. One misses the dramatic setting, the time-honored insignia 
of turpitude. Fagin and Bill Sykes and Simon Legree arc vanishing 
types. Gamester, murderer, body-snatcher, and kidnapjjer may 
appeal to a Hogarth, but what challenge finds his pencil in the counte¬ 
nance of the boodler, the savings-bank wrecker, or the ballot-box 
stufler? Among our criminals of greed one begins to meet the 
“grand style” of the great criminals of ambition, Macbeth or Richard 
HI. The modern high-power dealer of woe wears immaculate linen, 
carries a silk hat and a lighted cigar, sins with a calm countenance and 
a serene soul leagues or months from the evil he causes. Upon his 
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gentlemanly presence the eventual blood and tears do not obtrude 
themselves. 

3. hlodcrn sins arc impersonal. The covenant breaker, the sub¬ 
orned witness, tlie corrupt judge, the oppressor of the fatherless— 
tlie old-fashioned sinner, in sliort—knows his victim, must hearken, 
perhaps, to bitter upbraidings. But the tropical belt of sin we are 
sweeijing into is largely impersonal. Our iniquity is wireless, and we 
know not whose withers arc wrung by it. The hurt passes into that 
vague mass, the “public,” and is there lost to view. Hence it does 
not take a Borgia to knead “chalk and alum and plaster” into the 
lo.af, seeing one cannot know just who will cat that loaf or what 
gripe it will give liim. The purveyor of spurious life-preservers need 
not be a Cain. The owner of a rotten tenement house, whose “i)ull ” 
enables him to ignore the orders of the health department, foredooms 
balrics, it is true, but for all that he is no Ilcrod. 

Often there are no victims. If the cmzy hulk sent out for “just 
one more trip” meets with fair weather, all is well. If no fire breaks 
out in the theater, the sham “emergency c.xits” are blameless. The 
corrupt inspector who O.K’s low-grade kerosene is cliancing it, that 
is all. Many sins, in fact, simply augment risk. Evil does not dog 
their footsteps with relentless and heart-shaking certainty. When the 
catastrophe does come, the sinner salves his conscience by blas¬ 
phemously calling it an “accident” or an “act of God.” 

Still more impersonal is sin when the immediate harm touches 
beneficent institutions rather than individuals, when, following his 
vein of private profit, the sinner drives a gallery under some pillar 
upholding our civilization. The blackguarding editor is really under¬ 
mining the freedom of the [ircss. The policy kings and saloon keepers 
who get out to the polls the last vote of the vicious and criminal classes 
are sapping manhood suffrage. Striking engineers who spitefully 
desert passenger trains in mid-career are jeopardizing tlie right of a 
man to work only when he pleases. The real victim of a lynching mob 
is not the malefactor, but the law-abiding spirit. School-board grafters 
who blackmail applicants for a teacher’s position are stabbing the free 
public school. The corrupt bosses and “combines” are murdering 
representative government. The perpetrators of election frauds 
unwittingly assail the institution of the ballot. Rarely, however, are 
such transgressions abominated as arc offenses against persons. 

The grading of sinners according to badness of character goes on 
the assumption that the wickedest'man is the most dangerous. This 
would be true if men were abreast in their opportuhities to do harm. 
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In that case the blat kest villain would be the worst scourge of society. 
But the fact is that the patent rufTian is confined to the soiial baso- 
nient, and enjoys few opportunities. He can assault or molest, to be 
sure; but he cannot betray. Xoboily depends on him, so he cannot 
commit breach of trust that aiah sin of our time. He docs not hold 
in his hand the safety or welfare or money of the imblic. He is the 
(linker, not the live coal, \ermin, not beast of piev. 'I’oday the 
villain most in need of curbing is the respectable, e\emi)l,\rv, trusted 
personage who, strategically placed at the focus of a spider-web of 
liduciary relations, is able fiom his ofiice-chair to pick a thous.uid 
pockets, poison a thousand sick, iiollutc a thousand mind.s, or impelil 
a thousand lives. It is the great-scale, high-voltage sinner that needs 
the shackle. To strike harder at the petty pickpocket than at the 
prominent and unabashed person who in a large, impressive way sells 
out his constituents, his followeis, his de|)ositors, his stockholders, his 
policy-holders, his subscribeis, or his customers, is to “strain at a 
gnat and swallow a camel.’’ 

No paradox is it, but demonstrable fact, that in a highly articulate 
society the gravest harms arc inllic ted, not by the worst men, but by 
those with virtues enough to boost them into some coign of vantage. 
The boss who sells out the town and delivers the poor over to filth, 
disease, and the poweis that prey owes his chance to his engaging 
good-fellowship and big-hcartedness. Some of the most daz/.ling 
careers of fraud have behind them long and reassuring records of 
probity, which have sci ved to bait the trap of vill.uiiy. 

319. rifR.SO.NAL AND SOCIAL RLSPONSIIULITY 

A' 

The morality which appeals to men with the sanction of the ages 
is chiclly concerned with the relations of persons who know one 
another as individuals or who recognise at least the claim of some 
mutual bond, whether of kindred or of mere propinrjuity. Thus the 
swimmer who refuses to s])i ing into the water to the rescue of a drown¬ 
ing child earns the contempt of his fellows, and on reflection probably 
concurs in the condemnation of his cowardice. But the most numer¬ 
ous and important relations in modern industrial society are not 
betw'een persons who can in the most shadowy sense be said to know 
one another. Even when it is possible to discern any personal issue 
at all, the parties to the bargain are absolute strangers. 

* Taken by permission from B. K. Gray, “The Kthical Problem in an Industrial 
CovamMmiy,'\Inlernational Journal of Elhics, XVII, 218-19. 
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Let a vote of money be proposed for surveying and charting the 
shore and ocean, or for erecting lighthouses, buoying channels, and 
fixing warning bells on submerged rocks. Something of the simpler 
personal appeal may be found lurking in such practical work as this. 
But before such a task can be begun it is necessary first to proceed to a 
distance more remote from the risks of the fisherman in his storm- 
driven cobble. The power to prepare a chart depends on previous 
scientific equipment, and the distinction in emotional interest between 
the child struggling in the water and the maintenance of the hydro- 
graphical department of the admiralty is sufficiently obvious. 

The first belongs to the sphere of personal morality, and is indeed 
as simple an instance as we could select. The summons was clear, 
the claim of weakness on strength, from individual to individual. It 
may be regarded as typical of all those cases in which it is possible, 
if not immediately, yet by a not too recondite reflection, to discover 
the person to whom service is due. The antithetical case (hydro- 
graphical department), while far from being an extreme one, is per¬ 
haps sufficiently lacking in elements of personal interest to be typical 
of those impersonal problems to which the progress of society has given 
pre-eminent value. 

Tlic changed character of this ty]iical reaction gives rise to an 
ethical inquiry which is also perplexingly fresh. Whereas a man’s 
influence on and duty toward strangers has been, comparatively 
speaking, slight and intermittent, it has become continuous and 
dominant. The range of response to the unknown is often dismissed 
with such proverbial wi.sdom as “put them in mind to l)e subject to 
principalities and powers.” This attitude, never very promising, 
is now impossible. In the industrial world a man’s largest claims and 
duties are to strangers whom he does not know, has never seen, and 
cannot love. It is useless to call such people neighbors, and no exten¬ 
sion of neighbor morality touclies the difficulty. Wffiat is needed is 
to gain a sanction not only for right behavior, which legislation might 
compel, but for a right emotional attitude toward the anonymous 
crowd. This must be as tough and flexible as the sanctions which a 
good man respects within the little world of home and acquaintance. 
The assumption that our dealings are chiefly with a few familiar 
figures and only incidentally with a world-mass of population is no 
longer a true one. There is no thread in tire stuff of daily life which 
is not spun in the mill of the anonymous. Personal ethics has 
certainly not lost in positive value; on the contrary, its applications 
become more various and difficult as they are less easily reduced to the 
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simplicity of a “drowning-child” type. But relatively they yield 
position to problems of tlie “hydrographical-department” type. 

It is not strictly correct to speak of this latter class of relations 
as impersonal, because, of course, in the last resort there must be 
people on both sides, But the individuals arc too aloof for the old 
persuasions to have much power. 

B' 

We have gone through a revolution of late in many realms of 
thought and policy. We have swung far away from narrow indi¬ 
vidualism toward a sense of solidarity and social-mindedness. In 
religion the dominant ideal is no longer a nariowly personal salvation 
granted from above as a reward of personal faith, but rather an alti¬ 
tude of love and service to one’s fellows which are in themselves 
salvation. The old idea of free will is giving way to determinism, 
individualism to public control, personal responsibility to social 
responsibility. 

This changed attitude shows itself in economic matters in a hun¬ 
dred ways. The common law treated industrial accidents a.s matters 
of personal responsibility and attempted to fix' a personal blame. The 
results were intolerable. Contrast the attitude of a system of com¬ 
pulsory compensation which blames nobody, and seems almost to 
take away all responsibility, distributing it between the state and the 
employer and treating the employer impersonally, as the represenla- 
tive of the industry. 'I'liis i>olicy expresses a new idea of responsibility. 

Not long ago we were almost morbidly afraid to do anything to 
relieve distress, for fear of undermining people’s independence and 
peipetuating the disease we aimed to cure. Anything looking toward 
permanent assistance was a confession of failure in the present and an 
omen of evil to come. Meanwhile poverty continued to breed pov¬ 
erty. Now free meals for school children arc becoming more and 
more common, the minimum wage in a mild form is being seriously 
tried out, and we seem to be on the tlireshold of similar e.xirerimcnts 
with old-age pensions, mothers' pensions, and insurance against 
unemployment. 

The old-time lumber-gang boss or division superintendent pro¬ 
moted men or discharged them at will. He was responsible to his 
superior officer for getting results, and to his conscience, if he had 
one, for tire rights and wrongs of his actions. Often he adopted a 

• Adapted by permission from J. M’. Clark, “The Changing Basis of Economic 
Responsibility,” Journal of Political Economy, XXIV (1916), 210-29- 
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policy of rewards or punishments that were sudden, uncxTrcctcd, and 
intenlionally arbitrary, liis object beiiit; to keep the men in proper 
,1V e of what niiybl hipijicn. Hut today the consequences are too 
^riimis to be Irealid ihiis ca'valierly. Conqiare the spualioii of tlic 
nio.lein onii iai d'-.ihn" wilh a stron;; union, lie cannot di'Charge 
men wilhoiit the posululily of bavin" to face a conunittee of their 
fellow-laboins who will male him "ivc an account of hm ai linns. A 
"loup ha- as-uined le.jionsibilily for its members and a new lepon- 
sibihtv of an indi\'idii,il toward the groiij) is liein" enfoiced How 
shall the iponp, Ihe union, have brought home to it its own respon- 
sibiliU’ to Ihe '.'.r'ci luoup of which it is a part? Tliat is the next 
chaplei of the stniv, and the end is not yet wiilten. 

b'ncnqilovment iiserl to be considered lar"ely a matter of personal 
lilness and w'illinf,'ness to woik; now it is spoken of as a disease of 
our economic -vslem. (himinals and prostitutes u-ed to be re"arded 
(|nile simple as wicked iieojilc. Now they are (|nile as often looked 
uiion as victims of the social oider. In fact this e.xplanation is so 
much in the air that it lias become a habit, an unthinkin" reaction 
to anvlhiii" and evervtin'n" that pres v.aoii", and anyone and every¬ 
one who poes to pieces. It is all a most di.squietin" jihase of the 
spread of deterministic ideas amoii" people readr- to absorb them 
nne-sidediv. 

lint it is all part of a movement we cannot escape, with its suc¬ 
cesses and its failures, its inspiration for the man bi" enoiiqh to catch 
it, and its eneivatin" effect on those without the vi-ion It is Ihe 
pioduct of manv thinys. 'I'he bottom facts are, first, that we are 
becomiii" inteidependent in new and unforeseen ways, and, second, 
that we arc findiii" out nioie about the remote can lOs of thiiiys which 
we used to take for "ianted. 

Anyone who thinks that individual responsibility is becomin" loss 
berausc colledive responsibility is becomin" greater is making a mis¬ 
take .somewhat like that of the dog in the fable wdio dropped his piece 
of meat to catch the other which he saw rellected in the water. For 
what is collective icsponsibilily but personal responsibilities rellected 
in the social mirror? \Vc need all the sense of rcs])onsibility we can 
arouse, of all kinds, organized and diiccted into the most intelligent 
and ellicient channels, to make even moderately satisfactory headway 
w ith the increasingh- complex problems that arc piling up ahead of us. 

'I'he scope of personal responsibility is broader than ever before, 
not narrower. It is a false notibn of the meaning of determinism 
wiiich interpiels it in such a way as to undermine the responsibility 
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of the individual for his own choices. John Smith is still a law unto 
himself, whatever tJie statistics may tell us about the thousand. We 
cannot predict him, for the determiiiinf; cau'cs of his destiny lie partly 
in his own personality. Ihc power over his enviroiinieut of a man 
who docs not know when he is beaten is the ki'-t thiny we can alTord 
to belittle or iynorc. It is only too obv ious wh.it :i diiTerencc it makes 
whether men who are free to act as they will, choose to act with 
courage, self-reliance, and generosity or not. The only wav the 
environment can overcome man completely is by persuading him that 
it can do so. 

And haying responsibility on the environment cannot take it olT 
the shoulders of persons so long as the cm ironment of each of us con¬ 
sists chiefly of the rest of us. 'the responsibility is harder to bring 
home to the subject, and the duties it im]K)ses arc harder to fulfil 
effectively, for “what is everybody’s business is nobody’s business.” 
But that simply means that our first ohhgalion is to organi/,c machin¬ 
ery by wdiich these most difficult of obligations can be first elTectively 
brought home and, second, elfectivelv ]>eifoimed This means, again, 
that we arc facing the dilficult task of keeinng the sense of obligation 
alive wdiilc delegating to specialists the bulk of the active work 
involved in meeting our obligations and fulfilling them. 

But it is not alone l)y making us jointly res])onsiblc for the general 
social environment that our personal responsibilities are being liroad- 
ened. We are coming to see that our everyd.xy business dealings liave 
more far-reaching effects than wc have ever rcali/.cd, and that the 
system of fice contract is by itself (|uite inadepuate to bring home 
the responsiliility for these effects. Wc have begun to reali/,c the 
many inappropriabic values tliat aic cicated and tlic many unpaid 
damages that are inflicted in the course of ljusincss exchanges. New 
possibilities at once of parasitism and of .service are here revealed, and 
here at least is a field in which responsibility is lieing concentrated 
instead of dilTused. In.stcad of unearned increments which come 
from a shadowy social environment, and wastes for which an imper¬ 
sonal “system” is responsible, we are making some beginnings at 
tracing these things home to the policies of particular enterprises and 
the doings of particular individuals. 


See also 300. Control through Bthical Development. 

400. What Government Is Now Doing. 

413. Some Suggestiods Concerning the Direction of Social 
Control. 
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pioduct of manv thinys. 'I'he bottom facts are, first, that we are 
becomiii" inteidependent in new and unforeseen ways, and, second, 
that we arc findiii" out nioie about the remote can lOs of thiiiys which 
we used to take for "ianted. 

Anyone who thinks that individual responsibility is becomin" loss 
berausc colledive responsibility is becomin" greater is making a mis¬ 
take .somewhat like that of the dog in the fable wdio dropped his piece 
of meat to catch the other which he saw rellected in the water. For 
what is collective icsponsibilily but personal responsibilities rellected 
in the social mirror? \Vc need all the sense of rcs])onsibility we can 
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and ellicient channels, to make even moderately satisfactory headway 
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not narrower. It is a false notibn of the meaning of determinism 
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QtJESnONS 

I. Draw up a classified list of our wants. Are they confined to things 
which enter into commerce ? Are they confined to material things ? 

2 Are our wants wholly under the control of our reason ? Do we always 
desire those things which are beneficial? worthy? Can you give 
cases where wants seem to flow from the action of habit ? custom ? 
social inheritance ? instinct ? 

3. Why is it th.at the price of a given good tends to fall with an increased 
output? What has this fact to do with the guid.ince of economic 
activity ? 

4. It is said that "wiants are determined largely by social standards ” 
(u) W hat evidence can you advance concerning the validity of this state¬ 
ment ? (b) W hat practical results of the working of this law appear in 
the industrial world ? 

5. It is said that our subjective estimate of s.iIisfactions is continually 
shifting. W hat practical results of the working of this law appear in 
the industrial woild ? 

6. “The consumer is the real director of serial energy.” W'hat docs this 
mean ? If true, does it locate responsibility in such a way as to enable 
us to influence the “direction” through social control? 

7. “The consumer is a victim of the producer. The producer is the one 
free agent in our socirrty.” Is this true? In so far as it is true, can 
the consumer do anything about it ? 

8. If the producer .should be considered the “rerd director of sor ial energy,” 
would that locate responsibility in such a way as to cn.ible us to influ¬ 
ence the “direction” through social control? 

9. “The fact that profit is one of the [)rinrip.il determinants of most changes 
in the nature of consum.ables .and the standards of consumption is one 
of the most serious sources of danger in the evolution of a healthy social 
economy.” Explain. 

10. “Though there are doubtless many reforms of the consumptive .arts it 
is much e.asicr to bring about reforms in production.” Explain why. 

11. Formulate a statement of the relationship of the leaching of domestic 
science to the guidance of economic activity. 

12. Formulate a statement of the relationship of consumers’ leagues to the 
guidance of economic activity. 

13. How do we come to have domestic science in our curricula today ? Is 
it the result of expanding scientific knowledge? of a higher standard 
of living? of anonymous production? of a higher appreciation of 
human worth ? of higher prices of foodstuffs ? of something else ? 

14 “H the consumer be a moral consumer and will consider the issues he 
will never conclude that it is a matter of no importance how he makes 
away with the portion of wealth that falls under his disposal. W'hy 
or why not ? 
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15. “Demand governs the distribution of cITort between the production of 
goods for the present and goods for the future just as it governs the 
disiribulion of effort between dilTercnt kinds of goods for the present.” 
Is this true? If true what nicehanismsc.xist for working out the matter? 

iC. Make a list of the functions of the entrepreneur. What ones of these 
functions have significance in the guidance of economic aitivity? 

17 “'The boy who sells newspapers at a railway station may be an entre¬ 
preneur, so is the man or woman who hawks round matches, or vege¬ 
tables, or fruit ” Is tliis true? 

18 Distinguish between tile entrepreneur and the capitalist. Of wliat sig¬ 
nificance is this distinction in discussing the guidance of economic 
activity ? 

IQ Who corres|)onds to the capitalist emiiloyer in the modern coritoration ? 

20. “The entrepreneur is himself the servant of costs.” What docs this 
mean ? 

ji. “The entrepreneur is the most significant factor in the guidance of 
economic activity.” “'I'he entrepreneur is quite passive; he ilocs what 
the conditions under which he opciates force him to do.” With which 
statement do you agree ? 

22. Wherein does the problem of the modern employer differ from that of 
the employer of the seventeenth century? 

2,j. Does it seem to you that in our society the actions of the manufacturer 
arc under constant review by financial interests? If so, what of it? 

21 Just how do lenders guide economic acliv'ity? Docs the small lender 
really exercise any signilicant guidance ? If not, what lender docs ? 

27. Think over the investing acts of the typical small investor. Woukl 
you say th.it an intelligent guidance of economic activity flows there¬ 
from? If you think the small investor is not particularly intelligent, 
is intelligence ncverthele.ss secured in some other way? 

26 Who are the “lenders” of society? Is a man who saves one dollar a 
week (putting it in a savings bank) in this group? Docs he c.xcrt any 
influence on the guidance of economic activity? Does his dollar? Is 
there any reason for scpaiating the issues in this way ? 

27 “'i'he brief study of the finance of capitalism m.akcs it clear, first, that 
a complex finami.il machinery is essential to the delicate adjustment 
of modern industry; secondly, that this machinery operated for private 
profit can often earn the highest profits by causing industrial disloca¬ 
tion and maladjustments.” Is this true? It true, what is its relation 
to the guidance of economic activity? 

28. How do you explain the strategic position in which the banker finds 
himself? 

2() What is tire promoter’s special function ? Docs he play any part in the 
guidance of economic activity? ,What is the function of the under¬ 
writer? 



INDRIDUAL GUIDAXCE OF ECONONUC ACTIVTTV' 


827 

50. “The promoter is nLce'-iry lu't.uiH' the great mass of the fuiiils um '<1 
in larger eotporatc cnlerpiiMS i-. p.w-i'.e.” !)o _\ou agiee? 

31. W’lial cl,i''''e3 of per are lilo ly to xTve as pioir.olers in our nunlern 
society ? 

32. Are the pron> ^ fahi n 1 )> I'maie 'el^ accuiate incasurcinent of the worth 
of the H‘r\iu-s reieler-' 

33 Just w hy does the tC( hue al eepei I play a gieater part in modern indus¬ 
try than he did in mediae'..d mdiotry ? 

3 }. Tfow would you dermo ‘‘s< it n! ilie m.inagement ” ? W h U Is its signiii 
eance with rispeet to the ym-lanec of eceuun,dc aitivily? 

35 “'I'heie arc eaiioii'. lui, ^ defined to jaay an imrea'.ing io!i' as the 
liamlmaiiN of liu' in hiMiies-^ at[luinistialion \\ hat are tlii'M' iielp - ■' 

36. rpon whkh pha-e of the niatti-i. (.;) llie apiiorlioimieiit of lal uieipy 
among various iiulusti.i-, and indiislrid piae.ts, or (/») the <t)ndiul of 
operations wit hi 11 an indust rial unit, 'htes the tet linu al expert liave inou' 
inlluence ? the finanrit r ? the pionajiu ? 

37. If the doctrine of the sm i,i)isl wt re to he aea I'ple 1 and tlie «o opc'r il ive 
CommonwiMllh came iii!>) eoUnne, oiiglit stuniihc man ra'oent he 
encouraged in such a n'gma' 

3S. Who wouKI be respc)nsil)]c !oi the giiidam e of is o lo’iii* at 1 1\;iy umler 
a heiicvolenl des])ol isin 'imlfr ecinimuiim'n i; 11 h r ^o' 1 ili 'in r* 1 )oes 
this mean icsjam-ihility wiili ic spet t to (./) or {/<) m 'ine't i'>n ^6 ? 

3c) Do trade unions h.ivc func i i-ms wiili rc -pet t to the gimi.im c- of < t 
iioinic activity? Do emplovom' as'‘>c i.o imi, 7 Do a^'tn 1 it loiis of 
com more, c ? 

10. “(io'.einmenl affet ts the guidaime til ecoiomic actl^l(y hv Irmie; to 
prevent the puisuit of piivate pioiit fimii <! 1 hi 1 ; uilli p iMi' wt Iiaie 
]'A|)lain. Is this the only way in wlmh 'mv. nmunt ailecP. gmdamc ^ 

41 “(lovcrnmcnt keeps more closely to fundana ntal 1- .nr-, thm i. h i-ahle 
for the bimine-'S man in dealing \.iih (.'Oiriint pioipleaiT 1 \plain 

{2 \\'c)u|(l CO opei at icjn ellec'! ivc !)■ gc t 1 it I of (hr c nl u pi 1. m nr, I In- h.inker, 
and the middleman, 01 wouh! then fiim ti-'n , .till remain to bc' done by 
hired servants of tlie eo opmalors W hat might we usmonably c'.pvc f 
co-operation to acc omplidiWhat are the atlvanlages clainvd ft)i 
co-operation? the dmacK anlage, ? Would the advantages bc the same 
to all c.lasses of soc iely ? 

43 W'hat is the relation of {a) direct and imliieet co^ls; (h) the pec uni.iry 
organi/»ition of sockly; (c) speci,.h Mlimi, id) (.o,it_riiIraliun, to the 
accurate and faede guidance of ccono'ni', activiK 

4t What, if any, is the relation of empho’ment ag< mics tej the guidance 
of economic a(lix ily ? 

45. “Our business executives of the older school were traineci in a regime 
of individualistic enterprise. Thip unfil^ them to meet the pioblem of 
the new regime.’' Aitack: or defend with a detailed argument. 
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46. “The changes occurring today are transforming the business adminis¬ 
trator from a mere owner of private property into a responsible agent 
exercising delegated authority.” Explain. 

47. “A new and larger conception of the function of industrial leadership 
is called for." Just why ? What will be required of the new industrial 
leadership ? 


B. The S 61 e of the Consumer 

320. INDUSTRIAL STRUCTURE THE PRODUCT OF HUMAN 
WANTS' 

We know that one of the basic .soi ial facts is the very common¬ 
place one that Nature does not spontaneously furnish means of satis¬ 
faction for all our wants, or even for most of them. We know that 
this fact serves largely to explain the struggles of man with nature 
and the struggles of man with man. It follows, accordingly, that 
a study of the characteristics of human wants should reveal manv 
of the motive forces behind modern society. This field of stud\', 
enormous in e.xtent and baflling in its elusiveness, clearly belongs to 
the psychologist. The economist can make no pretense of originality 
or comprehensiveness in dealing with such a subject. lie must rest 
content with selecting a few propositions having significance for his 
pur] loses. 

1. There seems to be little or no cause to hope that the sum total oj 
human wants will ever be sated. Hearn, in his Tlutolo^y, has discussed 
this matter at considerable length. 

Cert.ain very obvious and very important consequences flow from 
this characteristic of human wants. Here, in large part, lie the 
motives to acquisition and to progress. Here, in large part, is the 
why of the endless variety and increasing struggle of our modern 
industrial society. 

2. Provided no change occurs in the consumer and provided time for 
physical recuperation from stimuli is not permitted, any single want is 
capable of being sated. As added units of the desired good are con¬ 
sumed, a continual diminution of satisfaction per unit occurs. Sooner 
or later the point of satiety is reached. Under the conditions here 
assumed the second unit of a good (say, an orange) gives less satis¬ 
faction than did the first; the third gives less satisfaction than did 

* Adapted by permission from Materials for the Stiuly of Elementary Economics 
(Edited by L. C. Marshall, C. W. Wright, and J. A. Field), pp. 20-27. (The 
Univeriity of Chicago Press, 1913.) 
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the second, and so on to, and cccn hcvond, the point of zero- 
satisfaction. In many tcxt.s thi-, fait is illustrated by some such 
diagram as that in llgure uhere the dimmishing heights of the 




I nils coiisiiiiKil I ml'' t'Ui'Uin.i! 

.successive rectangles, from left to right, arc sup])osc'd to rciiresent 
the diminishing amounts of satisfai lion dericed from sui lessive units 
of some good. Jn figure li, the .same pro|iosilion is illustrated hy a 
“curve of descending utility,"' instead of separate rei tangles. 

Naturally, so far as we consciously distinguish the different 
intensities of difl’erent wants, \\c tend to satisfy our most jrressing 
wants frst and, e(|ually naturally, we tend to a[)ply our expenditures 
to all our wants in siiih a way as to secure equal marginal utility, 
•so-called, from each. That is, we try to continue our consumiilion 
of no commodity .so far that the last unit consumed alTords less satis¬ 
faction than might have been secured by an ei|ual expenditure for 
some other commodity. Here .again an illustration serves us to good 
advantage. In the following table the Roman numerals 1 VI denote 
si.x different commodities, in the order of their im|)ortance to a given 
consumer. 'J'he Arabic numerals indicate the intensity of satisfaction 
to be derived from the consumption of the lirst, second, third, or sub¬ 
sequent unit of each specified commodity. 

Assume, now, that the same c.xpenditure is nece.ssary to secure 
any one unit of any commodity. If, then, a person is in a position 
to secure only a single unit, he will, under the stated conditions, pre¬ 
sumably take a unit of commodity I and derive a satisfaction of 10. 
Howex'er, if two units may be had, two units of I or one unit of each of 

■The term “utility” Ims here its cpnvciitional economic sense of capacity to 
satisfy want. 
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I and II offer equal satisfaclion. A person choosing three units 
would M'lri t two units of I and one of II. The fourth unit to be 
(Imscii iniglit be, indilTcrcntly, a third unit of I, a second unit of II, 
or a unit of 111- and so on. 



\Vc must not permit the taldc to mislead us, however. It is a 
dangerous illuslralinii in two or tlirce parti(ulars. If carried out to 
vant X or XI it would seem to im|>ly that the sum total of human 
wauls ('oul<l ]ic .sated, and this we know to be intpossilile. Again, 
if Ihese figures were charted, the euixc of descending utility would 
come down at the same angle for all wants. 'J'his is of course not the 
case in actual life. 'J'he uirxe of utility obviously desiends more 
rapidly in the case of cook-stoves than in the case of slices of bread. 
Another way of staling this is to s.ay that desire is more elastic in the 
case of sliies of bread Ih.in in the case of cook-stoves. I'inally, wc 
must not -up|)osc that anyone (an really measure sati.sfa( lions in any 
bU(h dehnite w.iv as is here assumed in using the Araiiic numerals 
It must be kept in mind that an illustration is not a demonstration, 
and that a table or (hart used to illustrate one feature of a subjeit 
may be a faulty illustration of another feature. 

What (onsei|uenccs flow from the above statements? A few of 
the consei|U(aues are here listed and the student is asked to show 
liou’ and :cliy these conscaiueiices do flow’. 

(/) With an inert'ased output of :i given good its price tends to 
fill, other things remaining the same. 

b) If the output of scci r.il goods should be increased at the same 
rate the prices might fall at different rates. 

c) niversily or variety of expenditure occurs. 






Satisfaction per unit 
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d) In part, here is an explanation of how it happens that a cer¬ 
tain amount of social energy is devoted to the jiroduction of good .r 
and a certain other amount to the produi lion of good y. In other 
words, here is part of the explanation of the (listiilnilion of land, 
labor, and capital among the various acti\ ities of so^ ietv. 

3. The presciil CitimnHon of the tildilyof a I'liliire t^ood n /(a.v Ihaii 
the present estimation of the utility of a pnsent ftood, assnminy no ihany^e 
in cither quantity or quality of the i^ood. Jf you were asked whether 
you preferred to have a unit of a today or three \eats hence, under 
the conditions above assumed, your decision would be to receixe it 
today. There are uncertainties in life; you might not live the three 
years; x’oiir wants might change; three yetirs heme is a “long time 
off.” Of course, if .v is a bottle of grape juice, it might be pieferred 
three years hence as wine, but in th.it case a chttnge in (|uality has 
occurred. Equally, of course, if .v is now ])lentifiil and you h;ive 
re.ason to know that .v will be scarce three xears heme, \ou might 
vote to defer present consumption, but in that case a diange in 
quantity has occurred. 

The proposition here before us has been illustrated by the follow¬ 
ing diagram: 


Present Kslim.ition of Prc'.iiit I'.vtini.itton ol 

Present Good I ulurc (jikkI 



If this proposition be true, should we have reason to expect that 
society might have occasion to induce some of its members to save 
by paying them interest on their sax ings ? 

4. Our wants arc often imposed upon us by the force of imitation and 
by social standards. The gregarious instinct is powerftd. ]Ve move 
in herds. We buy hats and < lothing at Easter. We buy extensively 
at Christmas. Teddy bears become the rage and as suddenly are 
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supplanted by some new fad. The tulip craze affects the industry of 
a whole country. And so examples without limit may be heaped up. 

The economist, however, is mainly interested in the economic 
consequences of these characteristics of our wants. Some of the 
consequences of this particular characteristic may be stated as follows: 

a) An explanation of the magnitude of some of our industrial 
phenomena. 

d) Great social saving through the economics of large scale pro¬ 
duction. 

c) Great social waste of machinery, goods, and established 
industrial and commercial connections when a shifting of taste occurs. 

d) A partial explanation of such phenomena as rush work, 
sweated industries, and overcrowding. 

e) A partial explanation of the growth of cities. 

5. Our subjective estimate of satisfactions is continually skiftinii. 
1 may have in mind such a tal)lc of satisf.ictions as was used under 2, 
above, and a word from you, an advertisement read, a look at a 
show window, or any one of a thousand other things, trivial or impor¬ 
tant, may change the table. With the lapse of time the case is even 
more striking. We change as a result of every factor of our environ¬ 
ment, by education, by travel, by association, even by the very process 
of consuming goods. 

Since industry caters to wants, it follows that there will Ire a con¬ 
tinual shifting in industry and that a person engaged in supplying 
the means of satisfaction of these wants will assume risks and chances 
quite independent of the risks of climate, fire, or accident. It need 
not surprise us to find that men must be rewarded to induce them to 
incur these risks. 

In all the above, little was said concerning the why of wants. 
This is a problem for the psychologist rather than the economist. It 
is referred to at this point merely to emphasize the fact that the 
economist is making no arbitrary assumptions in this matter. W'ants 
may be and are the results of instincts, reason, suggestion, habits, and 
a thousand other things. Be all that as it may, the significant thing 
for the economist is that motivation of economic actions is to be 
found in wants. The purpose of this survey is solely to cause the 
student of economics to feel that the curtain has been pulled aside 
and that a view has been given of some of the real forces actuating 
industrial society. 
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See also 5. How the Industrial System Works, 
tot. The Individual and tlie Gain S])irit. 

103. Human Motives in Economic Life. 

3JI. THE PRE.SSURE EXERTED BY THE CONSUMER 
A‘ 

Paradoxical as it may appear, in the highly devcdopcd lommcrcial 
custom of the England of today the capitalist manufacturer stands at 
as great a relative disadvantage to the wholesale trader as the isolated 
workman docs to the capitalist manufacturer. E’irst, we have the 
fact that the manufacturer stands to lose more by failing to sell his 
product with absolute regularity than the wholesale trader does by 
temporarily abstaining from buying. To the manufacturer, with his 
capital locked up in mills and plant, continuity of cm[)loynient is all- 
important. To the wholesale trader, on the other hand, it is com¬ 
paratively a small matter that his stocks run low for a short time. 
His unemployed working-ctipital is, at worst, gaitiing deposit interest 
at the bank, and all he foregoes is a fraction of his profits for the 
year. Moreover, as the wholesale trader makes his income by a tiny 
profit per cent on a huge turiuner, any particular tran.saction is 
comparatively unimportant to him. 'I'hc manufacturer, earning a 
rclaticclv large percentage on a small turnover, is much more con¬ 
cerned about each part of it. The disparity is no less great with 
regard to that knowledge of the market vvhir h is invaluable in bargain¬ 
ing. The manufacturer, even if he has a resident agent at the chief 
commercial centre, can never aspire to anything like the wide outlook 
over all the world, and the network of communications from retail 
traders and shipping agents in every town, which make up the businc.ss 
organization of the wholesale trader. 

Thus, when the manufacturer negotiates for an order, he is, 
within certain undefined limits, at the mercy of the wholesale trader. 
He is told that the price of his product is too high to attract customers; 
that the shopkeepers find no demand for it; that foreign producers 
are daily encroaching on the neutral markets; and, finally, that there 
has just come an offer from a rival manufacturer to supply the same 
kind of article at a lower price. The manufacturer may doubt these 
statements, but he has no means of disproving them. He is keenly 

' Adapted by permission from Sidney and Rcatricc Webb, Indusirial Democ 
focy, pp. 662-72. (Longmans, Green, & Co., 1902.) 
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alive to the fact that his brother manufacturers are as eager as he is to 
get the order, and some of them, he knows, are always striving to 
undercut prices. Unless he is a man of substance, able to wait for 
more prolltablc orders, or unless his product is a specialty of his own, 
which no one else makes, he is almost certain to be tempted, rather 
than lose the business, to acce|)t a lower offer than he meant to. The 
price he has accepted can only work out in a profit by some lowering 
of the cost of production. 

]!ut we should make a mistake if we imagined that the pressure 
originated with the wholesale trader. Just as the manufacturer is 
conscious of his weakness in face of tlie w holesale trader, so the whole¬ 
sale trader feels himself helpless before the retail sliopkecper to whom 
he sells his stock. Here the inferiority is not in any greater loss that 
would arise if no business were done, for the retailer is impelled to 
buy by motives e.x.aclly as strong as those which impel the wholesale 
house to sell. Nor is it in any difference in barg.aining power. In 
both these rcspcc ts the wholesale house may even have the advantage 
over Uie shopkeepers, lint the shopkeepers ha\e a closer and more 
up-to-date knowledge of exactly what it is that customers arc asking 
for, and what is far more important they can to some extent direc t 
thii demand liy placing, before the great ignor.ant body of consumers, 
one artic le rather than another, 'i'hcy have, therefore, to be courted 
by the wliolcsalc trader, and induced to push the particular “lines” 
that he is interested in. There is, however, yet another, and even a 
more active, cause for the weakness in strategic position of the whole¬ 
sale trader. There has been, for the last half-century, a constant 
tendency toward a revolution in retail trade. In one town or one 
district after anotlicr there grow’ up, instead of numberless little shops, 
large retail businesses, possessing as much capital and commercial 
knowledge as the wholesale house itself, and able to give orders that 
even the w'calthicst manufacturers are glad to receive. Hence the 
wholesale house stands in constant danger of losing its clients, the 
smaller ones because they cannot buy cheaply enough to resist 
the cutting prices of their mammoth rivals, and these leviathans thcni- 
sel\ es because tliey are able to do without their original intermedi¬ 
aries. The wholesale trader’s only chance of retaining their custom 
is to show a greater capacity for screwing down the prices of the 
manufacturers than even the largest shopkeeper possesses. He is 
therefore driven, as a matter of life and death, to concentrate his 
attention on extracting, from one' manufacturer after another, a 
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continual succession of licaw (lis(i)\ints or special tcmis of some 
kind. 1 his, then, is the luiid.iinenl.il leimn uhv tlie tine! 

finds the wholesale tinder so lelenlK-., m taking ad\anl,iee of hi' 
stratepde position. I hoin:li [lei lonniin; a ^ei\iie of re.il economic 
adcanlaec to the communiH, he e.in onl\ (ontimie to e\ni l,y a con¬ 
stant "squee/iny'’ of all the other ,ic. nl-- in piodia lion 

We come now to the hot huh in the , ham, il.e .ompelilion 
betw cell retail sh('[)ker'pei s to sec tire c i: tonu 1 s, 1 h i e t he -apei lot it \ 
in knowledge and techniial skill is on the -ide of the Ih 1, hut (hi 
i.s far outweipdied liy the e\i i ptioii.il fu.dom of the hu\er. 'lie 
shopkeeper, it is true, is not hound to sell .in\ p 11 ti. iikir.iiti, le ,it .iir, 
p.irlicular time. Hut he nuist, on p.iiii cil iMiikiiipti y, .itti.nt .t 
lonslant stream of customers for lus tones, '1 he cii-loni,i, 011 the 
other h iiid, is as free as air. 1 fe i ,111 hut in one shop ,1, v.t II ,is in 
another, lie is not e\en hound to hut at .ill, and 111,0 ,il) 1 on, not 
onl_\' without loss, halt tt Ith a. po-1 1 It e s It my to his po. !.t 1 ileum t, 
in shoit, he teiupled to huy, aiul to Ilus end 1 - hi nt ,di the - hoiiki epca's 
knowdedpe and c.ipaiily. N'otv, uith ley.nd to the yeiRi.il iiiii of 
commodities, the onlt way ol tem|itliiy the .yre.il ni.iss of 1 oiisuinei , 
to buy is to ol let the .irlii le ,it tt h it I Itet 1 on it ii 1 a hot pi it e Heine 
a shopkeeper is .iKt.it s on the hitik mit for soiiu ihiiiy tt ha h he t ,111 sell 
at a lower |)iiic tli.in lets hitheilo been custoin.irv, in thtentr tli.iii 
his competitors aie sell my it at. Coiiiik I ilion hiUit t eii sC i| .'..i epei, 
becomes, therefore, in all sin h cases cut licit a iii.itli r of t iiltiie; pi n 1 s, 
and the oltl-fashioned, ste.uh-yoiii.i; hiisiiiess, uhu h oin e cimteiitt tilt 
paid whatever price the wholesale tiader asked, is dinen to look a-, 
sharply after “cheap lines "as the keenest Ir.idei. riulc r tlu-et in uni- 
stances, it is case to tinilcistaial how the' letoliilion in retail li.ule, to 
which we have alreatly refcrrcil, pkit s into the haiuls of the t Uslo’iiei. 
The mammoth est.ihlishments, hatin;; a inutli lower pentut.ipe of 
working expenses to turn over, aie able to sell at lower prices tli.in the 
.small shops, and they n.ituiaHy do their utmost to attract cu toiiar. 
by widely ad\ ertisiny their i lieapiicss. 'idic c ustomeis become 11 ed to 
those low prices, and insist on them as the only condition upon wide li 
they will continue to patronise the survixiny smaller .shop.s. The.se, 
unable to reduce their workiny expenses, complain ]iiteuusly to the 
wholesale houses, who are, as we haxc seen, driven to supply them on 
the lowest possililc terms, lest they lose their custom alloyelher. 

\Vc thus arrixe at the consumer as the ultimate .source of that 
persistent pressure on sellers, which, transmitted through the long 
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chain of bargainings, finally crushes the isolated workman at the base 
of the pyramid. Yet, parado.xical as it may .seem, the consumer is, of 
all the parties to the transaction, the least personally responsible for 
the result. For he takes no active part in the process. In the great 
market of the world he but accepts what is spontaneously olTcred to 
him. He docs not, as a rule, even suggest to the shopkeeper that he 
would like prices lowered. All he does—and it is enough to keep the 
whole machine in motion—is to demur to paying half a crown for an 
article when someone else is offering him the same thing for two 
shillings. It may be urged that he ought to be ready to pay a higher 
|)rice for a better quality. As a matter of fact, consumers, whether 
rich or poor, do strive, in an almost pathetic way, after some assur¬ 
ance of specific quality that would reconcile them to paving the higher 
price. They recognise that their own personal ccpcrience of any 
article is too casual and limited to afford any trustworthy guide, and 
they accordingly e.xhibit a touching faith in “authority” of one kind 
or another. Tradition, current hearsay as to what experts have said, 
and even the vague impression left on the mind by the repeated asser¬ 
tions of mendacious advertisements, are all reasons for remaining faith¬ 
ful to a particular commodity, a |>articular brand or make, or even a 
particular shop, irrespective of mere cheapness. But to enable the 
consumer to exercise this choice, there must be some easy means 
of distinguisliing between rival W'ares. It so happens that the bulk 
of the consumiJtion of the community consists of goods which cannot 
be labeled or otherwise artificially distinguished. With regard to the 
vast majority of the purchases of daily life, no one but an expert can, 
with any assurance, discriminate between shades of quality, and the 
ordinary customer is reduced to decide by price alone. 


See also 252. The Decline of the Handicrafts. 

344. Competition and the Fate of Industries. 

347. What Marketing Methods Shall Survive ? 

B' 

[Note.— The following is an outline presentation of factors bear¬ 
ing upon tlie economic choices of the consumer. In studying the 
outline, the student should work out illustrations of the propositions 
given.) 

'Adapted by permission from J M. Clark, “Economics and Modem Psy¬ 
chology,” Journal of Political Economy, XXVI (iqi8), 161-65. 
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Guidance op Consumer’s Choices 

Self-guidance 

a) Grades of consumers’ interests 

(1) Interest in one commodity as compared to another 

{a) Choice commonly made outside the market environment 

(b) Commonly fortified by habit and less subject to sway of sales¬ 
manship than choice of rival brands 

(2) Interest in one brand as compared to another 

(0) Frequently reducible to standardized terms: price and objec¬ 
tive tests of quality 

(b) Less fortified by habit and more subject to sway of salesman¬ 
ship than choice between dillcrent commodities 

(3) Choice between buying a service and performing it one’s self 

(0) 'I'he chief case in which consumer has suflliient control over 
working time and output to bring “marginal disutility of 
labor” into play as an active factor in choosing whether to 
make a given purchase or not 

(6) Such work is a change from one's main vocation, and likely 
to be more healthy than attempts to speed up in one's regular 
“gainful employment " This tends to balance low efficiency 
of unspecialized work 

(c) Collective guidance may increase elfRiency of work in such 
“side-lines” 

h) Comparison of prices and of quality so far as that can be tested by 

objective standards 

(1) Incentive relatively weak 

(a) Not much money generally involved in any one purchase. 
Some have distaste for iirice-searching and avoid it as far as 
possible in ordinary purchases, though not in contracts where 
getting a living is at stake 

(b) Exceptions: housewife’s pride in buying as a profession. 
Not universal. Success limited by lack of all divisions of 
labor. Sportsman’s or connoisseur’s judgment of qualities. 
Limited m scope and itself an expensive pursuit 

(2) Means available 

(a) Investigation previous to purchase. More elTeclive as to 
prices than qualities, and chiefly for large purchases of goods 
not often renewed. For other purchases preliminary inves¬ 
tigation is limited by trouble of carrying it out. This affected 
by location of shop and affects it in turn 

(b) Trial and error through repeated purchases; only obvious 
errors eliminated. Especially if new article may call for 
slightly new method of .using (eg., cooking food), consumer 
has no assurance of his being adequately forewarned or 
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instructed. Habit tends to continued use of anything not 
actively unsatisfactory 

(c) Habit (necessary reliance of single consumers) fails to keep 
pace with changes in production and commercial conditions. 
Is fortified by consumer’s distrust of commercial channels of 
information, as he know's these are not disinterested 

(3) Particular quality-values. Health-value of food; accuracy of 
information; durability of a house, etc. 
c) Choosing between services of different kinds. More dominant in 

consumer's work than in any other field of guidance 

(1) Range of choice limited by standardization of production under 
influence of economy of large output. Effects of this ? 

(2) Range of possible standardization of consumers’ W'ants increasing 
with 

(а) Growth of scientific knowledge (e.g., food-values, health- 
values, industrial effects of alcoholism) 

(б) Increasing dominance of social purposes resulting in regard¬ 
ing personal consumption as a means to definite social ends 
rather than solely as an individualistic end in itself; war the 
supreme example of this, but it appears, in less degree, in 
time of peace, e.g., prohibition and industrial efficiency 

(3) Fundamental method; trial and error acting around a core of 
habit and custom and often changing the personality itself, 
including the unforeseen crowding out of present interests 
and pursuits 

{4) Buying registers not average judgment, but may record moment 
of maximum susceptibility 
2 Commercial agencies 

u) Location of stores as a form of guidance of consumers 

(1) Businesses that concentrate versus those that scatter. Where 
each purchase is important enough to consumer to make him 
investigate brands and prices, dealers tend to concentrate; where 
the opposite is true they tend to scatter in search of quasi¬ 
monopolies of location 

(2) Consumers’ interest in access to all the various competitive 
brands. E.g., factor’s agreement viewed in this aspect is unde¬ 
sirable chiefly in the trades where dealers scatter so that con¬ 
sumer needs to find all brands in one shop if he is to have any 
easy way of comparing them 

(3) Attention-value versus “place utility” in store sites; taking store 
sites for public uses may result in transfer rather than destruction 
of a large part of their attention-value, and may even increase 
the total, e.g., effect of making a new park in a built-up section 
of a city 
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b) Advertising and salesmanship 

(1) Service of information 

(d) Idciilification of goods, value limited by uncertainty whether 
quality is maintained or not 

(b) An unnecessarily expensive met hod of getting this work done 

(c) Information given by salesmen has an important incidental 
attention-value in directing eiistoniers' attention and inhibit¬ 
ing inconvenient inquiries 

(d) For this very reason its value as iitformalioii is discounted 
by customers 

(2) Stimulus or attention-value 

(u) A necessary and valuable economic service as a whole 
(i) Effects to some extent mutually inhibitory 
(c) Competitive gain in increasing it beyond the |)oint of maxi¬ 
mum social gain > 

c) Determination of styles 

(1) Arc producers responsible for frerpicncy of changes? 

(2) If not, their control of channels in whic h change is to run makes 
chiefly for regularising of production by enabling producers to 
count on demand and manufacture their goods in advance 

d) Printed matter as aid to consumer 

e) Professional sellers of guidance: doctors, etc. 

/) Industrialized housekeeping (hotels, aparlmenl-houscs, etc.) as substi¬ 
tutes for personal household management ElTect on consumers' desires 
Co-operative agencies 

a) Co-operative retailing as eliminating many expensive features of com¬ 
petitive guidance 

b) Informal co-operative buying 

c) Co-operative housekeeping 

Public agencies: needed to iiuikc good shortcomings which foregoing 
study has revealed in the work ol other agencies 

a) Pure-comiiioditics laws 

(1) Information 

(2) Prohibition of harmful goods 

b) Standardization of consuiu[)lion, especially in time of war when 
economy and changes of habits of consumption become necessary, 
and if unguided might endanger health. More standardization and 
control possible in temporary emergency than would be endured as 
permanent policy, since the standardized health-values become tem¬ 
porarily paramount, and are in unusual danger 

c) Education 

d) Playgrounds, public recreation centers, social scLtleiricnts, churches, 
etc., as agencies in formation o| desires embodying social ideals and 
serving as offsets to guidance by pure commercial principles 
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5. Social standards 

a) Of prestige; display. Why do styles change so fast? 

b) Of moderation, good taste, and reasonable economy 

c) Of generosity and public spirit and other standards 

322. THE CONSUMER AND THE PRODUCER' 

The production of an article will present a far larger number 
of o[)portunities for change than its con.sumption, and there will be 
a greater likelihood that advantageous changes will be tried and 
adopted. A new idea of saving labour, the chance discovery of some 
new material, will be approved more readily than any suggestion for 
some new food, or an unaccustomed article of clothing. Tor, in the 
former case, the reasoning faculty is of necessity alive and operative 
to some degree, tind the gain of the change can be realized c.xperi- 
mentally, while in the latter case the reasoning faculty is hardly 
awake, and any novelty of consumption is apt to have ai. initial 
harrier of natural aversion to overcome. 

But there is another reason for the easier progress of the pro¬ 
ductive costs. In proportion as work passes into the shape of an 
organised business, administered by an employer for profit, the control 
of any of its processes by primitive custom or taboo tends to disapjtcar. 
For the rationalism involved in the profitable conduct of the business 
compels the employer to break any traditional barriers obstructing 
the adoption of profitable reforms. Though there are doubtless 
many reforms of the consumptive arts as humanly economical and 
profitable as any of the great industrial reforms, there is not the same 
concentrated motive of large immediately realized gains to urge their 
claims on any body of consumers. Not only are the gains from an 
improvement in production more immediate, more concrete, and 
more impressive, but the risks and inconveniences of the change are 
largely borne by others than the reformer, viz., his employees, or his 
shareholders. The consumer, on the other hand, has himself to bear 
all risks and inconveniences involved in the abandonment of an old 
article or method of consumption, or the adoption of a new one. 
Finally, it must be remembered that the actual risks attending an 
innovation are greater for the consumer. For the modern pro¬ 
ducer is a skilled specialist in the particular art of production in 
which he is engaged; the consumer is an unskilled amateur in a more 

* Taken by permission from J. A. Hobson, Work and Wealth, pp. 111-13. (The 
Macmillan Co , 1914. Author’s copyright.) 
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general art, possessing little knowledge and no effective power of 
organising for his self-defense. 

The fact that the monetarv' profit of producers is the principal 
determinant of most changes in the nature of consumahles and the 
standards of consumption is one of the most serious sourics of danger 
in the evolution of a healthy social cconomv. The present e.'cccssivc 
control by the producer injures and distorts the art of consumption 
in three ways, (i) It imposes, maintains, and fosters definitely 
injurious forms of consumption, the articles of “illth.” (2) It clegrades 
or diminishes by adulteration, or by the substitute of inferior materi¬ 
als or workmanship, the utility of many articles of consumirtion used to 
.satisfy a genuine need. (3) It stimulates tlic satisfaction of some 
human wants and depresses the satisfaction of others, not according 
to their true utility, but according to the more or less prolitahlc char¬ 
acter of the several trades whicli supply tlicsc wants. 

The prevalence of many of the most costly social c\ ils of our time, 
war, drink, gamldiiig, prostitution, overcrowding, is largely altrihut- 
ahle to the fact that their matcri.al or trade apjiliances arc sources of 
great private profit. Such trades are the great enemies of jerogress 
in the art of life, and tlic rescue of the consuming public from tlieir 
grip is one of the weightiest proldems of our time. Two methods 
of defence arc suggested. One is tlic education and co-ojceialion of 
■ onsuniers. But while education m,i\ do much to clieck the con¬ 
sumption of certain masses of “illth,” it can hardly enable the con¬ 
sumer to cope with the superior skill of the specialist producer hy 
defeating tlie arts of adulteration and deterioralioii which arc so 
prof lalde. Consumers’ Leagues can iierliaiis do somctliing to check 
adulteration and sweating hy the employment of skilled agents. 
But it will remain very difficult for any such private action to defeat 
the ever-changing devices of the le.ss scrupulous firms in profitalde 
trades. The recognition of these defects of private action causes an 
increased demand for public protection, by means of legislative and 
administrative acts of prohibition and inspection. The struggle of 
the State to stamp^out or to regulate tlic trades which supply injuri¬ 
ous or adulterated foods, drinks, and drugs, to stop gambling, prosti¬ 
tution, insanitary housing and otlier definitely vucious businesses, is one 
of the greatest of modern social e.xperimcnts. Though the protection 
of the consumer is in many cases joined with other considerations of 
public order, it is the inherent weakness of the consumer, when con¬ 
fronted by the resources of an organised group of producers, that is 
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the primary motive of this State policy. How far the State protec¬ 
tion is, or can be made, effective is a question too large for discussion 
heic. It must suffice to observe that the conviction that the private 
interests of producers will continue to defeat all attempts at State 
regulation in socially “dangerous trades” furnishes to socialism an 
argument on which there is a tendency to lay an ever-greatcr stress. 

323. DETKNCES OF THE CONSUMER' 

At the meeting of the American Economic .Association in Wash¬ 
ington in December, 1911, Professor T. N. Carver, of Harvard Uni¬ 
versity, said: “It would be an interesting and illuminating statistical 
investigation if we could count and tabulate the agencies of ‘higlt- 
pressure business.’ If wo could arrange two columns of figures, one 
giving the nunrber of courses of instruction on the psychology of 
salesmanship, the other giving the number on the psychology of resist¬ 
ing salesmanship; one giving the number of articles in business jour¬ 
nals on how to make sales or how to get orders, the other giving the 
number on how to a', oid buying what you don’t want, or how to avoid 
giving orders, the result would be illuminating. We should probably 
find a parallel to Guizot’s famous generalization regarding the relative 
effidcncy at different historical epochs of the forces of attack and the 
forces of defense. In this case we should find the individual bent on 
defending his income and his meagre savings, while a great array of 
forces is bent on attacking them. Just as gunpowder and cannon 
made the forces of attack superior, and changed the political con¬ 
dition of Europe, so now, wood-pulp paper, cheap advertising, and 
shrewd salesmanship are making the forces of attack stronger.” 

The consumer is the point of attack, either immediately or ulti¬ 
mately, in every advertising campaign for atlvertising goods finally 
sold at retail. And while we arc discussing metliods of attack, is it 
not well to take stock of the consumer’s defense? What are the 
characteiistics of the consumer as a class which meet, and, in a 
measure, offset advertising and selling betterments? Space will not 
let us catalogue more than a very few: ■ 

(i) The consumer’s spending power is limited by his earning 
ability. He may develop, or have stirred in him, new wants, strong 
enough to make him work harder in order to earn more, but he cannot 

'Adapted by permission from P. T. Cherington, Advcrltsini as a Business 
'■'o'ce, pp. 92-94, 116. (Doubleday, Pa,ge & Co., 1913. Copyright by the Asso¬ 
ciated Advertising Clubs of America.) 
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honestly spend more money tlian he earns, no matter how complicated 
his wants may become. This sets a final limit on consuming capacity, 
and .sets a limit to the exercise of his will. 

(2) The strength of the con.sumer's savings instinct determines 
the margin between his earning power and his willingness to siiend. 
The strength of this instinct is only relative and here the consumer is 
vulnerable. His “will to save” is elastic. 

(3) The “standard of living,” the n]iinion of the das'- to which 
the consumer belongs as to what may lie e\])ccted of liiin in the 
spending of his income, has its con-jtant effeit on a civili/.cd man's 
conduct, and this again is relatice and o])cn to attack. 

(4) Trice habits ha\'c (ended to become li.ved in many lines of 
retail business. Tlic consumer has come to a(ce|)t an increasing 
number of set prices, anrl set ptice intervals. Theie may be a few 
places in this country where a man expects to find a necktie line regu¬ 
larly carried at some price other tJian 50 cents or $i or u[iward, but 
they arc few. And so it is with suspenders, shirts, shoes, socks - al¬ 
most everything a man weais cci tarn irricc habits have become well 
established. This puts coiiipclition in these lines on a basis of 
(piality, or service. It makes purdiase easy for the consumer, but 
it modifies the character of the advertising a])|)cal, as we shall sec. 

15) Buying habits are undergoing modification also. And these 
make another cJiange in the advertiser’s position. With piiie 
“higgling” partly eliminated, and the whole problem of a])])eal and 
sale based on quality and guaranteed satisfaction, the consumer has 
come to expect that goods can be bought w'ithout bargaining. The 
consumer certainly is safer in his purch.asing, but equally certainly 
he is more careless. 

(6) And again there is the effect of the multiplicity of appeals 
being made to the consumer. The individual consumer and the 
consumer as a class is appealed to from so many sides that the effect 
of no single appeal can be wliat it would if it stood alone. 

To sum up these consumer defenses we find that, while the 
consumer, as an individual or as a class, may be led, stimulated, 
diverted, directed or otherwise influenced in buying, there are certain 
roughly ascertainable limits to the effee ts which may be expected 
to follow attacks on the will of the consumer. There are certain 
limits beyond which his earning power will not let him go, there 
are others, less certain, beyond which he will not buy unless his 
saving impulses are stifled, there' are social and commercial habit 
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barriers to consumer diversion, and, last of all, the appeals to the 
consumer may partly neutralize each other by their mere multiplicit}. 

These few points, out of many which could be considered, have 
been presented in order to help us appreciate how much more than a 
mere market for goods is the modern consumer. As an object of 
advertising attack he is a complicated and variable composite under 
pressure from within and without. And there is scarcely an emo¬ 
tional motive, or an economic impulse with any influence on human 
action, which can be ignored with safety by the advertiser who wants 
to catch and hold him. 

Nor is the consumer inert. He has powers of resistance, and 
he is learning how to use them. Even leaving the supremely impor¬ 
tant problems of consumer psychology out of consideration, he has 
means at hand for taking advantage of any weakness in advertising 
plans. The consumer problems of the modern advertiser are not 
merely to discover buyers of goods and to exploit them. They arc 
as intricate as war plans. 

324. WOMAN AS A UIRICCTOR OF CONSUMPTION' 

Women still, in the main, establish a connection with the economic 
order through the family and the household. In spite of the increase 
in their gainful employment, analysis of the data shows that the aver¬ 
age length of employment is short, usually from the time of leaving 
school until marriage. It is only the occasional woman who retains 
or resumes gainful employment after marriage, and then usually 
because of some irregularity, such as the desertion, ilinc.ss, or unem¬ 
ployment of the male breadwinner; or for a reason of a dilTerent type, 
unusual capacity or inclination for a definite gainful pursuit. To 
reiterate, tlieir main economic functioning is still in connection with 
the household. This may or may not be considered desirable. At 
any rate tlie arrangement has shown persistence. 

The economic activities or relations of the household form a 
natural complement to the existing industrial structure. The changes 
in the one are the result of the development of the other and its direc¬ 
tion. The rise of the factory system meant that the household sur¬ 
rendered one after another its productive activities to an outside 
agency—the business unit. The concomitant development of an 
exchange society, with production for the market—a price-controlled 
economy—meant also a separation between production and consump- 


' Prepared by Hazel Kyrk. 
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tion which could only be bridged over by a process of expenditure. 
The individual household remained the center for consumption, 
but production was no longer by the family for the family, or 
even by the women for the family. The age-long division of labor 
between men and women took a new form. The family now satisfies 
its wants, first, by a sale of highly specialized goods and services upon 
the market by certain members, and secondly, through a distribution 
of the resultant income by market purchases of the desired goods and 
services. The family welfare is affected both by the size of tlie income 
and the manner of distribution. 

It might be suggested that the change in the technique and organi¬ 
zation of production both complicated and facilitated the furtlier 
process of securing satisfactions, which now became separate and dis¬ 
tinct. (i) It immensely widened the possibilities by the abundance 
and variety of goods made available. The consumer is not limited 
by what he can make or do alone, but h.as increased his output by 
co-operation with others and the use of mechanical devices. (2) In 
anotlier sense it widened the limits of choice. Cu.stomary production 
meant customary consumption. Free competition and individual 
initiative in production mean freedom of choice on the jsart of tlie 
purchaser. (3) Tlie separation between the producer and the con¬ 
sumer made necessary tlie agencies and facilities for storing and dis¬ 
tributing goods, and gathering and disseminating information. 

Following out the implications of some of tliese suggestions might 
indicate some reasons for the emergence of a director of consumption 
—why the household as the center of this process needs a manager. 
The modern organization of production gave ri.se to the function of 
business manager. An intcre.sting analogy might be worked out 
between the two. 

Granting the importance of e.xpciuiiture in the sense of choosing 
and buying goods to be utilized by tiic household, to what extent has 
it been turned over to women? There are various indications aside 
from individual observation that this has taken place to a considerable 
extent, (i) There is the testimony to the effect that in the well- 
regulated wage-earner’s family the weekly pay envelope is turned 
over to the wife for disbursement. (2) Again, notice the extensive 
use that dealers in consumer’s goods make of household journals as 
advertising media. (3) Significant also are the curricula and texts 
of modern schools of home economics with tlieir change of emphasis 
from drill in the household arts to household administration, involv¬ 
ing the selection of food, clothing, and shelter, and the theory and 



846 [ INDUSTRIAL SOCIETY 

practice of budget-making. (4) There is finally the widely accepted 
theory that our competitive consumption, the conspicuous consump¬ 
tion to win social distinction by display of wealth, has been largely 
delegated to women. 

Are women, then, it called directors of family consumption, 
responsible for the guidance of economic activity by their choices in 
the exercise of demand ? In the first place, it might be inquired 
whether they are agents or principals in tlicse transactions ? Do they 
determine policy or merely carry it out ? Probably they are neither 
entirely passive nor the main active force. As to the bases of house¬ 
hold policy several considerations might be briefly noted. 

r. All consumers are liable to be the victims of certain faults of 
tlie system, and are, as compared with the producer, in a weak bar¬ 
gaining position. Since the producer takes the initiative, he often 
creates the want and is under some pressure to deceive or to adulter¬ 
ate. Further the consumer suffers from lack of knowledge, and the 
scarcity of objective tests which she can apply or could afford to 
apply to a great variety of goods bought in small quantities. 

2. The art of spending for the household tends to be unprogres- 
sivc, conservative, and largely non-rational. Some of the reasons 
that have been assigned are the individual, undifferentiated nature 
of the act, the lack of such standards as the profit test in industry to 
measure improvements, the lade of competition to weed out the 
inefficient, the slow devcloitment of the sciences such as psycholog)' 
and physiology upon which progress in consumption rests, and the 
resistance to change which any institution which centers in the family 
shows. 

3. The final ends which are behind the choices and preferences 
displayed in the distribution of the family income could probably be 
summed up in the [rhrasc, The family standard of living. The expen¬ 
diture is an attempt to serve those interests and promote those pur¬ 
poses which seem “necessary,” “worthy,” “desirable,” What they 
arc is probably determined partly by tradition, custom, habit, sug¬ 
gestion, and imitation, and partly by “taking thought.” 

[Note. —The discussion of the part played by the consumer 
(demand) reveals something of the significance of the market function 
and market structure in our society. Some aspects of the market 
structure were pointed out in Selections 94-99.] 


See also 271. The Standard of Living. 



I 

INDIVIDUAL GUIDANCE OF ECONOMIC ACTIVITY 847 

C. Entrepreneurship 
325. SOME RESrONSIBLE AGENTS' 

1. The rSle played hy kchnical experts .—'Die making and dis¬ 
tributing of goods by the elaborate modern methods requires highly 
skilled direction. On the tcrhnical side the work is planned by, and 
e.xccutcd under the supervision of, ei\ il, me< hanical, mining, and elec¬ 
trical engineers, designers, industrial chemists, “efficienty experts," 
etc. These are the men who know how to c.xtract raw materials, 
refine and manufacture them, devise and operate machinery, organi/,e 
working forces— in .short, the men who know how to .secure the principal 
efficiency of economic effort. By appU ing the results and the methods 
of science to the every day work of the world, they have led the rapid 
advance in the technique of production of which we feel so proud. 

2. The role played by enterprisers.—\W\. in no country in the world 
arc these technical e.xpcrts allowed free scojic in directing the work of 
providing material goods. Higher authority is assigned by the money 
economy to another class of experts, business men who arc skilled, not 
in making goods, but in making money. As an employee of the busi¬ 
ness man, the engineer must subordinate his iiitetest in mechanical 
efficiency to his superior's interest in profitable investment. The 
chief role in directing what use shall be made of the country’s natural 
resources, machinery, and labor is therefore played by its enterprisers. 

But who and what are these enterprisers? The classical econo¬ 
mists assumed that there stood at the head of the typical business 
enterprise a capitalist-employer, who iirovided a large part of the 
capital invested, assumed the pecuniary risk, performed the work 
of superintcndeiK e," and pocketed the prohts. hlany enterprisers 
of this versatile type remain today; but the extraordinary growth in 
size and inlluencc of the joint-stock company has given greater promi¬ 
nence to another form of business management. 

In such an organization it is difficult to find anyone who corre¬ 
sponds closely to the capitalist-emiiloyer. Certainly the typical 
stockholder, who takes no part in managing the corporation beyond 
sending in his proxies to be voted at the annual meeting, does not fill 
the bill. Neither does the typical director, who confines such atten¬ 
tion as he may give the corporation s affairs to passing on ejuestions 
of general policy, selecting officers, criticizing or approving their 

‘ AtKiplctl by ptrmibbion from W. C. Mitchell, Business CycleSy pp. 3 ^ 37- 
(Univer^ily of qalifornia Press, igi3- Author’s copyright.) 
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reports, and the like. Finally, the general officers, dependent on 
the directors, remunerated largely if not wholly by salaries, and 
practicing among themselves an elaborate division of labor, have no 
such discretion and carrj' no such risk as the capitalist-employer. The 
latter, in fine, has been replaced by a “management,” which includes 
several active directors and high officials, and often certain financial 
advisers, legal counsel, and large stockholders who are neither directors 
nor officials. It is this group which decides what shall be done with 
the corporation’s property. 

In other cases, however, a single enterpriser dominates the cor¬ 
poration and wields full authority. Within the class of enterprisers 
there has gradually been differentiated a special set, which plays an 
c.xceptioiially active role in guiding economic activity—promoters. 
The promoter’s special province is to find and bring to the attention 
of investors new opportunities for making money; new natural 
resources to be e.xploited, new processes to be developed, new products 
to be manufactured, new organizations of existing business enter¬ 
prises to be arranged, etc. But the promoter is seldom more than an 
explorer who points out the way for fresh advances of the army of 
industry. When an enterprise of his imagination has been organized 
and has begun operations, the promoter docs not often retain the 
leadership for long. As permanent officers men of more cautious 
temper and more systematic habits commonly take command. 

3. The role played by lenders .—The enterprisers, indeed, do not 
have unlimited discretion in deciding what u.se shall be made of the 
available resources, er|uipment, and labor. In matters of importance 
their decisions arc subject to review by a higher court. For most 
business projects rec|uire the use of funds borrowed from banks, large 
capitalists, or from the inc’esting public, and this fact gives the lenders 
an effective veto power over proposals which do not meet their 
approbation. 

Whenex er an enterpriser applies to an individual capitalist to take 
an interest in some project, to a bank to discount his notes, or to the 
investing public to buy bonds, he must satisfy the lenders of his ability 
to keep up the interest and to repay the principal. Even when the 
applicant can provide collateral security for the loan, and obviously 
when he cannot, the lender’s decision depends largely upon his own 
judgment regarding the business prospects of the intended venture. 
To aid their officers in forming intelligent decisions, banks are coming 
to require applicants for loans to make on standard forms systematic 
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statements of tlicir financial standing and projects. In addition, the 
banks and the houses which grant mercantile credits subscribe to 
commercial agencies and maintain credit departments of their own 
for the purpose of collecting and classifying information about the 
business standing and prospects of their customers. Similarly, 
corporations which offer bonds or stocks for sale find it achisablc 
to publish advertisements and circul.irs setting forth their finan¬ 
cial condition, the purposes for which nioiiey is beiiig rai.scd, and 
the anticipated profitableness of the e.xtensions in view. .Affida¬ 
vits from certified public accountants, legal counsel, and consulting 
engineers are often appended to lend these statements greater force. 

I he review of the projects of cnierpri-ers by lenders, then, is no 
perfunctory affair. Nor is its prac tic ;d inlliicncc upon the guidanc e of 
economic activity negligible. 'I'here are always being launc heel more 
schemes than can be financed with the available funds. In rejec ting 
some and accepting others of Ihese schemes, the men of monc'y arc 
taking a very inlluential though not a very consjfic uous part in 
determining how labor shall be emphs^cd, what products shall be 
made, and what localities built up 

Not all lenders, howceer, are able to make intelligent decisions. 
The great mass of small iin cstors and not a few of the large lack the 
experience or the ability to discriminate wisely between profitable 
and unprofitable schemes. Many such folk put their money into 
savings banks, rely upon the advice of friends who are better eciuijcped, 
consult with their bankers, take counsel from the financial press, or 
follow what they supinise to be the lead of some conspicuous figure 
in high finance. Not being able to obtain from inijrarlicd sources or 
personal e.xamination the data necessary for forming an iude|)cndcnt 
judgment, they cannot work out their problems along strictly rational 
lines. Hence they are peculiarly subject to the influence of feeling in 
matters where feeling is a dangerous guide. The alternating waves 
of overconfidence and unreasoning timiclity which sweep over the 
investment market are among the most characteristic phenomena of 
business cycles. Even those who arc looked to for advice are not 
wholly immune from the contagion of emotional aberration. It 
follows that the guidance of economic activity by the investing class 
is not strictly comparable with the intelligent review of plans by 
competent e.xperts. 

A more vigorous and more intelligent leadership is exercised by 
the larger capitaUsts. They excel the investing public, not only in 
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means of securing information and in business sagacity, but also in 
ability to control conditions. The greatest lenders become perforce 
much more than lenders. Over the enterprises in which they embark 
large sums they must keep watchful eyes. They support the prices 
of their securities on the stock market, seek to maintain profitable 
connections with customers and financial institutions, keep informed 
concerning the business of competitors, arrange consolidations, plan 
dividend disbursements, and the like—in short, care for all the 
varied financial interests of the enterprises in which their fortunes 
and their prestige are at stake. On the highest levels of business 
success, indeed, tlie functions of the investor and the enterpriser 
merge into each other. The great capitalist becomes a great pro¬ 
moter. lie not only vetoes schemes, but forms them and sees that 
they are carried out. 

4. The role played by government .—A fundamental difference of 
principle sets off the role played by government in guiding economic 
activity from that played by business enterprises. While business 
enterprises aim at making money, government aims at securing public 
welfare. 

Notoriously, this broad difference of principle is sadly blurred in 
practice. Even in the most democratic countries, public welfare is not 
always the ruling passion of the men elected to office. Besides, public 
welfare remains so vague a concept as to leave wide room for differ¬ 
ences of opinion about the relative value of rival policies proposed for 
its promotion. Moreover, among the citizens of a money economy 
the habit of applying pecuniary tests and accepting pecuniary stand¬ 
ards gives a strong commercial flavor to their very statesmanship. 
Finally, government is forced to pursue its social ends largely by 
business methods. It must count the cost even when it cannot count 
the gains of what it does in dollars, and by some shift it must raise a 
money revenue to defray its money outgo. But, after all the necessary 
qualifications have been made, it still holds true tliat in dealing with 
economic problems government keeps closer to fundamental issues 
than is feasible for business men. Government can consider what 
needs it is important to satisfy, while business men must consider what 
market demand it is profitable to supply or profitable to create. 

Were this difference of aim the sole difference between the public 
and private guiding of economic activity, society would probably be 
organized on the basis of state socialism instead of on the basis of 
money economy. But there is this further difference, that govern- 
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ment is far less efficient in pursuing its aim of social welfare than 
business enterprise in pursuing its aim of making money. The scope 
actually accorded to government in managing industry' has been 
affected no less Ijy apprehension of this shortcoming than by apprecia¬ 
tion of government’s function as the guardian of common interests. 

The few services which arc almost everywhere ])crfc)rmcd by 
government are services in which management for profit is deemed 
ejuite incompatildc with public welfare. Schools run for profit would 
not teach the children of the very poor, sanitary bureaus run for 
profit could not force their services upon communities which need 
attention, etc. The longer list of sere lies whicli in some iilaccs arc 
assumed by government and in others left to liusincss enterprise fall 
mainly into four classes; undertakings like water supply, street cars, 
and railways which are most cionomiially managed as mono])olics 
and therefore open to the suspii ion of prac ticing extortion; under¬ 
takings like the management of forests in which the community is 
interested in conserving souri es of supply over a longer period than 
competing business eiUerpiises think it prolitabic to regard; under¬ 
takings like the improvement of ricers and harbors, the reclamation of 
waste lands, and the building of canals in which the pro.spcc ts of profit 
arc not sufficiently bright to attract the requisite amount of private 
capital; and imdcrtakings like the salt, tohaeco, mining, and lottery 
monopolies of Europe which are frankly exploited by government for 
the sake of raising revenue. 

Over a far wider field, government affects the guidance of eco¬ 
nomic activity by^ trying to prevent the pursuit of priv^atc profit from 
clashing with public welfare, factories are required to adopt expen¬ 
sive safeguards for the benefit of their employees or patrons; they arc 
forbidden to cmiiloy the cheap labor of young children, to keep women 
at work more than eight hours a clay, etc. hlost of these regulations 
are negative in cliaractcr; lint government also attempts to direct 
business enterprise into undertakings which arc claimed to be socially 
advantageous though unprofitable without assistance from the state. 
Protective tariiis upon iiujiurts, bounties upon the production of sugar, 
the ship subsidies, arc examples in point. 

Still more in general, tlic whole plan of raising public revenues 
and deciding public expenditures, the methods of providing for the 
public defense and maintaining domestic order, the monetary system, 
and even the form of political institutions; in short, everything 
government is and does, influences the direction of economic activity. 
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For the money economy is so flexible a form of organization that 
the prospects of profits and therefore the direction of economic activity 
by private initiative are affected by a thousand acts of government 
done for other than economic ends. 


See also 105-112 
139 - 
290, 
400. 
404. 


on The Apportionment of Productive Energy. 
Faulty Direction of Economic Activity. 

Trade Associations. 

What Government Is Now Doing. 

Modern Statements of the Functions of Govern¬ 
ment. 


326. THE ENTREPRENEUR AND THE CAPITALIST- 

The entrepreneur class comprises the modern employers of labor, 
men of business, “captains of industr>'.” It is much to be regretted 
that we have not a single English word which exactly fits the person 
who performs this office in modern industry. The word “undertaker,” 
the man who undertakes, at one time had very much this extent; 
but it has long since been so exclusively devoted to funereal uses as to 
become an im[)ossible term in political economy. The word “ad\en- 
turer,” the man who ventures, also had this sense; but in modern 
parlance it has acquired a wholly sinister meaning. The French word 
“entrepreneur” has very nearly the desired significance; and it may 
be that the exigencies of politico-economical reasoning will yet lead 
to its being naturalized among us. 

This function, then, of the man of business, middleman, under¬ 
taker, adventurer, entrepreneur, employer, requires to be carefully 
discriminated. The assumption that the capitalist is the employer, 
the employer the capitalist, is monstrously unreal. True it is that the 
employer should be a capitalist, that he should have possession of 
some accumulations, not only to guarantee the loans he contracts and 
the wages he becomes responsible for, but also to steady his own 
operations, lest he should act as one who has everything to gain and 
nothing to lose; true it is that able employers come to own an increas¬ 
ing share of the capital used in their increasing business, and that the 
larger their accumulations become, the greater the freedom and 
strength with which they conduct business. Yet it still remains that 
the employer is not an employer because he is a capitalist, or in pro- 

‘ Adapted by permission from F. A. Walker, The Wages Question^ pp. 227- 
i6. (Henry Holt & Co., 1891.) 
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portion as he is a capitalist. Of capitalists, under our modern organi¬ 
zation of industry, but a small minority employ labor; of employers 
few but use capital far in excess of what tliey own. 

Who, then, are the capitalists who are not cni[)loycrs of labor ? I 
answer, first, those who by age, sex, or infirmity are disabled from 
active operations, men retired from business, women of all ages, 
children and young persons of both sexes, the cri])pled and incompe¬ 
tent for whom provision has been made; these, in tlie order of nature, 
own a large part of the property of the world. If their wealth is in 
their own hands, they know their limitations, and do not undertake 
to employ it personally; if their wealth is held for them, the responsi¬ 
bilities of the trustee or guardian are incompatible with the ventures 
of manufacture or trade. Secondly, those who, from dignity and 
love of leisure, as is especially the case with men of inherited means, 
are indisposed to increase their store by active exertions, but live upon 
their income; and those who are engaged in professions which do 
not allow the investment of their earnings, d'hirdly, the laboring 
classes, whether receiving wages or salaries, who arc able, even out 
of scanty earnings, to make saxings which they are, from the 
nature of their industrial position, unable to apply personally to 
production. 

Small as are the individual contributions of this class to the loan¬ 
able capital of a community, the statistics of the s.avings banks show 
what is the virtue of a large multiplier. There might be added, per¬ 
haps should be added, to the vast aggregate of capital thus constituted, 
the accumulating profits of industries which are already full of capital 
up to the point of “diminishing returns,” where overflow must take 
place into newer branches of production. 

327. THE FUNCTIONS OF THE ENTREPRENEUR 
A- 

Adam Smith’s “profits of stock” included the general returns of 
the capitalist-employer. IMorc recent writers have recognized that 
this person performs two functions, and receives a reward in each 
capacity. That which accrues to him as a capitalist is interest, and 
that which comes to him as an employer, or business manager, is 
known as entrepreneur’s profit. 

> Adapted by permission from J. B. Clark, “Profits under Modem Conditions,” 
Political Science Quarterly, II (1887), 603-7. 
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An entrepreneur is, first, an industrial organizer; he directs the 
productive energies of other persons. If he be a manufacturer he 
divides and subdivides the labor of making a product, and assigns to 
each workman the part of the process to which he is adapted. The 
thing to be accomplished is prescribed; there is a certain article to be 
produced, and there is an accepted manner of producing it; and the 
routine function which first falls to the employer consists in directing 
the operation in its execution, lie guards against wastes, impels 
workers to effective effort, and co-ordinates their labors. By his 
direction the work of many individuals is brought into organic unity, 
lie is the brain of a social organism; he docs its executive planning, 
and communicates to the muscles the motive impulses that set them 
at work and control their action. 

In this capacity the employer is the most important part of the 
personnel of the shop. He is a directive laborer, 'f’he outcome of his 
effort is a certain mechanical result, a transformation of matter. 
Directive labor, muscular labor, and machines together create 
“form utilities’’; they transform iron into implements, wool into 
cloth, etc., and in these changes of form lies the value that they jointly 
bring into existence. Employer and workman are thus far laborers 
together; what they get for their efforts is, in the broad sense of 
the term, wages; and the employer’s part is distinctively the wage of 
directive labor. 

In addition to this there comes to an employer a return having a 
wholly different origin and nature; it is essenli.ally mercantile. An 
employer buys, sells, and gets gain like any dealer on the street. The 
business operations of a woolen manufacturer do not begin with wool 
in the sorting room and end with goods in the storehouse. He 
must obtain the wool from dealers, and must hand the goods over 
to purchasers. The mechanical part of his business is completed at 
the mill and by the working organism of which he is the head; the 
mercantile part extends into the world and brings him into connection 
with other producing organisms. In this particular exchanging 
function the workmen have no part; the employer only is recognized 
in the market as the buyer of materials and the seller of goods. 

The buying of raw materials, however, does not end the employer’s 
function as a purchaser; there is something more to be acquired if he 
is to become the valid owner of the product. Into the finished goods 
there enter other elements than raw materials, and these must be in 
part acquired by purchase. Within the mill itself there are titles to be 
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transferred. Day by day, hour by hour, as the manufacturing goes 
on, new utilities come into existence. Every turn of the engine 
results in more cloth, more yarn, more carded wool, etc. The utilities 
thus created have dclinitc values; unfinished goods niav not be 
immediately salable, but the employer would know liow to rate them 
were he to take an account of stock. Every step in the process that 
iirmgs them nearer to the condition in which they can be placed upon 
the market adds something to the value of the crude materials with 
which the process began. These increments of utility are jointly 
created by three agencies: directive labor, muscular labor, and 
machines. This determines their owneisliip; they belong, in undi¬ 
vided share, to the director, the workmen, and the furnisher of 
machines, or the capitalist. 

Eow the essential fact is that the cmjiloycr buys out his partners 
in the productive oiteralion. lie jtays for the share of the workmen in 
wages and for that of the capitalist in interest, and .acquires thereby 
a title to the utilities crc.ttcd in the mill. As the raw material is his 
from the outset, he ends by becoming the owner of every clement of 
the product. In his own name he may place the goods on the market 
and get what ho can for them. 


The function of the eiureprenetir as such consists, therefore, in 
two operations, the one mechanical and the other mercantile; he 
directs a productive process, and he buys the elements that enter into 
the product and sells them collei tix ely in the product itself. In the 
one capacity he is a laborer and receives a higher variety of wages; in 
the other capacity he is a merchant and receives a margin of dilTerence 
between what he pays and what he gets, d'he linished goods are 
supposed to bring in the market more than the cost of all the elements 
that compose them. 

The general wage of business m.inagcment constitutes one of the 
preferred claims on the returns of business; it must be deducted from 
them before final profits can be computed. Ordinary wages constitute 
another preferred claim, interest a third, and the cost of materials a 
fourth. If, to avoid intricacy, we group taxes, all forms of insurance, 
and incidental expenses as a fifth claim, the sum of these five amounts 
will represent the total cost of acquiring the title to a product. In 
selling the product for more than this sum-total lies the employer’s 
chance of ultimate gain. Pure profit is the return of simple ownership. 
It is free from all admixture of wages and of interest. It accrues to 
him who simply extends the aegis'Of civil rights over the elements of a 
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product, and then withdraws it in order that the product may pass 
into other hands. The entrepreneur or assumer is he who takes upon 
himself the responsibility of ownership. 

That the capitalist, the manager, and the owner of the product 
may at times be one and the same person does not affect the analysis; 
the three functions are distinct, and the rewards attaching to them 
are equally so. The growth of corporations tends in a practical way 
to separate these functions. Cai)italists are here a body of stock¬ 
holders, bondholders, and business creditors; managers are a body of 
salaried officials; while entrepreneurs, in the limited sense of the term, 
are the stockholders. Pure profit resides in the portion of the divi¬ 
dends that is in e.xcess of current interest on the ])aid-up capital. 


(Note.—T he following is an outline presentation of factors bear¬ 
ing upon the economic choices of the entrepreneur. In studying the 
outline, the student should work out illustrations of the propositions 
given.] 

Guidance of Entrepreneuk’s Choices 

I. By the entrepreneur himself 
a) General considerations 

(1) Effect of entrepreneur’s guidance best seen by comparison of 
personal entrepreneur, corporate entrepreneur, public manager, 
co-operative manager, and independent civic associations, 
throughout following treatment 

(2) How affected by range of alternatives open to him 

(a) In general, alternatives open to entrepreneur represent a sur¬ 
plus over minimum needs, in contrast to those open to labor, 
which may represent a shortage 

(4) After committing one’s self to an enterprise, range of alter¬ 
natives less favorable 

(c) Most efficient policy for business as a whole may not be open 
to a single entrepreneur, e.g., best location for any one produce 
jobbing house is near the others, even if they are not in the 
best place for the trade as a whole. Intelligent individual 
decisions will not prevent perpetuation of location that has 
become uneconomical 

(d) Individual may avoid costs which the community still has to 
bear (e.g., discharging a misfit workman versus finding a 

‘Adapted by permission from J. M. Clark, “Economics and Modem Psy¬ 
chology,’’ Journal of Political Economy^ XlvVI (1918), 152-60. 
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place where he will fit. Society must do the latter in any 
case, or sufTcr the greater loss of the workman's degenera¬ 
tion—a loss not confined to the workman himself) 

{3) Motives: entrepreneur not below the average in sympathy, 
group loyalty, moralty. Above the average in emotional enthu¬ 
siasm for work as such and readiness to assume positions of 
responsibility. Justification for reg.irding him as primarily 
governed by calculating self-interest chielly due to situation in 
which he operates 

b) Calculation of prices, qualities, performances, costs, etc. 

(i) Entrepreneur has greater interest in accuracy than consumers and 
others, because his entire income may hinge on a narrow margin 
between expense and income of business, especially if competition 
is active 

(j) He has resources, if his business is a large one, to make expensive 
studies. Disadvantage of small producer may be made good by 
co-operative action 

(3) Limitations of cost accounting: expense, impos.sibility of adapt¬ 
ing one formula for ap|)orlionmcnt of overhead items to varied 
requirements of shop policy, marketing policy, kirge versus small 
increments of business, short-time versus long-time increments, 
plant running part time versus plant running at lull rapacity, 
labor policy, etc. Need of business statistics, mthcr than mere 
accounting formulas, for apitorlioning general items of expense. 
Such work most economically done by an agency covering many 
plants and many industries. Peculiarly inadequate is knowledge 
of costs and values of employment departments, labor turnover, 
and labor policies in general 

c) Finding the “best proportion of factors” (subject to limitations men¬ 
tioned above) 

(1) Process largely one of imitation and custom modified by trial and 
error, with competition weeding out the worst mistakes 

(2) Imitation and custom strongest in small-scale industries, compe¬ 
tition weakest with small local producers and very large-scale 
industries 

(3) No hard and fast line between quantitative changes in pro[)ortion 
of factors and qualitative changes in methods, since to use labor 
and capital efficiently in unfamiliar proportions capital must be 
put into unfamiliar forms and labor trained to unfamiliar processes 

d) Innovations 

(i) Technical innovations 

(a) Results largely determinable by experiment 
(i) If the process cannot be used by all, its productive efficiency 
is limited 
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(c) If the process must be granted freely to all, the originator 
has no reward and other possible originators no incentive 

(d) Patent system: Term of patent not proportional to life of 
commercial value of invention. High cost of protection 
against infringement may lead to unduly small reward. 
Ownership of many patents may deprive public of advantage 
of power to substitute second-best processes and so lead to 
unduly large reward. Collective research on salary basis 
as substitute. Difficuity of determining value of contribu¬ 
tion. Failures contribute to knowledge on which ultimate 
successes arc built 

(3) Innovations in commercial and business organization 

(a) Private possession of resulting gains is partly secured through 
business reticence, and through the time and elTort nece.ssary 
to adapt one man’s methods to another man’s business 
Secrecy seems on the decrease (comnrercial associations pro¬ 
mote frankness and realization of joint interest) 

(i) li.cpciimcnling more costly since not confined to laboratory 
or testing department. Hence collective research a pecu¬ 
liarly valuable method in this field. If every producer has 
to care tor his own industrial researches, small producers are 
at a much greater disadvantage than if some collective system 
is U5C<1. Thus in critical cases the establishment of a good 
system of co-operative or public research may prevent the 
savings of large-scale production from going so far as to estab¬ 
lish a “natur.al monopoly” 

(c) The gain or loss which improvements bring to society include 
many things which do not figure in the financial calculations 
of the business men who make the improvements. Technical 
revolul ions make obsolete many business customs, legal doc¬ 
trines, and other institutions. Labor contracts become com¬ 
plex because they must specify definitely many things which 
might otherw ise be ignored with the understanding that they 
would be settled according to the custom of the trade. 
Laborers must delegate specialists to care for these increas¬ 
ingly comple.x contracts, and this is expensive; also they are 
forced to depend upon the honesty and loyalty of their 
specialist-agents, who are not always worthy of this trust. 
Modern manufacturing methods make it harder for the con¬ 
sumer to judge the qu.ality of goods, and the qualities m.ay 
change so imperceptibly, yet so quickly, that consumers’ 
habits and customs of consumption cannot be relied on. 
The consumer needs cxiJort help in this matter, including the 
services of scientific laboratories, and this is a heavy expense. 
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Changed mctliods of production bring changes in the sanitary 
conditions of shops, ami changes in the character of tlic 
fatigue anrl nervous wear and tear on tlie uorkman. 'rhc>c 
bring with them possitulii les of damage to plij’sical and men¬ 
tal health which the workman himself cannot foresee and pro¬ 
vide against. In gener.d, with the induslii.il tii-inge carried 
on by scientific specialists, l.iiiorers and eon'umers need other 
scientific specialists to help them protect their interests in 
the changed conditions ireated. 

e) Judgment of cfliciency of suboidin.ilcs 

(1) Value and limitations of forin.il tests 

(2) Methods of informal judgment 

0 Ihc corporation as an economic in.in. If corporation is to act with 
calculating selfishness fli u corporalion, directors and ollkers must ai I 
with i>crfect loyalty as parsons in the idles .cssigned by their positions 
In proportion as corpor.itions domiii.ile business, cconomii s becomes 
the science, not of sclf-iiitcrcst witliin the law, but of loyally beyond 
what the penalties of law c.in enforce 

(1) Developnicnl of codes of intra-cor[)oratc honesty 

(2) Competition as a foice in this direction weeding out the badly 
managed enterprises 

(3) Types of business affording oiiportunities for profits through dis¬ 
loyalty 

(a) The very profitable. Will stand some looting without going 
bankrupt 

(A) The very unprolil.ible. The only chance for a big person.il 
profit here is by looting the (orporation while there is still 
somclliiiig to loot 

liy other agencies under eomniereial incentives 

a) Internal (see cost-accounting and innovation, above): routine records 
versus rrcatice work. Inform.ilion of value only to one entrepreneur 
versus information of value to Ir.ulc as a whole -eg, routine aceouiil- 
ing. Though a form of giiid.uue, its primary value is inalienably 
private, and private cntcipnsc secures this service with reasonable 
adequacy. Contrast the devising of tlic best accounting system for 
small-scale industry; essentially a joint or public interest 

b) Specialists in new serviics, bimiiic.ss baromctrics, teilmiial and com¬ 
mercial periodicals. \’aliic limited by reticence of business men from 
whom information must be obtained 

c) Advertising and selling services: since the entrepreneur is able to 
take care of his own interests as purchaser, sellers are compelled 
to rely chiefly on verifiable information, hence less wasteful tha.a 
selling to consumers. This.less true of selling to small-scale 
producers 
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S) Other ways of attracting customers 

(1) Railroads’ industrial departments 

(2) Inducements offered by local bodies to attract industries to their 
town 

3. Informal co-operation of entrepreneurs 

a) Contact in trade and technical associations 

b) Codes of fair dealing 

4. Formal co-operation of entrepreneurs 

a) Exchanges with rules of trading, etc. 

b) Grading of goods (also done under public control) 

c) Information services of co-operative associations, agricullur.d 
especially 

d) Co-operative buying, chiefly agricultural 

5. Outside non-coinnierdal agencies chiefly acting from civic motives 
0) Economic and industrial research 

J) Mediation in labor disputes 

c) Educative elfect of political propaganda in attracting attention to 
unprotected social interests 

i) Education in general: its best service in this matter is to dcveloi) 
in business men and others a lively sense of the remote cifccts of busi¬ 
ness policies, and a bias toward treating these ellects-as they would 
if the peo|)le affected were acquaintances and the effects were visible 
and immediate 

e) Public agencies 

(1) Fundamental legal institutions (forms of restraint rather than 
guidance of free choices) 

(2) Services of value to einirloyers as a group and not adequately 
cared for by limited resources of single employers 

(a) Experimental and publicity work in agriculture 

(b) Testing done by Bureau of Standards 

(c) Consular service and possible enlargements of such functions 

(d) Improving conditions in which buyer and seller meet, e.g., 
public vtholesale markets 

(3) Research in means of furthering interests which single employers 
do not have adequate financial incentive to protect 

(a) Safety studies, e.g., Bureau of Mines 

(b) Unemployment studies 

(c) Studies in effects of adulterations 

(4) Work combining features of (2) and (3). Standardization of 
methods of dealing with labor, studies of causes and costs of laboi 
turnover, etc. 

(5) Control of conditions of bargaining, of location of industries (e.g., 
city zoning and city planning), etc. Forms of restraint rather 
than guidance of free choices but made necessary by blind spots 
in entrepreneur guidance 
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3j8. is the entrepreneur ACTIVE OR PASSIVE?' 

The elements in the cost of a product are primarily determined by 
conditions over which the employer has no control. 

Interest is determined by e(iu;illy general conditions and is uni¬ 
form to all borrowers who furnish equal guaranties for the certainty 
and promptness of their payments. The cost of niw materitils is 
determined in a market that is somewhat more limited; it is gauged 
by the transactions that take place between the indu-.trial group that 
produces it and the several groups that use it. This m.irket is broad 
enough to be beyond individual control. 

The cost of the labor of management is subject to more disturbing 
influences than almost any other economic element; and general 
statements comerning this item of outlay need to be made with 
adequate reservations. Personal relations may make a partitular 
salary abnormal. The principle that tends to determine the wage of 
business management may be formulated, and, with due caution, 
applied; it is h.xed in a general market for labor of a given intellectual 
and moral quality. 

Rates of insurance and taxation are governed by impartial 
rules. The elements that constitute the cost of a product to the 
man who is to own and sell it are fixed by conditions which he 
cannot change. 

His returns are equally beyond his control. The price of his 
product is adjusted in the open market by transactions between the 
group to which he belongs and the carious groups that contain his 
customers. The adjustment is similar to that which governs the 
price of raw materials. Pure profit is the difference between this 
uncontrollable amount and the sum of the equally uncontrollable 
amounts disbursed. The reward of the entrepreneur in his capacity 
as owner of a product comes to him, as rain from the clouds, through 
the action of forces lying beyond the range of his dominant inllucnce. 
He has nothing to do but to receive it. lie mu-.t acce[)L what conics 
into his treasury, and submit to what goes out of it; the difference, 
which is pure profit or loss, is fixed without apiieal. 

In his other capacity, that of manager, the entrepreneur is not the 
helpless creature of fate. His fortune is largely in his own hands. 
Moreover, the fortune of the owner is, in a negative way, entrusted 
to the manager, who can always mar it, though he cannot always 

' Adapted by permission from J. B. Clark, “ Profits under Modern Conditions,” 
Political Science Quarterly, II (1887), 607-9. 
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make it. In a study of profits it needs to be assumed that the shop is 
running under competent direction; otherwise, under modern con¬ 
ditions, it will quickly pass from the industrial field. Materials 
must be well selected, the working force well handled, and the 
goods rapidly and safely marketed, or the pure profit will become 
a negative quantity, and the business will be terminated. There 
are transient conditions in which mediocrity may for some time 
hold its place; but the sword is over its head from the outset, and 
will fall in due time. _ 

See also 5. How the Industrial System Works. 

100. The F.ntcqrriscr. 

104. Some Shortcomings of Self-Interest. 

199, The Entrepreneur as a Risk 'I'aker. 

370. Property at Its Zenith 

D. The Financier 

329. THE FUNCTION OF THE BANKER' 

The primary function of the commercial banker is that of a broker 
and dealer in money. It is his mission to provide money for those who 
need it—to keep it lor hire, just as a livery stable keeper keeps horses 
and carriages for hire. The fact that money can be had at a bank 
diminishes the necessity that an individual should keep it, just as the 
fact that bread can be bought at the baker’s and carriages hired at 
the stable obviates the necessity that every individual should keep 
a large store of bread and his own carriage to guard against any 
possible need for them. 

From the fundamental function of the banker as a keeper of 
money on hire arises his auxiliary function of gathering up the money 
of the people in order to reduce the stock of idle money in their hands 
to the lowest limits and to thereby insure the greatest economy in 
the investment of the capital of the community in actual currency. 
Hence it comes that the banker solicits the deposits of even the 
smallest owners of money, that he may combine these small holdings 
into amounts Large enough to be used profitably in loans for carrying 
on important business enterprises. 

It is in distributing between depositors, borrowers, and his own 
vaults the money entrusted to him by depositors in such a manner tlial 

■ ATiptcd by permibsion from C. A. Conant, “The Function of the B.anker,’' 
Quarierly Journal oj Economics, XVII (igSt-s), 479-86, 
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he shall always be able to repay it arrordinj; to his promise, that the 
most delicate and important function of the banker arises. It is in 
the execution of this function that the modern banker has become the 
arbiter of the direction of incestment, the orj;anization of industry, 
and even of the fate of nations. .Simple as the process is by which the 
banker transfers to others the stored [)urc h.isinj,' power whicli he has 
gathered mt in .small deposits from his customers wlio ha\e acc|uirc(l 
gold or tile right to command gold, it is his selection among tiu'sc 
borrowers wide li determines the entire cour.sc of the industrial progress 
of a nation. The powerful banker has acciuired not onlc the command 
o\ er the jiurchasing power of others, but lie has impai led sm h c onli- 
dence everywheie in his ability to full’d his promises to pay metallic 
money on demand whence er the clem.ind is made u|ion him to pay 
one of his promibes th.it his mere eiidoisement of a promise or his 
mere acceptance of some other pemon's promise becomes as potent 
in his hands as the tender of gold in the h.incls of others. 

llcncc it conics that the gre.it banker, in the fin.incing of impor¬ 
tant enterprises, can by a word ch lei mine whethe r a given project 
.shall succeed or fail .As the ni.islir of uniiiM'sled e.ipit.il, he is the 
final judge, from whose decision Iheie i. no appeal, of the direction 
in which capital sh.ill be applies! to industry. In c\ery growing com¬ 
munity much of the leai burden of dcs iding upon the course of its 
future development, much of the real credit for this development, 
lies with the banker. 

The fcTtility in the cie.ilion of new cntcritrisc's in modern eco¬ 
nomic society is one of the natural results of the Iraiisfer.ability of 
capital which is promoted by the banking scsteni. It is the banker 
largely who determines the direction of industry by Ids willingness 
to make loans to iiidu-trics which are iirolitablc because they arc 
meeting a demand and by his withdi.iwal of loans from imlustries 
which arc ceasing to be profitable because of overproduction and 
diminished demand. 

From this function of the banker in the use of credit naturally 
opens the vista of the great power which lie exerc ises under modern 
conditions in the consolidation of industries, the weeding out of worn- 
out institutions, the comliiiiations of railways and steamship lines, 
and all the other steps whicli ha\c been taken within a decade to 
promote the economy of clTort and tlie eniciciicy of industry. The 
banker’s has in some of these eases been the originating and pro¬ 
ductive mind which has disccivered the opportunity for these 
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combinations and brought together the discordant elements necessary 
to make them succeed. The best type of banker, however, does 
not usually act directly as a promoter, fie leaves it to others to 
present such projects for his consideration, and sits in impartial 
judgment upon their value in the economy of society. 


See also ii6. The Role of Many in Economic Organization. 

128. Various Services of Banks. 

129. A Classification of Banks and Types of Banking 

Operations. 

130. Investment Banking. 

131. The Services of Bond Houses. 


330. THE UNDERWRITER' 

One means of floating an issue of securities is to dispose of them 
through the agency of banking and brokerage houses. In such 
cases the financial houses may not merely undertake to sell the 
securities, but may make themselves responsible for the success of 
the sale. One method of so doing is by agreeing to take for them¬ 
selves, if no other purchasers are found within a specified period, all 
of the unsold portion of the issue at a certain agreed price. Thus the 
issuing corporation is relieved of part of its risk and the buyers of the 
securities are made to feel that well-informed financiers have faith in 
their value. This process—modified more or less, as described later— 
is known as underwriting. 

Advantages of underwriting to the corporation .—There are several 
reasons why banking and brokerage houses may properly carry on 
this business of financial underwriting and why the business is usually 
profitable both to themselves and to the corporation which issues 
the underwritten securities. In the first place, the bankers are 
presumably c.xperts in the valuation of securities. Their judgment 
as to the price which should be set on a new security or as to the 
terms of exchange, if the new security results from a conversion of an 
old security, is a valuable, authoritative judgment. In the second 
place, the bankers are also experts in selling securities and each house 
involved in the underwriting usually has an established clientMe to 

' Adapted by permission from W. H. Lough, Corporation Finance, pp. 256-66. 
(De Bower-EUiot Co.. 1000. Author’s copyright, 1917.) 
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whom it may readily dispose of almost any securities that it recom¬ 
mends. The corporation, on the other hand, has no facilities what¬ 
ever for selling stocks and lionds; its activities arc in the field of 
transportation, or industry, or trade, not in finance. 

Two further reasons are even more potent in inducing corporation 
managers to have new security issues underwritten. First, even 
though the corporation can obtain expert financial advice and is reason¬ 
ably sure to make a success ultimately of the sale of any securities 
it puts out, yet the time that will elapse before the sale is com¬ 
pleted and the money received is always umertain. Now the cor¬ 
poration ordinarily would not be trying to sell new securities if it did 
not need money at once or in the near future. It is disastious to the 
success of many industrial or commercial operations to hold tliem in 
abeyance until the tedious process of selling a large block of bonds 
or stocks is conijiletcd; }et it is dangerous to go ahead so long as the 
sale is incomplete. 'J’hc second reason is that the credit of a corpora¬ 
tion is seriously affected by any app.irent in.ibility to market its 
securities. One failure- or even a succc.ss that is too hard-won— 
would hamper the corporation greatly both in getting loans and in 
making future sales of stoi k. 

Advaniage io the buyers of xccm/ticj.—'fhere arc telling advantages 
to the buyers of securities also in having them underwritten. Repu¬ 
table banking houses never sell securities until after they have been 
satisfied by a scan lung investigation that the securities are all that 
they arc represented to be. 

Another advantage to the buyer is that he may be sure that the 
whole security issue has been sold by the corporation. A htdf-sold 
issue is a sign of weakness and a hindrance to the completion of the 
corporation’s plan.s .so serious as to reduce the value usually of the 
portion that has been sold. 

A third advantage to the buyer is that any reputable banking 
house will watch closely any security that it has underwritten, and 
will come to the assistance of the securitj'-holders in case the corpora¬ 
tion later gets into difficulties 

When is underwriting advisable?—It must not be inferred that 
every new stock or bond issue ought to be underwritten. Small 
issues, say $500,000 or less, can usually be sold to a comparatively 
small number of investors by direct solicitation on the part of the 
corporation. Then again, well-gstablished, successful corporations 
frequently sell new stock or bond issues to their stockholders at 
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' Adapted by permission from W. H. Lough, Corporation Finance, pp. 256-66. 
(De Bower-EUiot Co.. 1000. Author’s copyright, 1917.) 
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Ihe third type of s)iKliratc coiiios into existence when a large 
banking house has bought (or itself a big seiuiitv issue and wishes to 
distribute the risk. In siuh a (ase tlie oiiginal undeiuriter fre¬ 
quently calks upon other banking houses and upon indniduals to 
take portions of the issue at priies low enough to be atttai ti\e. 

The fourth type of senduate aits as a unit in making a contract 
for the puichase of an issue and pools the sale of the stock or bonds. 
Ihe chief clitTerence between the third <ind fourth t\pcs lies siniply in 
the fact that the sxndicate members deal direetb' with the corpora¬ 
tion, not with a banking house. '1 hee thus sei ure for themselees 
all the profits of the underwriters Suih a syndicate is tilways man¬ 
aged by sonic one house or indieidual h.uiiig complete authority. 

The pooling arrangement aliene described, although it secures 
centralized and ellicient managcmcait, is apt to |irove unsatisfactory 
in that it does not bring into plae the whole selling mac hinery of the 
various s\ ndic atc‘ nieinbcas. k 01 this 1 eason it has bee onie mole and 
more customary of late \ ears to distiibiitc' the securitc' issue among 
the members of the sciidicate. 'I'liis is the liftli t_\])e of an under¬ 
writing sx'iidicate. Strictly speaking, of course, the distribution of 
securities is not an underwriting in any sense, but a sale. It is a 
sale at a siiecial price, liciwecer, made under certain reslia tioiis anci 
designed to serve exactly the same purpose as true underwriting; 
the term therefore is freely aiqilicd to it in the Street. 

331. Tilt: PKOMOl'F.R' 

The fumtion of a promoler.- —A promoler is a man who organizes 
a new business and .sets it going. 'I he business need not necessarily 
take the form of a coriioratioii. It may be handled as a parlnershii) 
or a joint-stock company. 

'rhe promoter is necessary because the great mass of the funds 
used in larger corporate enterprises is pa'-sive; that is to say, the 
owners of investment funds arc nut primarily engaged in buying and 
handling business enterprises. 'I’liey wait until a good propo-ilion 
is presented to them. 'Ihe function of the promoter, therefore, is to 
bring his proposition to the attention of the owners of funds in such a 
manner as to arouse their interest and confidence and induce them 
to buy the securities of his new corporation. 

‘Adapted by permission from W. H, bough, Corporalion Finance, pp. 154-58, 
167-70. (l)e Bower Elliot-Co., 1909 Author’s copyright, 1917.) 
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“Discovery" of a proposition .—A promoter in handling an enter¬ 
prise has three separate tasks before him. First, he must “ discover ” 
his proposition; second, he must “assemble” it; third, he must 
“finance” it. 

The discovery of a proposition docs not mean simply to find it, 
but includes a thorough investigation into all the surrounding con¬ 
ditions, and the solution in advance of all the diHicult problems that 
are likely to arise in its development. Let us suppose, for instance, 
that a new invention which looks good on the surface is brought to the 
attention of a promoter. If he understands his business he will 
first of all examine critically every point that points toward the 
invention’s success or failure. lie will find out whether it is patented 
and just what features the patent covers. Next, he will consider 
whether other devices arc in use which perhaps accomplish the same 
purpose as well or nearly as well as the invention. After making 
sure that the invention is what it purports to be, he will consider the 
possible markets for the article. 

Next, the promoter takes up the cost of manufacturing. lie finds 
out whether new and specially constructed machinery is ncccssar\’ 
in manufacturing the invention, and whether any especial skill on 
the part of laborers is required. He considers the amount of experi¬ 
ment that will be necessary in order to perfect the invention and 
in addition figures a large amount of extra cost for unforeseen 
contingencies. 

These are only a few of the factors that the promoter would investi¬ 
gate before taking any further action. Their number is suHicient to 
indicate, however, that any promoter who has a reputation to make or 
preserve cannot afford to jump hastily at whatever pro|)osition is 
presented to him. The process of discovery may take a long time, 
perhaps months or even years. 

“Assembling” a proposition .—By assembling a proposition is 
meant the process of getting temporary control into the hands of 
the promoter. If he is dealing with an invention, he assembles the 
proposition by getting an option on the invention or by making an 
agreement with the inventor on a royalty basis. In the case of a 
consolidation of plants or railroads into a new corporation, assem¬ 
bling is frequently much more complicated and difficult. In such a 
case the promoter may have to get options or arrange the terms of 
purchase with every plant and perhaps with all the different classes 
of security-holders involved. 
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Financing a proposition .—Now we come to the most difficult 
part of the promoter's work, his financing of the new corporation. 
No hard and fast rules can be laid down to cover the promoter’s 
procedure. 

We may classify the men who spend a considerable amount of their 
time and cnerg)' in promotion into four groups. Let it be clearly under¬ 
stood, however, that this classification docs not pretend to be complete. 

First come the professional promoters, the men who really do make 
it their main, and almost their sole, business to hunt for enterprises 
that promise profits and to finance those enterprises. Tliis type is 
common in fiction, but rare in real life. So far as the writer recalls, 
he has met only one man who could be put in this class, a tall, lank, 
fervent individual with a persuasive air. 

The second class consists of lawyers and bankers in small com¬ 
munities. Such men have cvccptional op[)ortunities to infuriii them¬ 
selves as to local conditions; they frc<|ucntly take hold of some local 
enterprise, such as a steam or street railway, secure the assistani e 
of e.xperts for investigation and carry through the proposition to 
success. Still more frcc|uenlly, however, so far as the writer has 
oliserved, such men underestimate the difficulties of the problem; 
they take it up with enthusiasm but are forced cither to drop it 
or to call in men of wider c.\perience. 

The men to whom they generally turn constitute the third class 
■ if promoters, namely the larger bankers and brokers. 'I'lie amoun^ 
of jiromotion work performed by such men is limited and they usu.ally 
coniine their active participation -cxi ept for advice—to the financing 
of such enterprises as they take up. Mr. J. Pierpont Morgan stands 
out as the most prominent e.xaniple of this class. 

The fourth class—and this is a recent ini[)ortant development- 
consists of engineering firms eng.agcd in construction work of various 
kinds. Certain large engineering concerns have established a wide 
reputation for success in operating street railroads, water works, 
electric lighting plants, and so on. Ihese firms naturally have built 
up a large and wcll-ccjuipped staff of experts in those fields. As 
the staff is expensive, it becomes a pressing problem to keep tliem 
profitably emplo}'ed all the time. In the effort to solve this problem 
such firms have drifted into the custom of taking up new enterprises of 
merit and performing the work of promotion themselves. Their prime 
object in so doing is to employ their own engineering talents and the 
abilities of tlieir staff to the best advantage. Incidentally, of course. 
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they have no objection to securing some of the other returns that 
naturally follow from successful promotion. 


See also 133. Functions of the Stock E.vchange. 

135. Life Insurance Companies as Investment Institu¬ 
tions. 

295-96. Control of Money and Credit. 

E. Science in Management 
332. A TECHNICAL EXPERT-TIIE ACCOUNTANT- 

Science in management is largely a matter of control—control and 
direction of the various factors involved in the conduct of a business 
cnterpri.se. The basis of control is information. In fact, control and 
hence scientific management may be said to consist of the proper 
application of information correctly inter|)retcd. 

Business mctliods and practices are changing so ra|)idly, new prob¬ 
lems arc arising so frequently, and conditions vary so widely in ditlcr- 
ent localities and different lines of business that set rules cannot be 
established. It is true that there arc certain general principles which 
may be regarded as more or less universally applicable, but their par¬ 
ticular application in each specific case must be inihienced by current 
information in regard to the factors involved. It is, of course, untrue 
To assume that the business executive is not infiucnccd by precedent 
or that his acts are governed entirely by present expediency, but it i-. 
important to realize that he is continually revising his past conclii 
sions and policies in the light of present information—information in 
regard to the past and information in regard to the piohable future 
When business organization was sim])lc and the business enterprise 
small and its activities local, the owner, who was also the manager, 
was able to obtain without assistance the necessary information upon 
which to base the conduct of his business. This is still true in some 
cases—for instance, tire village storekeeper. He may keep his 
accounting records, plan his sales campaigns, determine the extent 
and nature of the advertising to be done, select the goods to be pur¬ 
chased, secure the neccs.sary funds from .sources which he chooses, and 
actively direct if not actually perform all the executive operations ol 
the business. He is able to do this because the information upon 
which he bases his actions is usually obtained in the daily routine of 
' Taken from an unpublished manuscript by J. 0. McKinsey. 
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business or if not is obtained without material effort since the factors 
concerned are few in number, simple in nature, and local in extent. 
Moreover the information invoked is sulhciently simple that the 
owner is able to interpret and correlate it without dilliculty. 

Since business organization has become more complex, it is impos¬ 
sible for the executive manager of the business entcr|irise of material 
size to perform all tlie functions suggested in the case of the village 
storekeeper. It is impossible for the manager of a large de])artment 
store, for instance, actively to direct, much less actually ])ei l ot Ill the 
work necessary to obtain all the information which it is necessaiy to 
have in order to conduct the ntimeious actixities of such a business 
properly. Alorcover, after such infoiniation has been obtained, it is 
impossible for any one man or group of men, without special training, 
to intcqu'ct such a mass of det.tiled statistics so as to use it as a basis 
of lational administration until it has been reairaiiged, classified, and 
presented in simplilied form. As a conse(|uence, in such a btisines-, 
the management must rely upon various s|)ccially trained indie idiials 
— technical e.xiierts we call them-to provide and interpret the infor¬ 
mation upon W'hich they base their decisions as to the policies to be 
followed. 

To illustrate the tendency toward the emplos ment of the technical 
expert and his function in a moilein bu-iness entei prise, let us take 
a manufacturing concern owned and operated by a corporation. The 
authoiity for the conduct and control of such a busincs-, is vested in 
the stockholders, but tliey w'ill find it expedient to delegate this 
authority to a board of director.,, who by training and experience aie 
more expert in deciding on the policies to be followed. The directors, 
although they may be skilled in the administi.ition of ceitain types 
of business, will lind it wise to delegate their authority in part at least 
to certain officials who arc expert in the conduct of the p.irticiilar line 
of industry concerned. The oflicers in turn will find that though 
they are competent to decide upon the general policies to be followed 
it is necessary for them to employ various specially trained men, who 
are technical experts in specific phases of the firm’s activities, who 
will provide and interpret and assist in the a[)plication of information. 
For instance, they will employ a purchasing agent to secure the raw 
materials needed, a sales manager to supervise and control the sales, 
a production manager to direct the manufacturing operations, an 
accountant or auditor or comptroller to supervise the accounting 
records, a credit manager to guard the credits of the firm, a collection 
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manager to handle the collection of accounts due the firm, and as 
many more experts as the circumstances demand. If they desire to 
consolidate with another firm they will seek the advice of a lawyer; 
if they desire to enlarge their factory they may consult an architect 
and an engineer; if they are engaged in certain lines of manufacturing 
operations they will employ a chemist; if they wish to borrow money 
they will consult a banker; if they wish to market their bonds they 
will consult a broker; if they wish to secure insurance they will con¬ 
sult a representative of the insurance company. 

In some cases the technical expert whose services are required is 
a member of the firm's organization, in other cases the professional 
e.xpert—that is one not connected with any particular firm—is con¬ 
sulted. The function of the expert in each case, however, is the same 
-“to provide information which will serve as a basis of action. In 
some cases the expert acts in an executive capacity hut this is not his 
prime function. It is for his knowledge of what should be done rather 
than for its execution that he is chiefly valued. 

In order to illustrate more specifically the function of the technical 
expert, a particular expeil, the accountant, may be taken. The 
accountant may well be taken for the purpose of illustration, because 
of the almost universal necessity for his services. The services of 
many of the technical experts mentioned above may be dispensed 
with by certain linns, but every firm of appieciable size in every line 
of industrial activity must have accounting records, and some one 
must be responsible for them. In fact the services of the accountant 
are in large part a prerequisite to the services of most of the technical 
experts mentioned above. 

Accounting records, classifies, and presents financial facts. Its 
function is to provide information in usable form in regard to the 
linancial condition and operations of a business. As a result of the 
activities of the other technical experts mentioned above certain 
operations take place. Accounting records the results of these opera¬ 
tions and presents these results to those who desire to know them by 
means of reports. By a study and interpretation of these reports, 
technical e.xperts obtain certain information which, taken in connec¬ 
tion with other information which is not reflected in the data 
secured through accounting, forms the basis of their conclusions as 
to the policy to be pursued. 

To illustrate specifically we may take the manufacturing concern 
mentioned above. The production manager before he can plan his 
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program of manufacturing for the coming fiscal period must know the 
estimated amount of sales for this period and the probable seasonal 
variation of those sales. He will expect such an estimate from the 
sales manager. The latter in order to furnish such an estimate must 
consult the accounting record to determine what the sales have been 
during the past period. With this information as a basis, he takes 
into consideration such factors as he thinks will affect the sales during 
the following period and makes up his estimate. It will be seen by 
this illustration that the sales manager is acting in the capacity of a 
technical expert as defined above, he is furnidiing information which 
acts as a basis of control—in this case the control of production. 
When the production manager receives the estimated sales for the 
following period, he must decide as to the quantity of finished stock 
which he must keep on hand in order to satisfy the dcman.ls of such 
a sales program. He will be materially assisted in doing this bv con¬ 
sulting the accounting records so as to see the ratio between the 
finished goods on hand and sales during the past period. After the 
quantity of production has been dcciiled upon, the purchasing depart¬ 
ment must be notified so the jiurch.ising agent can plan for the pur¬ 
chases of raw materials to be made. He will find from the records 
the length of time necessary to obtain each kind of material and will 
govern his actions accordingly. Of course, the stores dep.irtment may 
be delegated the authority of initiating orders, but the principle is the 
same—the volume of sales goicrn the volume of production and the 
latter governs the purchasing of raw materials, and past experience 
as reflected in the accounting records is a decisive factor in controlling 
these operations. When the quantity of production for the next 
period has been determined, the treasurer must be notified so he can 
provide the necessary funds to finance such a program. He again 
will consult the accounting records to .see the ratio between the funds 
re(|uircd and the quantity of production and will be governed in his 
plans for the future by the experience of the past as reflected in the 
accounting record. 

After the goods are produced and ready for .sale a large credit 
order is received. The credit manager is asked to pass upon the 
applicant’s request for credit. If the prospective purchaser is one 
to whom the firm has previously sold, the credit manager will imme¬ 
diately consult the accounting records to see if he has paid his bills 
satisfactorily. If he is a new customer he may seek information 
through certain credit associations or credit agencies, and the 
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information which he thus obtains will be that shown by the account¬ 
ing records of the member firms of these associations. Thus again the 
information afforded by the accounting record is of prime importance 
in arriving at a basis of action. 

To give more obvious illustrations of the value of the information 
provided by accounting, the collection department is dependent upon 
the accounting record in collecting the debts due the firm, those in 
charge of disbursements are dependent on it in the payment of the 
debts of the firm, it is from this record that the efficiency of different 
employees and the profitableness of different lines of goods is deter¬ 
mined. The cost of goods produced, a controlling factor in arriving 
at the proper prices of sales, is determined from the cost records, and 
finally the financial condition of the firm and its profitableness or 
unprofitableness as reported at the end of the fiscal period to the 
stockholders is determined from the accounting records. The con¬ 
trol of the future policies of the enterprise as determined by the 
directors and the chief officials is based upon the information which 
they obtain by means of the reports submitted by the various tech¬ 
nical experts mentioned above, and these reports are largely made 
from the accounting records. 

Many more illustrations might be given of the service of account¬ 
ing, hence of the accountant, in the scientific administration of a busi¬ 
ness enterprise, but the above should be sufficient to indicate the 
function of accounting as an instrument of control. By analogy the 
value of the technical expert in general as a factor in scientific manage¬ 
ment can be easily seen. 

See also 66. Calculation and Capitalism. 

198. Knowledge and Information in Relation to Risk- 
Taking. 

333. STAGES IN MANAGEMENT 
A' 

Scientific Management is said to be a third stage in the develop¬ 
ment of organization. The first stage was represented by the non- 
systematized business, of which there are to be found survivals among 
older and smaller plants. In this stage the management grew up with 
the plant, was inbred, and was bound by traditions handed down from 

‘Taken by permission from H. S. Person, “Scientific Management,” Tuck 
Schol Conference, pp. 4-3. (Dartmouth College, 1912.) 
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manager to manager. There were, of course, in the period of non- 
systematized business general improvement and brilliant e.xamplcs of 
the development of new methods, but the period was one of high 
profits and of little incentive to improvement, and new methods came 
fortuitously and spread only by imitation. 

The second stage of organization is rcpresentc<l by the systema¬ 
tized business, characteristic of the last two decades. During the 
period following the Civil War improvements in transportation 
destroyed kolated markets, brought more intense competition, and 
reduced the margin between raw-material cost and selling [rrice. This 
.situation compelled many managers, who might othcrwi.se have 
remained bound by tradition, to seek by improved methods and 
organization a reduction of the costs of manufacturing processes. 
Chemistry was callc<l in to make salable pioducts of what had been 
waste; blank forms of great variety were devised to keep account of 
materials and of labor that there might be no misapplication and 
waste of these; as units of business became larger, printed and 
written directions came to replace personal oversight and instruction 
by the manager, and systems were devised to clTect the smooth work¬ 
ing of routine. Cost accounting, the se.\tant and compass of the 
business man, was more highly developed and more generally adopted 
and this required the s\ stemati/.ation of processes. 

Systematized management is not Scientific Management, say the 
advocates of the latter. Under the former, tradition remains domi¬ 
nant; improved methods arc acquired by experiment, it is true, but 
not by the precise laboiatory method of the observation and measure¬ 
ment of a large number of units; new methods become known by 
imitation rather than by teaching; and the reduction of a cost once 
accomplished, it is common to accept the result as final because the 
solution of an immediate problem, rather than as a step only toward 
greater improvement. 

The third stage in the development of organization and manage¬ 
ment, they say, is that of Scientific Management. 

B' 

All types of management seem to fall into three general classes, 
which for want of a better terminology we shall call (i) unsystema¬ 
tized, (2) systematized, and (3) scientific. 

■Adapted by permission from H. P. Kendall, “Systematized and Scientific 
Management,” Journal of Polilical Economy, XXI (1913), 593 "bi 4 * 
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Let us look briefly at the five important features of every manu¬ 
facturing plant, excluding designing, advertising, and selling. These 
are: (i) accounting and costs; (2) purchasing; (3) storage of mate¬ 
rials; (4) execution of the work; and (5) efficiency of the worker. 
[This selection will be confined to the discussion of the execution of 
the work.—E d.] 

Execution of work .—Orders in the unsystematized shop are 
recorded in a simple manner, sometimes even received and trans¬ 
mitted orally by the salesman. These are described in part orally 
to the superintendent, who may further enlighten the foreman on any 
of the details of such orders. It is assumed that the superintendent 
knows his business, that the foremen know theirs, and a workman is 
expected to sense what is wanted and to ask questions when he is 
not sure. In this way an attempt is made to fill in the exact and 
accurate information which the selling end either has not secured or 
has not transmitted in writing. 

The “single foremanship” plan prevails where one foreman 
handles as many men as he can. The number of men and the amount 
of work he can look out for is limited by the amount of detail he can 
carry in his head and by his physical and nervous endurance. He 
gives work to each workman when the latter has finished his last job, 
and depends largely on the worker’s knowledge of what to do and 
how to do it. As questions arise in the progress of the work, or where 
the written order is incomplete, the workman goes to the foreman who 
in turn goes to the office for instructions. Meanwhile progress on 
the work stops. 

The workman goes for and selects his tools and appliances, and 
does his work in the way in which he is accustomed to do that par¬ 
ticular kind of work. A difference in method of doing the same kind 
of work by different workmen and in different shops is often quite 
marked. 

In the systematized plant, this crude rule-of-thumb method has 
been changed. A complete set of order-cards for recording and trans¬ 
mitting orders is in use. The worker receives a written order for the 
work he is to do. But this seldom takes the form of an instruction 
card giving him complete information for every move and every tool. 
It is likely to say what the work is, assuming that he will do it in a 
satisfactory manner. Workers almost always record their time for 
each job on a card, which registers the labor cost accurately. They 
do not always register the time lost' in securing tools, materials, and 
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further instructions. The planning of a job, except in plants where 
the work is very largely repetition, is likely to be .lone as the work 
proceeds. Piecework is used wherever possible aiul is considered the 
most economical way of performing a given operation. It is Uie aim 
of most systematized plants to secure as much piecework as possible. 
1 his may be unfair for different kinds of work to both emplot’ccs and 
employer. 

Systematized management keeps things running smoothly, avoids 
most of the mistakes due to the lax methods of unsystematized man¬ 
agement, and turns out a good product. But a lack of centralized 
planning and centralized control of the workers causes loss of effi- 
cienc). Ibis is especially true in rush times, or when certain parts 
of a factory are congested. It is impossible, then, with the means 
at hand, so to plan the work as to get it out to the best advantage; 
for with the foreman of one room or deirartmcnt planning his work, 
and another his, the two can seldom be made to interlock perfectly. 

The theory of the proper e.xecution of work under scientific man¬ 
agement is that it should be planned completely before a single move 
is made that a route-sheet which will show the names and order of 
all the operations which are to be performed should be made out and 
that instruction cards should be clearly written for each operation. 
Requisitions on the stores department showing the kind and (|ualitv 
of the materials and where they should be moved, and lists of proper 
tools for doing the work in the best way, should be made up for each 
operation. Then, by time-study the very best methods an.l appara¬ 
tus for performing each operation is determined in advance, and 
becomes a part of the instruction cards. 

By this means the order and assignment of all work, or routing 
as it is called, should be conducted by the central planning or routing 
department. This brings the control of all operations in the plant, 
the progress and order of the work, back to the central point. Infor¬ 
mation which even in the systematized plant is supposed to be fur¬ 
nished by the knowledge of the workman or the gang-boss or foreman 
is brought back to the planning room and becomes a part of the 
instruction card. 

Under scientific management the efficiency of the worker and 
machine depends on five other conditions, after assuming that the 
parts of the management which have to do with purchasing, storage 
of materials, etc., are well performed. These conditions are: (i) analy¬ 
sis and synthesis of the elements of operation; (2) scientific selection 
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which he is adapted, the management should provide continuous 
instruction for him. From this point of view the factory should 
become a school; the workman should be instructed how to use the 
most efficient method with the greatest skill. 

The fourth of Mr, Taylor’s principles of Scientific Management 
is that there should be intimate co-operation between management 
and men and a redistribution of responsibilities. The workability 
of the new management, says hir. 'I'avlor, depends upon such sym¬ 
pathetic co-operation. There must be mutual recognition of the 
[lossibility of mutual helpfulness. 'I'his recognized, tlieic must be a 
readjustment of duties, for under present systems of management 
there is required of a workman so much as to make impossible 
his highest efliciency. The manager, under the present system, 
requires of the workman simply the accomplishment of a certain 
result. To the workman is left the determination of the method 
as well as the actual performance. Under Scientific hfanagement 
the c.xperts in the planning room determine the method and 
leave to the workman freedom to apply all his energy to actual 
performance. 

These four general principles eonslitute, according to Mr. Taylor, 
the philosophy of Scientific Management. The devices employed to 
give effect to these principles constitute the mechanism. The phi- 
'osophv and any particular mechanism arc not to be considered equally 
important. But certain parts of the mechanism now ailvocatcd by 
the organizing engineers are of great importance because they .seem 
to be necessary to the application of the principles and because one 
of them in particular is opposed by many employees as competent, 
in their judgment, to produce indirect results harmful to their pro¬ 
ductive group. 

Scientific hlanagcmcnt aims to produce at least five results, all 
of which must be produced before such management can be said to 
be established, and for their production specific devices must be 
employed. 

I. Industrial processes must be reduced to units before scientific 
observation and e.xpcrimcnt are possible. The mo.st important de¬ 
vice for this purpose, the lime sltdy, aims to reduce the operations of 
workmen to fundamental motions and to ascertain, for e.xample, the 
shortest, longest, and average time required for each motion. From 
experiments with these data a standard time for the performance of 
each operation is derived. 
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2. This standard time in which a given operation is to be per¬ 
formed having been ascertained, it must be set before the workman 
as something to strive for. 

3. The workman mu.st be instructed how to achieve this standard, 
lie must have at hand a sympathetic, expert director who is teacher 
rather than boss. The device of functional foremanship is intended 
to effect this. The functional foreman teaches all the workmen who 
have to perform a given function-c.g., set a tool in a lathe—exactly 
how to perform that and no other function. He is an expert work¬ 
man become teacher. The foremanship of Scientific Management, 
therefore, requires in a given plant as many foremen as there are 
functions to be performed there. 

4. Scientific Management aims to relieve the workmen of respon- 
^ibility for determining how a process is to be performed, espcciallr 
if the method is one which may be e.xactly, i.e., scientifically, deter 
mined, and to leave him free for the development of manual dexterity. 
This is accomplished by the planning and routing room, a managerial 
department which works out and .sends with each production order 
precise specifications for the operation. If it be an assembling job, 
for instance, the parts to be assembled, their relative positions around 
the workman at the beginning of the job, the order in which they 
should be brought together, etc., are specified. The workman does 
not need to plan; he proceeds at once to performance. 

5. The workman must be inspired to accept the new methods; 
to strive to ac(|uire dexterity in carrying out specilications sent him. 
Workmen, like managers, like any other large body of men, have fixed 
habits from which it is difficult to turn them. How inspire the work¬ 
man to make the change ? The result is accomplished by' a difteicn- 
tial wage system, a share of the increased productivity, instead of 
compelling him to wait for the slower, less obvious, redistribution of 
shares which would work out under the usual system of payment by 
the hour or day. These differential wage systems vary, although they 
are in principle the same, primarily according to the proportion of the 
increased productivity apportioned to the workman. 

It is neither the philosophy nor the interesting mechanism of 
Scientific Management which has aroused such widespread interest, 
it is the story of its astonishing results. 


See also 144. Specialization in Management, 

316. Impersonal Laws'of Management. 
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33 S- the new INDUSTRIAL LEADERSIHR’ 

If we consider the industrial history of the United States, for the 
span of a long generation, dating backward from this year of grace 
to about 1840, we can distinguish at least three great movements 
which have occupied the minds of men in industry. 

The first period was still engaged in the process of settling the 
country, as previous decades had been. In section after section of the 
newly opened West there was required that basic equipment which 
is the foundation of modern civilized life. Our nation’s first industrial 
task was the stupendous one of clearing the farms, and of building 
the common roads, and of establishing villages and cities, and of 
opening outlets for the marketing of surplus products. The victory 
was not to mere parsimony and patience, and the weaker economic 
virtues, but to industry animated with boldne.ss, planning touched 
with imagination, and sacrifice sustained by a vision of a new State 
and a fairer civilization. 

The second industrial movement of the period we are consider¬ 
ing centered upon the task of providing an adequate mechanical 
equipment. Its charat terlslic achievement was to develop inanimate 
sources of power, and apply them in a thousand new ways to lift the 
burden of physical toil from human shoulders. Accordingly, the 
second act transfers the scene of chief significance from the field to 
the factory. The first billet of Bessemer steel was produced m 
.America in a little furnace at Wyandotte, near Detroit, in 1864. The 
first band-saw was brought from Paris to New York in 1869. The 
first middlings purifier essential to the modern milling process was 
built in Minneapolis in 1870. 'J'he twine-binder was invented in 1874. 
In the wonderful Centennial year of 1876, there was gi\en to the 
country the telephone, the incandescent light, the t)|)ewriter, and 
the first steel-frame building. In the middle years of the seventies 
the hermetical sealing and the refrigeration of fruits and meats was 
achieved, so tliat a great additional range was possible for the dietary 
of the nation. 

And now that these achievements are no longer in their origins, 
and that the issues called up by them are recognized as virtually 
settled, and as there is no longer any threatening opposition to 
try men’s souls in the process of establishing and defending 
them, a third industrial problem can be seen to emerge and 

■ Adapted by permission from E. D. Jones, The Business Administrator, 
pp. I-5I. (The Engineering Magazine Co., 1914.) 
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become the center «f interest. This is the question of business 
administration. 

This administrative phase of our industrial evolution has, of 
course, already a history of value; and this history is concerned with 
the doings of a very interesting generation of men. For years the 
United States, with its enormous domestic market, its ample capital, 
its freedom from tradition, and its colossal daring, has been perhaps 
the most favorable spot in the world for trying out new ideas of 
organization and management. The executives who first took 
advantage of these conditions were, for the most part, self-made 
men. We often refer to the more noted of them as Captains of 
Industry. The majority were individuals of pronounced motor 
temperament and endowed with exceptional talents; men capable 
of fighting their way upward and of gaining the advantage in a rough- 
and-ready struggle for the survival of the fittest. 

These men seized leadership by right of ability, but, technically 
speaking, they secured it as the perquisite or privilege arising from 
the ownership of great fortunes, 'i’hey lived in a day when men 
generally managed their own capital. In many cases they were the 
first to build up institutions of great size in the lines of industry with 
which they were connected. Their policies were like those of most 
conquerors—direct, simple, and intensely personal. Living in a 
highly individualistic and self-confident society, they worked out rules 
of action, each man for himself. As the attention of a new community 
naturally centers strongly upon the process of growth, many of them 
were Imildcrs rather than administrators; more comfortable with 
tests of excellence which were physical rather than intellectual, private 
rather tlian social. As their communities had broken sharply with 
Luropean traditions, and had as yet little applicable history of their 
own, they entertained a poor opinion of lessons drawn from the past. 
As they were dex'oted to little else than industry, they saw few analo¬ 
gies between the administration of business affairs and the adminis¬ 
tration of other forms of social action. 

Being so much in a world of their own creation, they looked upoii 
the administration of industrial enterprises purely as a process of 
each man minding his own business. Their organizations were, 
therefore, mere extensions of themselves, usually bearing their names 
and ruled as their households might be. Enterprises so conceived 
were incapable of serving as a rallying-point for the loyalty of the 
various classes of persons who might become connected with them. 
The owner alone was fully energized. He carried staggering loads 
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of responsibility, driving affairs forward by individual energy rather 
than by the true admini5trati\ c process of evoking and guiding the 
energies of others. 

Whatever reservations have to be made in praise, the courage 
and independence of these men must be recogni;^cd as splendid. I'liev 
possessed a thoiough mastery of details, as a result of the small 
beginnings from which they started. 'I'hey had the ease and speed 
of decision due to technical mastery and earl\' imposed rC'pousibility. 
They were preserved from errors of theory by a wholesome and inti¬ 
mate sense of reality. The names of the leaders of this generation of 
giants will long remain household wi)r(ls in .\merica. 

Since the ranks of the first generation of administrators lia\e 
begun to be seriously thinned by death, a notable change has been 
taking place in the character of our industrial leadership, and in the 
conditions under which it is exorcised. The growth of business 
into units cmbraiijig, under a single administration, hundreds and 
even thousands of stockholders and employees and uniting manv 
minds in operations which re(|uire long periods of time for their com¬ 
pletion, call for searching tests of performance, and cxait and just 
methods of apportioning rewards, so that the wills of many persons can 
be brought into cirergctic concurreiK e. These changes are transform¬ 
ing the business administrator from a mere owner of |)rivate propert\' 
into a responsible agent, exercising delegated authority. They inerease 
the element of trust or responsibility or service, for the measurement 
and valuation of which a new outlit of standards is urgently needeil. 

There are various helps di stined to [ilay an iru reasing role as the 
handmaids of the new administration. In the first [rlacc, the pliysiial 
.sciences are being applied in industrial oper.itmns in a new way. 
Formerly tbought of as the source of mechanism for supplementing 
or relieving the operatic c, they are now the source of agem ies for 
supplementing .and relieving the excculic e .as well. 'I'hcy assist in the 
testing of materials, the refining of productive processes, the preserva¬ 
tion of the operatives’ health, the sharpening of technical standards, 
the separate measurement of the essential elements of performance, 
and the provision of new forces and instrumentalities generally. 

A second class of aids includes greatly improved systems of 
accounting and cost accounting, and a rapidly developing theory 
of valuation, which concerns itself with the more subtle and immaterial 
forms of property. These are the administrator’s chief instru¬ 
ments of precision, where problems of value rather than problems 
of physical processes or of human nature are concerned. 
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A third aid is the swiftly forming science of psychology which 
now enters, supplementing experience, dissolving the ancient antag¬ 
onism between humanity and efhciency, and making it possible 
for industry to respond intelligently, and even profitably, to the 
demands of a more enlightened public conscience. 

A fourth aid is what is commonly called “system”: a somewhat 
indefinite mass of rules of procedure, together with appropriate 
equipments, relating particularly to office work, and representing 
the accumulated e.xpcrience of innumerable official minds. 

The first tentative synthesis of these various HUJswisscnschajkn 
into a code of rules for the business executive is involved in the move¬ 
ment known as “scientific management.” This manifestation of a 
new order of accurate and systematic thinking in industry, so signifi¬ 
cant of the times, took its rise as a philosophy of the shop, but has 
culminated in the enunciation of a group of principles constituting an 
encouraging earnest of a forthcoming more fully developed science 
of administration. 

The occupant of this position will be the central pivot upon which 
a vast number of human relationships will turn. Upon these men 
will rest a sort of trusteeship to preserve the property intrusted to 
them, and a demand of leadership to guide and guard their employees. 
Upon them will also rest a general responsibility to the public to help 
this day to live its life, and this generation to make its contribution 
to progress. The whole situation conspires to create an opportunit)- 
for a new race of executives, which shall justly appreciate the various 
(lasses of responsibility resting upon it. 

The old ambition to build up big business units, and to accumulate 
great fortunes, is now no longer so fresh and full of zest as it once was. 
It does not get the response, and call out the best men, as in the old 
dramatic, careless, buccaneering days. To simply repeat what the 
last generation did in the way of piling up fortunes, and to do it on 
the same intellectual and aesthetic and ethical plane, but without the 
novelty of being the first to do it, nor the excuse that first comes 
bread and then the higher things of life, and without even the freedom 
of action and the general applause of the days of laissez faire, is nol 
to set forth a very moving aim. The hungry intelligence of industry 
is asking for great new objectives worthy of great efforts. It asks 
for tasks as noble for us now as the opening of the continent or the 
building of the railroads was for a past generation. A new and larger 
conception of the function of industrial leadership is called for. 


See also 6$. The Social History of Capitalism. 



CHAPTER XIII 
COMPETITION 

A. Problems at Issue 

What is competition ? Everybody knows; nobody knows. To 
a person with one intellectual backgrouml it means one thing; to 
another with a dilTerent background it clearly means another. The 
widely divergent definitions and characterizations current make one 
inquire whether the persons concerned arc talking of the same thing. 
If they are, they seem to have very dilTerent points of view or very 
different purpo.ses in making their analyses. 

Perhaps we do not need to strive for an e.xact definition at the 
outset. Perhaps we shall be able to consider the subject intelligenllv 
without ever formulating a precise defnition. We could scarcel\' 
define life, and yet we live and talk with some intelligence concerning 
life. Ihe same situation may obtain for com])ctition. 

It is clear that we are not primarily interested in competition as 
a philo.sophical-hiological concept. We are concerned with economic 
competition. Further, since we are studying the structure and func¬ 
tioning of industrial society, we are justifed in considering economic 
competition primarily in its organizing capacity. 

There can be no doubt that in a very real sense comiietition, 
pecuniary competition, is an organizing agency in our industrial 
society. It assigns persons to their parts; determines what forms of 
organization shall survive; designates what ranges of industries and 
what plants within an industry shall come to the front; accounts for 
the ri.se and decline in economic importance of territories, cities, and 
markets; decides what technical processes and what marketing 
methods shall live; all this and more. Perhaps its main medium in 
working out these matters is price, using that term in a very broad 
sense, although in certain cases quality and service has been empha¬ 
sized. 

Certain points in connection with the foregoing statements should 
be brought clearly into consciousness, (i) It is not alleged that com¬ 
petition, especially pecuniary competition, is an organizing force 
. 88s 
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See also 6$. The Social History of Capitalism. 
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Explain what is meant by each of these three forms, and indicate the 
social worth of each form. 

3. In which kind of the following three forms of competition are most 
people interested: (a) competition in price, (/:) compel 11 ion in quality, 
(c) comj>ctition in service ? Arc the other forms unimportant ? 

4. How do you explain the fact that some writers discuss lompetition as 
a subhead of freedom ? 

5. Ihe main forms of freedom are: freedom of marriage .ind divorce, 
freedom of movement, freedom of occupalion, fieeilom of assoi i.ition, 
freedom of consumption, freedom of produi lion, and freedom of trade." 
Explain what is meant by c.uh form of freedom 

6 In some of the readings there is much t.dk of "rights.” What coiisli 
tutes a "right”? How does it emerge? 

7. Make a list of the elements that must be |)rcscnt if competition is lo 
be “free.” 

H. For many generations past the struggle h.is been to seture politii.d 
democracy or jiolitical freedom. For the ne.\l group of gener.Uions ii 
will be a struggle lo secure economic dcanocr.K.y or econonm fieediun " 
W'hat docs this mean ? 

9 “Conijcetition is not law but lawlessness Carried lo its logic.il out¬ 
come, it is anarchy or the absence of l.iw.” What does “logic,d 
outcome” mean in this quotation? Does it mean unrcslnc teci coiiipe- 
tilion? Has com|)elilion ever been imicsiiic ted-' Doe^lhe behecerin 
competition necessarily believe in tinicvi 1 u I ed lompciiiion? 

to. “Competition determines who and wh.il is lit, it tries the .iv.iil.dile pegs 
in the available holes and uses the ones ih.it go in best.” If so, how 
How docs it compare with status as a device for apporl ioiiing mdivid 
uals to tasks ? 

11. “Competition determines the fate of industries ” Just how? 

12. “Competition determines what firm shall survive witliin an indusiiy " 
Just how ? 

13. “Competition determines what industrial methods shall survive " 
How ? Can you cite instances where (oni|)ctilion has ilelermined this ■’ 

14. “Competition determines wh.it marketing methods ■■h.dl survive " 
How ? Can you cite instant es ^ 

15. It has been said that competition is a flexible organi/ing force Is 11 
more flexible than custom? than government controP Is it a matter 
of significance to have a flexible organi/.iag force? 

16 What is meant by s.aying that “compelition sets in motion an auto¬ 
matic mechanism which apportions human effort among the forms of 
production,” Would it be contradictory to say that the market sets 
in motion this mechanism ? 

17. Is it a contradiction to say (i) competition apportions productive energy 
and (2) price levels and margins of piolit a[)poriion productive energy? 
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See also 6$. The Social History of Capitalism. 
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33. The Federal Trade Commission is endeavoring to form a judgment con¬ 
cerning the social wisdom of that business policy known as jirice main¬ 
tenance. Enumerate the things they should know in order to arrive 
at a sound judgment. 

34. In regulating competition is the state rcstriding self-interest? 

35. .Some economists maintain, on abstract grounds as well as on grounds 
of experience, that under modern conditions continued competition is 
impossible in certain fields of industry. In what fields? What is the 
argument back of this position ? 

36. The socialists have a vigorous indictment of competitive society. Is it 
re.ally an indictment of competition or of a certain standard or level 
of competition? If the latter, what is their device to raise the 
level ? 

37. If competition is regulated in any way, is it really competition? If 
you answer in the allirmative, can you not then .say that socialism is 
a form of competition—a highly regulated competition ? 

38. State the logical premises of laissez-faire competition. State those of 
regulated competition. Prove both historically and logically that 
laissez faire and competition are not necessarily synonymous. 

39. How true is it that under competition only those survive who use their 
strength in service to society ? 

40. “ Prior to the modern industri.al system, competition served .as an organ¬ 
izing force subject in the main to informal, unconsiious social control. 
Speaking in gcncr.al terms we arc tod.ay asking it to o[)erale in a very 
different industrial environment, subject to this same form of control 
This spells mistakes. Ourproblem is to substitute a s.itisfaclory formal, 
conscious control for the old unconscious control. When wc uiiilcr- 
stand sufficiently clearly the structure and operations of industrial .so¬ 
ciety we may solve the problem, but it will be a slow proiess ” Does 
this seem to you true ? 

41. “Competition is not given a fair hearing. It is assumed that competition 
means laissez-faire competition and then it is promptly forgotten that 
com[)etition is hindered from having an open field and that .sulfiiieiil 
time has not elapsed to give comiretition a fair chance to show what 
it could do, be the field open or closed.” Is this true? 

42. “One trouble is that impossible dcm.ands are m.adc upon competition 
'I'he case is somewhat similar to that of a financitil panic when unusual 
burdens are placed upon money as a means of payment.” What does 
this mean ? 

43. “What is the matter with existing competition? I should s.ay the 
matter is simply that existing competition sh.ircs in the prevailing dis¬ 
integration of social structures.” Exidain, What social structures are 
disintegrating? Are you sure that you know what you are talking 
about ? 
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44. “Competition in one form or another is inevitable." Do you accept 
tliis statement ? Justify your answer. 

45. “We are likely to compete with the very persons with whom we co¬ 
operate.” What docs this mean ? 

46. “Our insufficient knowledge of the world’s markets is a very limiting 
factor to competition.” Is this true? 

47. “Competition promotes individuality, self-reliance, and earnestness.” 
Can you defend tliis proposition ? 

48. flow do you .account for the fact that some people seem to use the words 
“capit.alism” and “competition” as synonymous? 

49. W'hich are you going to believe on the whole, (i) that competition has 
scrv'cd its purpose well but should be largely supplanted by regulated 
monopoly, or (2) that com[)ctilion will for a long time be the best 
method of organizing society ? 

50. Show, by citing a concrete example, say that of the minimum wage, 
that price-fixing is a regulation of production, distribution, and con¬ 
sumption. 

51. “It is only through competition that price can cause the limited 
resources of society to be used in such a way as to produce goods of 
proper kinds and in proper quantities to afford society the maximum 
of utilities.” Make this intelligible. Do you believe it ? 

52. IIow is it possible for thinking men to dilTcr so radically concerning the 
worth of competition? 

B. The Meaning of Economic Competition 
336. SOME DEFINITIONS AND CHARACTERIZATIONS 

“Competition is not law, but lawlessness. Carried to its logical 
outcome it is anarchy or the absence of law. Man is a moral, spiritual, 
and social being, not dominated by animal law. There can be no such 
thing as a harmonized society with any competitive elements in it, and 
Christianity is impossible. Every man owes the world his life, and 
must live to have a life to give. In competitive conditions, not char- 
.acter, but cunning, survives. The gospel of success is the great 
insanity of modern materialism, absorbing the best brain, thought, and 
life of the race; wc have been feeding our children to this great Moloch 
of success, but as a result we have been warping the intellect and 
making moral idiots.”' 

“Sweet competition! Heavenly maid! .... Nowadays hymned 
alike by penny-a-liners and philosophers as the ground of all society 
• Cleveland Citizen, March 14,1896, Attributed to George D. Herron. 
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. . . . the only real preserver of the earth! Why not of Heaven, 
too? Perhaps there is competition among the angels, and Gabriel 
and Raphael luuc won their rank by doing the maximum of worship 
on the minimum of grace. \\c 'hall know some day. lii the me.ui 
while these arc thy works, thou p.Lrent of all good!’ M.in exit ing man, 
man eaten by man, in e\ cry variety of degree .iiid method' Why does 
not some enthusi.astic political economist write an epic on ‘The Con¬ 
secration of Cannibalism’?”' 

‘‘The competition of economics is not the so-called competition of 
our great (cnlies, where men strive to drice men to the wall, but the 
competition wdiich letives each in full possession of that pioductic'e 
[tower which best unites his l.ibor with the Libor of others. Competi¬ 
tion is no more trespass than it is theft. It is the rccom ih.itlon of men 
in those productive processes which issue in the largest aggregate 
of wealth. It is not crowding men oil their feet, but a means of [ilanl 
ing them upon their feet.”’ 

‘'Com|)etition was the gigantic motor that caused nearly everv- 
body during the lirsl nineteen centuries of Christian c ivili/ation to use 
all his mental and physical powers to get ahe.id. 'I'he best ciToils 
of humanity, stimulated by competition .... have lifted our rare 
to a standard where the mode of living of common laborers is more 
comfortable and desirable than the everyday existence of the kings 
of whom Homer sings.”’ 

‘‘Competition signifies the operation of individual self-interest 
among the buyers and sellers of any artidc in any market, ft implies 
that e.ach man is acting for himself solely, by himself solely, in 
exchange, to get the most he can from others, and to give the h'ast 
he must himself. 

‘‘i. The idea of competition is opposed to combination. Men 
in this state act as freely and as independently .as the minute particles 
of some fine, dry powder absolutely destitute of cohesion. 

“ 2. Competition is also opixrsed to custom. 

'Taken by permission from Ch.irles Kingsley, “Cheap Clothes and Nasty,” 
Preface to Allan Locke, pp. Ixviii-ix. (The Macmillan Co., 1SS9.) 

’John Bascom on the “Moral Discipline of Business,” The Kingtlom, Minne¬ 
apolis, May, 1896. 

> Richard Michaelis, Looking Further Forward, 1890. 
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“3. Competition is opposed to sentiment. Whenever any eco¬ 
nomic agent does or forbears anything under the influence of any 
sentiment other than the desire of giving the least and gaining the 
most he can in exchange, be that sentiment patriotism, or gratitude, 
or charity, or vanity, leading to do any otherwise than as self-interest 
w'oiild prompt, in that case, also, the rule of competition is departed 
from.”* 

‘‘The strict meaning of competition seems to be the racing of one 
[)crson against another, with special reference to bidding for the sale 
or purchase of anything. This kind of racing is no doubt both more 
intense and more widely e.xtended than it used to be: but it is only a 
secondary, and one might say an accidental, consequence from the 

fundamental characteristics of modern industrial life.These 

characteristics are a certain independence and habit of choosing one’s 
own course for oneself, a self-reliance; a deliberation and yet a prompt¬ 
ness of choice and judgment, and a habit of forecasting the future and 
of shaping one’s course with reference to distant aims. They may 
and often do cause people to compete with one another; but, on the 
other hand, they may tend, and just now indeed they are tending, in 
the direction of co-operation and combination of all kinds good and 
evil. 

‘‘The term ‘competition’ has gathered about it evil savour, 
and has come to imply a certain selfishness and indifference to the 
well-being of others. Now it is true that there is less deiiljerate 
selfishness in early than in modern forms of industry; but there is also 
less deliberate unselfishness. It is deliberateness and not selfishness 
that is the characteristic of the modern age.”* 

‘‘The word competition contains, in fact, two quite separate 
ideas, though these, as a rule, are not distinguished: 

‘‘One is that of the freedom of labour, or the liberty for every man 
to follow the line which he prefers. In France it dates from the 
Revolution of 17S9. 

‘‘The other is that of the struggle for life; a chance for every man 
to arrive first if he can. This second idea did not appear till much 
later under the influence of Spencer and Darwin. 

* Adapted by permission from F. A. Walker, PoUlical Economy, pp. pi-gj. 
(Henry Holt & Co., 1888.) 

’Adapted by permission from Alfred Marshall, Principles of Economics, 
pp. 5-6. (Macmillan and Co., Ltd., 1912) 
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Under the first aspect, competition, although it has not all the 
virtues attributed to it, cannot but win approval. Under the second, 
however, it has more dangers than virtues and needs to be carefully 
controlled.”' 

‘Its opponents have rarely done it full justice. They have 
been so impressed by certain incidental evils connected with the sys- 
tem smaller capitalists pushed to the wall by larger c'a[)italists; 
intelligent workmen thrown out of employment by the process of 
industrial readjustment to make room for those cheaper and less 
skilled that they have shut their eyes to its essential c.xccllcnces. 
I hey have said that competition was nothing but a new name for 
the Darwinian struggle for existence as applied in modern business; 
that it was a glorification of the principle of survival of the strongest. 
This is a very imperfect view of the case. Competition is something 
essentially different in character from the struggle for existence among 
the lower animals. It is a struggle so ordered that outside parties reap 
a benefit instead of suffering an injury. This is its conspicuous and 
distinctive feature. If cats are struggling to get the same bird, 
and bosses are struggling to get the same workmen, the relation 
of the cats to one another bears some analogy to the relation of 
the bosses to one another. But there is this radical difference 
in the whole transaction: that the more cats there arc, the worse for 
the bird; while the more bosses there are, the better for the work¬ 
men. Competition is what its name implies—a concurrent petition; 
an effort on the part of different people to do the best they can for 
somebody else, in order to induce him to enter into dealings with 
them. 

“Unfortunately, it is not only the opponents of competition who 
fail to recognize this as its essential feature. The advocates of the 
system are prone to make a somewhat similar mistake. 'I'hey go so 
far as to assume that any adjustment which is the result of free play 
among a mixture of conflicting social elements, strong and weak, is 
presumably right, and should be interfered with only when the result¬ 
ing evils are so clear as to furnish the most obvious grounds for state 
action.”’ 

' Taken by permission from Charles Gide, Political Economy, pp. 137-38. 
Note. (D. C. Heath & Co., 1913.) 

' Adapted by permission from A. T. Hadley, Freedom and ResponsibEily, 
pp. ni-23. (Charles Scribner’s Sons, 1^3. Author’s copyright.) 
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337. THE FORMS OF ECONOMIC COMPETITION 
A' 

The chief forms of competition are five in number—commodity 
lompetition, individual competition, market competition, class com¬ 
petition, and race competition. 

1. By commodity competition is meant the competition due to 
the e.cistencc of social choices. Every individual is continually debat¬ 
ing with himself whether to purchase one commodity in preference 
to another. Where he is on the margin of doubt or of indifference 
the slightest alteration in the price will cause him to substitute some¬ 
thing else. The principle involved is hence called the principle of 
substitution. The vendor must constantly be on the watch lest any 
increase of price cause the disappearance of his sales. We substitute, 
however, not only one thing for another, but also one agency of pro¬ 
duction for another: in the crucible of economic wants everything is 
finally tested by its capacity to afford the greatest satisfaction. Not 
only will the consumer choose now this and now that commodity, but 
the employer will increase now his labor force, now his stock of ma¬ 
chinery, so as to secure the best results. The least change in the rate 
of wages or of interest may lead him to substitute the one for the 
other. It is only by replacing the less efficient by the more efficient 
factor that the producer is able to induce the consumer to select one 
commodity in preference to another. Competition of factors of pro¬ 
duction is thus really an adjunct to commodity competition. Com¬ 
petition through substitution is hence important in that it fixes a 
maximum limit beyond which prices cannot go. Every economic 
factor, like every economic good, may be in either actual or potential 
competition with another. The existence of competition, however, 
implies the mobility or free interchange of the factors of production 
from enterprise to enterprise and from commodity to commodity. 
When the fluidity of capital and the transferability of labor are com¬ 
plete, the competition is absolutely free. When there are hindrances 
to this mobility, we speak of economic friction. The substitution 
of one commodity for another may be hindered by legal, social, or 
economic causes. Under normal conditions, however, the compe¬ 
tition is real and effective. 

2. The competition of individuals with each other denotes a 
rivalry, not between the producers of different commodities or between 

‘ Ad.ipled by permission from E. R. A. Seligraan, Principles of Economics, 
pp. 141-45. (Longmans, Green & Co., t905.) 
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the different factors of production, but between the producers of the 
same commodity or the same factors of production. Under normal 
conditions competition here puts everyone on his mettle, and success 
is a measure of the contributicin to tlie social fund. I'lie mccrc a 
laborer produces, the higher his waves will be; the l.iryer the output 
of a particular cotton mill and (he lower the cost at which it can 
market its goods, the greater will be the benelit to the c misumer as well 
as the advantage to the itarticular producer. Compcdition between 
individuals is in its results a struggle to eiih.im c effic iem \, to im 1 ccise 
faculty, to multiply procluctice [rower, to augment ingenuity, in short, 
to develop economic personality. 'I’he more [roteni the person.ility, 
the greater will be the command over powers of nature, the more 
rapid will lie the develo|)ment of the wealth uhii h, although owned by 
individuals, yet inevitably ministeis to (he welfare of soi iety. 

3. By market crompetition we mean, not the c onipetition of indi¬ 
viduals in the market,but the com|)elition of markets with each other. 
Market competition includes, indeed, both commodity comjietition 
and individual competition in the sense that in every market indi¬ 
viduals as well as commodities com[)ctc with eai h other, but it is 
something over and above these. Every gre.it city is continually 
striving to dcvcio]) as a centre of di-tribulion and e\i hange in the well- 
founded hope that the wealth thus amassed will le.id to produc tive 
efficiency in other lines. Here again m.irket lompelition le.uK to re¬ 
duced cost, and the struggle for market suprem.icy can be fought 
to a successful issue only through more effective service 

4. Class competition is the result of the diff'erentialion of modern 
society into groups of producers. We have, not only the great 
division into laborers and ca[)ilalists, but the further sep.iration of the 
latter into the owners of agricultural, commercial, and industrial capi¬ 
tal—that is, landowners, merchants, and factory owners- and the still 
further subdivision of each class Into minor grou[)S. Class competi¬ 
tion, while as inevitable as the other forms of competition, is within 
proper bounds just as beneficial W'hcther the moncj-ecl interest or 
the landed interest is more prosperous depends at bottom upon their 
success in making converts among tlie consumers, and tlie e.’ctent of 
conversion depends on what they can offer in the way of lower prices 
or better products. The laborers and the capitalists again represent 
competing interests, but the share of each in wages and profits 
depends ultimately on their relative contribution to the common 
[iroduct. 
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5. Race or national competition in its economic aspects is the 
final form of the modem struggle. The most marked characteristic 
of recent progress is the gradual substitution of peaceful rivalry of 
commerce for the sanguinary clash of arms. The modern weapon is 
not the javelin or tlie rifle but the enterprise of tiie domestic producer 
aided by the e.xporter. Every nation that has reached commercial or 
industrial maturity endeavors to seek in the foreign market a profit¬ 
able outlet for its own surplus production. This attempt to secure 
a market is indeed responsible for an occasional war. In the main, 
however, the struggle today is one for cheapness, and in the end it is 
not the large army or navy but the most efficient producer that 
permanently retains the neutral market. It is not to be denied that 
both a large army and a large navy may be needed to protect the com¬ 
mercial or other national interests; but the foundation of military 
greatness in modern times is primarily economic, and when economic 
efficiency has disappeared, military strength must also disintegrate. 
Here, again, national competition is salutary. The fundamental 
error of the old mercantilistic doctrine was the belief that what one 
nation gains in trade, the other necessarily loses. The modern dm - 
trine is that every nation is helped by the prosperity of its neighboi, 
on the principle that the more wealthy the customer, the greater will 
be his purchases. Both nations may gain, although one may gain 
more than the other. 


Of all forms of human conflict, economic competition is the high¬ 
est. In no other form of conflict does success depend so much upon 
production or service and so little upon destruction or deception. 
There are three forms of economic competition: competitive pro¬ 
duction, competitive bargaining, and competitive consumption. 
Competitive production always works well; competitive bargaining 
sometimes works well and sometimes badly; competitive consumption 
always works badly. 

Of the three forms of economic competition the most advantageous 
and least harmful is that of competitive production. Production is 
service. Competitive production is, therefore, rivalry in the per* 
formance of service. In competitive bargaining we have more 
opportunities for harm because there are so many opportunities for 

• Adapted by permission from T. N. Carver, Essays in Social Justice, pp. 91- 
93. (Harvard University Press, 1915.) 
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deception and fraud. Most of the charges brouglit against the 
competitive system apply to competitive bargaining ratlicr than com¬ 
petitive production. Howecer, a mutual exchange of .service or com¬ 
modities on a fair and equitable basis is a highly useful operation. If 
has something which he docs not want but 1! doe-., and li likewise 
has something which he does not want but A does, it is ob\iousl_\ to 
the advantage of both to effect an exchange. Ilowexer, in the actual 
process of exchange we may normally expect both .A and li to higgle 
for an advantage, and both arc under temptation to deceice, ami 
deception is alw.ays immoral. Because of the ]H'rsisteiue of this 
temptation, a great clc.al of our law and leg.il piocedure i.s concerned 
with the task of preventing deception without inteifering with legiti¬ 
mate exchange. It is a diHicult prolclem, but because a thing is 
difficult is no reason for not doing it. 

When we come to the field of competitive consunqition, howexer, 
there is little tliat can be said in defence of it. It is the result of the 
low'cst and least dcfendable quality in human nature. It is the result 
of the desire to outshine our neighbors, or to avoid b-eing outshone 
by them. The desire to show off, to attrac t notice, and all the other 
tendencies which are summed up under the one word vanity arc 
at work here. 

While this is by far the worst form of economic competition, 
producing more evils than any other, having less that tan possibly be 
,aid in its defence, it is a striking fact that comparatively few of our 
modern social reformers have given any attention to it whatever. 
They have attacked business competition, competition in ])rocluction, 
competition in exchange, but are singularly silent on competition in 
consumption. 

33S. COMPETITION AND ICCONO.MIC EKEEDOM- 

I. The first and most obvious form of freedom is that of marriage 
and divorce. Marriage indeed is far more than an economic con¬ 
trivance, even though the historical forms of marriage have been 
inlluenccd by economic forces to a greater extent than is commonly 
recognized. Freedom of marriage especially is a product of the 
modern economic life. Freedom of divorce, on the other hand, 
existed in early society, but was at first based on inequality. After 

* Adapted by permisdon ^rom E. R. A. Seligman, Principles of Economics, 
pp. 165-70, (Longmans, Green & Co.*, 1905.) 



898 


INDUSTRIAL SOCIETY 


the patriarchal and modern family had been constituted, the husband 
could divorce the wife, but not vice versa. The newer right of divorce 
whicli rests on equality is in large measure the result of the economic 
cmaiu i[)ation of woman. Into the wider ethical and religious aspects 
of this great proltlem the present is not the place to enter. 

2. Next we have freedom of movement. In the Middle Ages the 
right of internal migration was often restricted. Under the settlement 
laws in Kngland, for instance, it was virtually impossible for a work¬ 
man to leave his native parish. In modern times the growth of 
freedom has brought the right, not only of internal, but of international 
migration. The restrictions on emigration still e.xisting in Russia, for 
instance, are a relic of mediaevalisni. On tlie other hand, the pro¬ 
hibition of immigration which is sometimes found in modern coun¬ 
tries must be judged in the light of liberty in the positive sense. 
Chinese immigration into the United States, for instance, is forbidden. 
Freedom of immigration, which in this case means prosperity for the 
employer and comparative comfort for the immigrant, implies 
permanent degeneration for the American workman and thus ulti¬ 
mate economic decay. It is a specious liberty, because based on 
inequality. 

3. We come next to the freedom of occupation. The right of 
choosing one’s profession was in former times hedged in by all manner 
of barriers. At its worst the system of caste and custom prevented 
progress because it put men into vocations for which they were not 
titled. Freedotn of occupation insures as far as possible the right 
man for the right place, and this leads to enhanced production and 
better distribution. The only restriction which modern soricty per¬ 
mits is the evidence of fitness, in those occupations where incompe¬ 
tence would imply irresponsibility and involve injury to others as 
well as to oneself. Tlie certificates required from doctors, dentists, 
engineers, plumbers, pilots, and the like are not a hindrance, but an 
aid, to true liberty. The apprenticeship regulations of the trade 
unions, however, are sometimes good, sometimes bad. Where they 
are designed to insure good work, or even to prevent the degradation 
of wages and the workm.in’s standard of life through the irruption 
of large numbers of underpaid apprentices, there is much to be said 
for the practice. But when the object is simply to keep out com¬ 
petent workmen and to erect a monopolistic closed corporation, as 
in the late stage of the guild system, the limitation is clearly 
indefensible. 
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4. Another kind of freedom is the freedom of association. The 
chief forms of association for economic purposes arc comiunalions of 
labor and combinations of capital. In classic Rome, as in modern 
Russia, where both political and economic aims were sou^lit, we find 
a stern repression of labor associations. Even after the rijclil of 
political and religious association had been won, houecer, coml)ina- 
lions of lal)or were prohibited. Under the modern f.ictory sy.stcm, 
such combinations have assumed the form of trade unions. It was 
not until r824 in England and considerably l.iter in .America and 
Continental Europe that the prohibition was removed. The legiti¬ 
macy of union, as such, is now aecc'iitcd liecau^e it is recogni/ed th.it 
it tends to secure the real freedom of the laborer. 'Ihe indie idual 
workman in a large facTory is at a clear disadvantage in dealing with 
the employer; the union restores the eciualily by securing the right of 
collective bargaining. In the same way the light of free assoc i.ition 
of capital in the form of cor[)orations and other lombin.itions has beim 
acquired chiefly in the past half-century. Hero .again, however, 
when the nominal liberty of association results in ,i rcstr.iint of 
trade” or virtual monopolv inimical to the general interests, the com¬ 
munity is justified in curbing its excesses whenever the eoutewt involves 
a crass inequality or is conducted without any sense of soc ial responsi¬ 
bility. The greatest care, however, must be observed in the analysis 
before the infringement of the right of .association can be conicdecl. 
I'o abandon liberty because of a mere airiircliended but imagin.iry 
inequality would be to sacrifice both liberty and e<|U.dity. A clear 
case must be made out before the law should be invoked against the 
combinations of either labor or c apil.d. 

5. The fifth category, freedom of consumption, needs only a word 
in this place. 'I'he sumptuary laws of old which prese ribed in detail 
wh.at should be eaten or worn were sometimes well-intentioned, but 
alwavs mistaken. By restricting the evi.ansion of wants, they really 
checked economic progress. Modern society has abandoned such a 
system completely, and where it becomes desirable in the interests 
of the public health or safety to prohibit the use of certain com¬ 
modities, like over-ripe fruit, or infected meat, or opium, the end is 
attained far better by a prohibition of sale, under the police power 
of the state, than by a restriction of consumption. 

6 We come, sivthlv, to freedom of production, including freedom 
of contract and enterprise. Here, .again, the emphasis has been shifted 
in modern times. The world has-outgrown the time-worn conception 
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of the citizens as the children of an all-wise and benevolent paternal 
government. It has been realized that governments are not always 
benevolent and never all-wise, and that with the growth of capital 
and competition better results can be secured by the repeal of the 
complicated and often contradictory provisions which throttle pro- 
(luction and check individual initiative. It was this that the French 
inanufacturers meant when they told Colbert laiiscz nous faire and 
thus introduced a celebrated phrase. That was indeed the necessary 
destructive process of pulling down the barriers which impeded 
progress because they checked equal opportunity. It has been found 
requisite, however, in recent times to modify both the theory and the 
practice of laissez-faire in order to safeguard the interests of various 
classes of society. The comple.’c requirements of modern life have 
necessitated a governmental regulation of many business enterprises 
in behalf of producers, of consumers, of investors, or of the general 
public. The dilTerence between mediaeval and modern interference 
is to be found chiefly in the fact that the one sought to prevent com 
petition while the other endeavors to enlarge its domain and to raise its 
level. 

7. Finally, we have freedom of trade. This is virtually includeii 
under the last head, since trade is a species of production. It forms, 
however, so important a part of the subject that it has generally been 
treated separately. The modern age has seen the emancipation of 
internal commerce from mediaeval restrictions of all kinds. The great 
controversy today centres about international trade. Here, again, 
the general hyirothesis must be in favor of freedom. Free trade, 
however, is not necessarily and always beneficent. If the relative 
inequality of two countries in the production of a certain commodity 
is great, free trade may hinder in the weaker country the growth of 
an industry which might become relatively profitable or even highly 
necessary. Under such conditions protection, by building up the 
industry to the point where there will be a domestic competition, may 
help in creating that relative equality between the domestic and the 
foreign [iroduccr which will ultimately redound to the interests of the 
consumer as well. Such a policy is defensible only when protection 
actually increases real productive efficiency, and when the undoubted 
intermediate economic loss does not outweigh the ultimate advantage. 
Only in such a case is interference with freedom legitimate, because 
only then is it in the interests of a more real and beneficent ultimate 
freedom. 
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339. SOME INTERPRETATIONS OF THE CONTENT OF 
FREEDOM 

A' 

Two senses oj freedom .—In its external aspect, freedom is negative 
and formal. It signifies freedom from subjection to the will and 
control of others; exemption from bondage; release from servitude; 
capacity to act without being exposed to direct obstrut lions or 
interferences from others. It means a clear road, cleared of impedi¬ 
ments, for action. It contrasts with the limitations of prisoner, slave, 
and serf who have to carry out the will of others. 

Exemption from restraint and from interference with overt 
action is only a condition, though an absolutely indispensable one, 
of effective freedom. The latter reiiuires (1) iiosiiive control of the 
resources necessary to carry purposes into elTect, possession of the 
means to satisfy desires; and (2) mental equi])ment with the trained 
powers of initiative and reflection rerniisite for free prefeience and 
for circumspect and far-seeing desires The freedom of an agent 
who is merely released from direct external obstriti tions is formal 
and empty. If he is without resources of personal skill, without control 
of tools of achievement, he must inevitably lend himself to carrying 
out the directions and ideas of others. If he has not powers of 
deliberation and invention, he must pick U|) his iileas casually and 
superficially from the suggestions of his eiivironirient and appropriate 
the notions which the interests of some class insinuate into his mind. 
If he have not powers of intelligent self-control, he will be in bondage 
to appetite, enslaved to routine—imprisoned vcithin the monotonous 
round of an imagery flowing from illiber.il inleixsts, broken only by 
wild forays into the illicit. 


B* 

Seen from this angle, “liberty” takes on a new ami greater mean¬ 
ing. Freedom from disease, from the handicap of iiicHiciency and 
illiteracy, from overcrowded and indecent dwellings, and uncleaiili- 
ness, are incalculably more im])ortant to Us than the old legal freedom 
of contract which once occupied the center of the stage. In order 

' Taken by permission from John Dewey and J. H. Tufts, Kthics, pp. 437-38. 
(Henry Holt & Co., ipio.) 

• Taken by permission from J. T.-Young, The New American Government and 
Its Work, pp. 497-<)8. (The Macmillan Co., 1915.) 
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to contrast the older, more formal ideal with this new substantial 
liberty, let us place the two side by side in parallel columns. 


The Older Constiiulional Right! 

I. Right to the equal protection of 
the taws. 


2. Right of persons accused of crime 
to be s.ifcguarded in criminal 
procedure. 


3. Freedom of speech, press and 
religion. 


4. No person shall be deprived of life 
without due process of law. 


New Economic and Social Rights 

1. Equal opportunities for all in the 
open market. 

0) The equal use of public facili¬ 
ties such as railways, canals, 
terminals, ware houses, 
wharves, etc. 

b) Freedom from unfair and cor¬ 
rupt methods of business 
competition, fraud, misrepre¬ 
sentation, combinations to 
destroy a competitor, exclu¬ 
sive contracts to stifle com¬ 
petition, etc. 

2. Riglit to real protection against 
criminals. Cheaper and quicker 
justice. 

0) A simplified, less technical 
procedure in both civil and 
criminal suits. 

h) A more complete, efficient 
and thorough police system 
in both city and country 
districts. 

c) A more careful sifting of the 
chance offender from the 
h.abitual cnminal, 

3. The freedom of the consumer 
from extortionate and oppressive 
clurgcs in all articles of com¬ 
mon use, meats, foods, drugs, 
beverages, shoes, clothing, coal, 
tobacco, sugar, oil, express .and 
transportation charges. 

4. No person shall be deprived of 
the opportunities of improve¬ 
ment, education, and recreation, 
even with due process of law. 
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The Older CoiutitutJoQ&l Right* 

5. Freedom from compulsory quar¬ 
tering of soldiers in time of peace; 
freedom from scarclies and seiz¬ 
ures in homes and dwellings. 

6. No person shall be deprived of 
liberty or propeity without due 
process of law. 


7. Right to bear arms. 


New EcoDomlc aod SociaJ Ri|bt4 

5. Freedom from overcrowded un- 
samt.iry houses, factories, aiul 
stores; right to tenement and 
factory inspection and regida- 
tion. 

6. Right to full partii ipation in 
cionomic progress and a s.tl.iry 
or wage |i.iyment that will sup¬ 
port a re.isonable st.mdard ol 
living. 

7. Right to aesthetic and other 
higher enjoyments of civih.M- 
tion. 


We must see clearly that tlie old legal freedom was a means to an 
end. Wilt'll men were lighting a tyrant king or a selfish molhei 
country tlicy wanted “liberty" to pursue “ happiness " or “freedom of 
speech,” both of which were denied flieni. When their business is 
assailed by a combiiialion, or their own and their ihildreii’s chances 
of advancement arc blocked by one or anolhcr (aiio', ihcy demand 
greater “frecilom of business opportunity.” 'I'he ob-tacles to pro¬ 
gress are diffeient, the meaning of “liberty” changes. 


See al'SO 62. Indiviilual Knierprise under Feudal! .111. 
112. What .Mobility Really Involve-, 

226. Freedom ol Conlracl and l.aboi 
228. A Program of Kefium. 

3Q2. '1 he Develoiiment of Individn.ilisin. 


C. Competition as an Organizing Agency 

340. CiKNF.RAL Sr.'Vl'F.MI.X'r OF TflK SF.RX'K I-'.S OF 
CO.Ml'F/l'l I'lON 

A' 

What services are they which wc look to competition to perform 
The first of them is the determination of prices. By Uiis deter¬ 
mination of prices it regulates, in the second plate, the amount of 

‘ Adapted by permission from John Bascom, Social Theory: A Grouping oj 
Social Facts and Principles, pp. 148-51. (Thomas Y. Crowell & Co., i8gs.) 



INDUSTRIAL SOCIETY 


904 

production. In thethird place, by the same means, it adapts production 
to the wants of men, and, in the fourth place, improves it in quality. 

Competition determines prices. We wish tlie most skilful pro¬ 
duction, we wish the low prices iia iclent to it, and these we secure by 
the siftin'; processes of an active market. Yet tins req'ulation is not 
perfect. There arc most undesirable and e.siremc lluctiiations in 
prices, and adventitious forces find their way freely into them. The 
work is clone; not perfectly, but we do not us yet see how it can be 
better clone. 

The rise and fall of prices determine the activity we can wisely 
direct to each braiu h of business. The automatic nicch.iiii^m whii h 
apportions human effort amons the innumeralde forms of production 
is set in motion by competition. IIcic again wc make bad mistakes, 
and suffer the evils of over-production; but wc can conceice of no 
oversight which would take the place of the e.igci, interested, universal 
watchfulness called out by competition. The man who nukes a 
mistake is immediately punished, and he who is alert and astute is as 
quickly rewarded. 

Competition is also constantly operalice in adapting commochlies 
to the wants and tastes of men. T'he increasing suilahleness ol 
products is one of the conspicuous gains of civilization, and is due 
almost wholly to that e.igcr competition which is on the alert to di.s- 
cover and call out a new demand. This impulse has also its evil side. 
Desires are evoked hi a mischievous, as well as in a dcsirahle, form, 
and trade, .seeking immediate proft, proceeds in oveisight of greater 
ultimate good. Yet the more substantial gains are usually found 
with the more sound and comprehensive purpo.^es. 

Akin to this improvement in kind is the imjirovement in the 
quality of goods. Groat successes arc often achieved in this direction. 
The enterprise that shows itself in suiierior quality of [iroduclion unites 
at once personal and general welfare. Nor can we otherwise give 
equal vigor to this spirit of improvement. Yet here, as elsewhere, 
our gains are accompanied with corresponding losses. Competition 
is responsible for those imitations and imperceptible ihanges which 
cheapen products without an equivalent reduction of prices. Eacli 
advance gives occasion to a regression by which our gains are in part 
stolen from us. 

Competition, through its service in settling price, quantity, adap¬ 
tation, and quality, becomes the chief instrument in distrihulion. 
While wc are by no means satisfied with the way in which products 
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are divided among protiucers, we are at a loss to discover anv more 
just principie tlian that invoived in competition, or any practicai 
method of distrilnition promoting more cffectivciy tlie generai purpose 
of sociai discipiine. 

B' 

The pecuiiar claims urged in favor of a society organi/.ed on tiie 
conipititive basis arc familiar to aii. I’eriiaps tiie most iiigwrl.int 
of these is that men arc in tiiis manner guaranteed fuli enjoyment of 
tile fruits of tlieir laI)or, and on tiiis aicount wiil tie ze.iious in its 
appiication. Competitive socict\' aiso jiroc ides for ease of movement 
from one gracic of lalior to anotlier, or from one inisiness to another, 
anti thus ensures elasticity in thouglit ami exixinsion of puriiose as the 
resuit of the manner in wiiich motices arc applieii to intiivitiuai ton- 
duct. Under sui li conditions it is tlic future ami not the p.ist lliat 
ciaims the attention of men. It is hope and amltition, rather tli.in 
fear and apprehension, tiiat move tiie energies of men. We slioulti 
not ftirget that tiie materiai prtigrcss of tlic nineteentli tentury is in 
iarge measure due to tlic mobility of attitm wliicli tlic idea of equal 
rights lieforc the law brouglit into motlern life. It mav, however, 
be remarked in passing that the energy displ.ived in modern soi ietv 
is due to the openness of op()ortunity in all forms of industry, icai ii 
competitor imagines liiniself the siucessful runner for the pii/.e lie 
M.eks; but .should the practical dilhculties of attaining smetss ever 
cmne to be so great as to restrict the number of contestants, the 
liealthful activity wliich now follows higli anticipations would be rc- 
[ilaccd by tiie letliargy of hopelessness. It is a mistake to conclude 
that equal opportunities are surely maintained by granting eciuality 
before the law. 

341. COMPETITION AND THE SURVIVAL OF FORMS OF 
ORGANIZATION 

A’ 

On markets naturally restricted by the aliscnce or imperfection 
of the means of communication and the guaranties of security the 
multiplication and development of industrial undertakings have licen 

'Taken by permission from H. C. Aclacns, “The Relation of the State to 
Industrial Action,’’ Publications of the American Pcononiic As\0(.ij!ion, I (1386-87), 
500-501. 

’ Taken by permission from G. de Molinari, The Society of Tomorrom, pp. 98- 
99. (G. P. Putnam’s Sons, 1904.) 
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production. In thethird place, by the same means, it adapts production 
to the wants of men, and, in the fourth place, improves it in quality. 

Competition determines prices. We wish tlie most skilful pro¬ 
duction, we wish the low prices iia iclent to it, and these we secure by 
the siftin'; processes of an active market. Yet tins req'ulation is not 
perfect. There arc most undesirable and e.siremc lluctiiations in 
prices, and adventitious forces find their way freely into them. The 
work is clone; not perfectly, but we do not us yet see how it can be 
better clone. 

The rise and fall of prices determine the activity we can wisely 
direct to each braiu h of business. The automatic nicch.iiii^m whii h 
apportions human effort amons the innumeralde forms of production 
is set in motion by competition. IIcic again wc make bad mistakes, 
and suffer the evils of over-production; but wc can conceice of no 
oversight which would take the place of the e.igci, interested, universal 
watchfulness called out by competition. The man who nukes a 
mistake is immediately punished, and he who is alert and astute is as 
quickly rewarded. 

Competition is also constantly operalice in adapting commochlies 
to the wants and tastes of men. T'he increasing suilahleness ol 
products is one of the conspicuous gains of civilization, and is due 
almost wholly to that e.igcr competition which is on the alert to di.s- 
cover and call out a new demand. This impulse has also its evil side. 
Desires are evoked hi a mischievous, as well as in a dcsirahle, form, 
and trade, .seeking immediate proft, proceeds in oveisight of greater 
ultimate good. Yet the more substantial gains are usually found 
with the more sound and comprehensive purpo.^es. 

Akin to this improvement in kind is the imjirovement in the 
quality of goods. Groat successes arc often achieved in this direction. 
The enterprise that shows itself in suiierior quality of [iroduclion unites 
at once personal and general welfare. Nor can we otherwise give 
equal vigor to this spirit of improvement. Yet here, as elsewhere, 
our gains are accompanied with corresponding losses. Competition 
is responsible for those imitations and imperceptible ihanges which 
cheapen products without an equivalent reduction of prices. Eacli 
advance gives occasion to a regression by which our gains are in part 
stolen from us. 

Competition, through its service in settling price, quantity, adap¬ 
tation, and quality, becomes the chief instrument in distrihulion. 
While wc are by no means satisfied with the way in which products 
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of daily wages, in the form of stock, the effect would be giiidiially 
to transmute the partial co-oporalion into the complete form. New 
establishments started on tliis plan have, as a rule, pciished in their 
infancy. 

The survival of full co-operation, in the long rivaby of systems, 
depends on its power to excel other systems in the resiiUs which it 
ultimately yields. Failures at the outset may deter exiHuiments 
in this direction and make the i:itro(|uction of tliis method proceed 
slowly, but they do not change the law of sur\i\al That is a (|nos- 
tion, not of initial risk, b\it of results gained by the since-.sful experi¬ 
ment. If one cotton mill run on tire co-oiieratjxe jilan sliall ever 
surpass other mills in economy of irroduction to an extent tlial will 
enable it to undersell their product in the market, it may ultimately 
compel them to adoirt this method, though a score of earlier cxireri- 
ments have failed. 

The new political economy must recogni/.e as one of its prin¬ 
ciples this special and higher competition by which systems are 
tested. 


342. TKRRITORIAT, CO.Ml'P.Tn'ION'' 

The competitive features in the we-teni movement of grain to 
primary points is siioxvn Ijy the aid of the map inrliraling tire relation 
oe'wecn dilTercnl produi tivc areas and primary markets wliiih com¬ 
pete througli tlic railroads reailnng tliese areas. 'Iheeiiliie noitli- 
western and western situation is thus presenteil at a glance. It 
reveals the fact that a given area may today be commeu i.dix li ilnil.ii y 
to Chicago, tomorrow to St. Louis, and ne.xt day to Kansas City. In 
other words, while, as a gener al thing, grain goes to a [lartictrlar market 
there is no considerable territory that docs not have tire chone of 
two or more primary markets. A cent or two ditfcrencc will trim the 
tide from hundreds of shii)]>ing points to other markets. 

EXPLANATIONS OF NUMBEKS ON MAP 

No. I. Triliulary, as a general rule, to .\Iiiine,i|iolis and Ituluth. If at 
times the Chie.igo market is m.inipui.iteil, or exirioniinary demand exists, 
wheat from tins territory vill niove to Clnc.igo. 

No. 2. Wheat from lliis location moves either to Cliicago or Mil¬ 
waukee. At times, however, the vestern [lortion will go to Minne.ipolis or 

‘From the Rr!>orl of the Ituluslrial Commission, 1900, VI, 47 




No. j. \\ ht\U fioiii tills location is naturally tributary to Milwaukee, 
Aslilanil, Manilowoc, or Green Bay. 

No. 4. Wheal from this location is tributary to Kansas City, St. Louis, 
or Cliie.igo. A slight variation in prices will take it away from one market 
to another. 
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No. 5 * Territory is either tributary to ('hii.igo or St. Louis. Au)' 
slight variations in the market will pull from one to another. 

No. 6. This territory tributary to St Louis, unless Chicago markets 
are being manipulated or are b.idly out of line 

No. 2A. Wheat fiom this .sei turn moves prim.iiilv to Chic.igoor Mil¬ 
waukee, but is also rpiite likely to go to other m.iikcls north or south. 

No 4 or 5. Whc.tt from this section nio\'es juiui.iiiIn to K.ins.is (’itw 
St. Louis, or Chicago, but m.iy go to other m.irkets. 

343. co.Mi'K'irnoN OL cinifs and markets 

A' 

1 he hislotv of the ilistiibution of the surplus grain front the in¬ 
terior niaikets at uhiili it lias Im'iui at i iiiiuil.iU-il to the (ciileis of 
consuni|ttion etistw.ird and soulluv.ird is summed up in one ttord 
romiKdition. During llie Ji.isl lenltny the ni.iin lines of di-.| 1 ibiil ion 
have shifted set'eral times, first, the gr.iiii went south li\ u,i\ of the 
Ohio and flic Alississippi ri\ers, from Cim mn.ili ,ind .si Louis to \'e« 
Orleans, them e to the east l'\’ co.isl\\ ue ships, s^., ,)n,lL , the ojiening 
of the I'-rie Cantd (iS.'5) tuinei! tlic (('usil mo\ement c.istu.ml to .New 
York; thirdly, the rtiilroads and the kikes (om|ieled foi the gi.iin 
traflic (i8t)0 70); fourthly, the raiiioads anil the h.rie C.in.il ki pi 
up a competitive stiiigglc for ten >eais, and, lifllily, the rise of the 
SI utlicrn muaement of grtiin trallli by rail to ihe Onlf beitime .1 
permanent factor again. 

'J’he intermd disirihiition of lereals is an eastern and sontiuiii 
movement from tlic interior (enters of piim,ii\ supple. 'J'lie rate of 
the movement dcjicnds on seseial fai tors, 'I lie dem mils of domeAii 
consum[)tion arc the first fai tor in miportaiii e, llie reiiuircrnents 
of the c\porl liade the second factor Alnili of the tereal suiphis 
reaching primary markets in the interior, liowe' er, is (oiistimed there, 
and never enters into the distributive nioeemeiit as lercals ag.iin. 
The concentration of the brewing and mailing business (loser to the 
western sources of supply has, for c.\ami)le, greatlv rediu ed the east¬ 
ward movement of b.irley. The mailing “ ti listspolii v thus affee Is 
distrihution. The ascendancy of milling interests at pnmar)- markcls 
likewise reduces the volume of inteinal distribution of gr.un. .Minne¬ 
apolis grinds 65,000,000 bushels of wheat annu.illy. 'i'he giowtii of 
stock-feeding interests in Tc\as has so stimulated the loial production 
of corn as to close to Kansas a once important southern market. 

I Adapted from the Report of the huluitnol Comm:sbion, T900, VI, 111-14, *24. 
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Such changes are constantly taking place, which change the volume, 
the course, and the character of the cereal movement. 

Besides the competition of railroads with waterways in the dis¬ 
tribution of grain and the competition of railroads with one another, a 
third factor of equal importance enters into this movement- that is, 
the competition of the seaboard cities for the control of the cereal 
movement. 

On the Atlantic .seaboard there are five ports connected by rail¬ 
way lines W'ith the primary grain markets of the interior, either by rail 
or by water and rail routes. The shortest rail line had formerly been 
regarded as in the best position to get this traffic from the eastern lake 
ports to the seaports. This favored carrier tvas the New York 
Central; and New York City, by virtue of the Erie Canal, was 
regarded as naturally entitled to the lion’s share of the grain traffic 
to the East and for exiiort. While this position was conceded by 
other carriers, it was not accepted as the end of the matter. Other 
roads, naturally less favored, found in reckless competition a means 
of wresting concessions from the Central in the form of a differential. 
This dilTerential was an attempt to cfiualize the opportunities for 
getting eastward traffic among the trunk lines, by maintaining lower 
rates for less favored roads in proportion to the disadvantage of e.xtra 
rail distance above that of the Central. 'J’hc differentials granted 
at first to Boston, Philadelphia, and Baltimore covered disadvantages 
in exportation also from these ports. I.ater, this differential was 
extended to Newport News, as a means of setting limits to the competi¬ 
tive struggle for a division of traffic among the trunk lines concerned. 
This arrangement, as a working basis among competing grain lines, 
began in 1876, and has not since been successfully attacked in prin¬ 
ciple, though there have been reductions in the amount of the 
differential. Such seems to be the state of the question as far as it 
concerns the grain movement to tlie seaboard cities of tire United 
Stales. 

I'rom die standpoint of the interior cities, competition is qidte 
as keen as it is among the seaboard cities in the distribution of grain. 

It seems clear, then, that the existing system of distribution of the 
visible supply of grain involves three main commercial interests: first, 
that of the grain-carrying tran.sportation lines; secondly, that of the 
competitive interior markets at which the movement begins; and, 
thirdly, that of the seaboard cities at which internal distribution 
ends. All of these interests act and react one upon another, and the 
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existing system has been wrought out under the impact of their 
powerful influences. 

B' 

A disturbing factor of the first magnitude arose through the revival 
in recent years by the railroads leading to jwrts on the Gulf, of the 
carrying of grain for export to those ports. Many years .ago attempts 
were made to take grain to New Orleans by boat down the Mississijjpi 
River, but in the warm climate it became saturated with moisture in 
the vessels' holds. The endeavor of the railroads extending to the 
Gulf to build up their traffic in grain began anew with the large 
crops of 1900, and made considerable progress during the two or 
three subse(|uent years. .'\t first thece railroads made rates f.ir 
below those in effect to the Atlantic sc.iports. 'J'he railroads serving 
the Atlantic seaports retaliated, and in natural course there were 
rate wars disastrous to the revenues of the r.iilroads and unsellliiig to 
the grain business. After a test of strength by the lighting railroads, 
thesubjee t of an eciiiitable dilTerential between the ports of the' Atl.iniii 
and those of the Gulf was taken up for mutual serious consider,ilion 
and discussion. The Gulf railroads claimed that because of the 
shorter distance to their ports from the grain fields, their low-grade 
lines, upon which the expense of handling was not so grc.it; because 
0. the moisture that accumulated in the grain, im|)airiiig its quality 
so that it brought lower prices in the Kurope.in markets, small 
elevator facilities; the longer water route to Jiurope and higher xe-sel 
rates; irregular and less clTicicnt vessel service, and higher marine 
insurance, they should have a dilTerential of from 6 to 8 c cuts per 100 
pounds under the Atlantic, rates. 'ITie Atlantic railroads replied that 
by means of recent inventions the Gulf gr.iin can be thoroughly dried 
at little expen.se; they produced certilicates from Fairopcan dcsilers 
that grain from the Gulf ports averages as high in cniahty as that from 
the Atlantic ports; claimed that the dilTereine in time between a 
trans-Atlantic voyage from the Gulf poits ;ind from the .Atlantic 
ports was not of great importance; that while the regular steamship 
sailings are not so frequent, the Gulf ports are well supplied with 
tramp vessels; and on account of thc-sc and other considerations 
urged that the dilTerential should not exceed 3 cents under lialtimore, 
which would be equivalent to 4 cents under Philadelphia and 4.^ cents 
under New York. There was finally a compromise. 

* Taken by permission from L. G. McPherson, Ruilrtuid Frci^hl Rates, pp. 122- 
23. (Henry Holt & Co., 1909.) 
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344. COMPETITION AND THE FATE OF INDUSTRIES- 

Suppose that the market price of iron, as fixed by sup[)ly and 
demand, is insufficient to cover the expense of producing it. No 
investor seeking a liusiness opening is likely to go into the production 
of iron, nor will those already engaged in the business increase their 
plant or even renew it when it wears out. If at the same lime there 
is another article, for inslam e, cojiiier, whose market price, as fixed 
by supply and demand, affords a large excess over the expense of 
production, new investors will seek to produce co])|)er, while those 
already engaged in the business will extend their |)lant and keep it up to 
the highest standard of efficiency. We shall sec a diminution of the 
output of iron and an increase of the output of copper, by a process 
which, though not generally iinolving actual transfer of capital from 
one industry to another, amounts to the same thing In its elTcct on the 
community. The permanent supply of iron being diminished, while 
the conditions of demand remain the same, the producers will be 
able to charge a higher price and yet dispose of the total product; 
while, conversely, the permanent supply of cojipcr being increased, the 
producers will be forced to charge a lower price in older to call forth a 
corresponding demand. This process will go on unlil the profit in the 
production of copper is no greater than that in the production of iron. 

This adjustment actually takes place among the industiics of the 
country as a whole. There is a constant supply of free capital and 
labor seeking investment in loc.ililies and industries where the higher 
profits are to be obtained, and not entering those where the profits arc 
lower. This process tends to force down the prices of products in lines 
where they have been unfairly high, and to maintain or increase them 
in those where they have been disproportionately low. 

Under the modern industrial system there is first a temporary 
adjustment of the demand to the supply by the commercial competi¬ 
tion of merchants, which lowers (or in the converse case raises) 
the |)rice to make it correspond to the marginal utility. This 
temporary adjustment results in market price. Then there is a 
more permanent, though less accurate and unixersal, adjustment of 
the supply to the demand by the industrial competition of investors, 
which lowers (or in the converse case raises) the price (and the 
marginal utility) unlil it becomes proportionate to expense of produc¬ 
tion. 

' Adapted by permission from A: T. Hadley, Economics, pp. 86-87. (G. T. 
Putnam’s Sons, rSgg.) 
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345. WHAT FIRM SHALL SURVIVE WITHIN AN INDUSTRY ?> 

The factors of competinf; strength can 1 )C arranged as follows 
FirsI, there is involved what may he called the “prodiK tivc efTicicncy ” 
of the firm. Productive elTiciency dcj)ends on org.ini/alion; on the 
competence with which the ai tual process of ir.insforming raw 
material into finished products is (ariied out; on the economies made 
in skill, time, and material, business management is the \ital ques¬ 
tion to decide on in this res])ect. 

Second, there is the element of risk. In a complete study of pro¬ 
ductive cITk iency this might (I.iim to he iiu hided, hut it is imjioi t.iiil 
enough to he considered apart. The internal organization of a film 
is a dilTcrcnt thing from the lelations in which it set^ itself to the con 
suincr or to other films. 'I'liere may he \erv gre.it eITu iency in the 
production of goods that arc not wanted. A liiin, uliicli is to he 
strong in respect of risk, must know how to make the risks that imisi 
he made, and that are inseparahle from enleijirise, how to I, ike the 
risks that are gicen hy conditions of the m.iiket over which it has no 
direct control, and how to hear the losses which arc incident d to the 
less calculahle fhu tnations of a wide m.irket. This is a c|ues|ion which 
depends largely on the personal cpialities of those who are in com¬ 
mand, a strong shiji will he steered badly if the captain cither does 
not know his chait and the signs of the weather, or docs not inspire 
harmoii)' and conlideiue in his crew. 

I bird, competing |)ower invoices hargaming strength. 'I'his 
largely determines the tondilions on which a firm can obtain its own 
supplies or di-pose of its own produc ts. Wo e\c hide from coiisiclei.i- 
tion all harg.iins made hv a firm with its ricaK on the same industrial 
level w'ith regard, for instance, to partitioning the market, bargains 
of this sort are usu.dly regarded as foims of industii.il combination. 
We take account of the relations of a firm to those from whom it hu\ s 
or to wdiom it sells, for these affec t its sliengih as a c ompetitor with 
other firms on its own level, and it is of cunipetmg power that our 
analysis is being made. Bargaining is then of two forms. What is 
called the “higgling of the m.irket’’ is a iiroicss having reference to 
the terms of a partii ul.ir trans.u lion, as well as to the bargaining 
parties alone. It affects the competing power of eitliei linn against 
its rivals; but it has no direct refeieiice to the rivals of either. On the 
other hand, bargaining may be of a form which e.xtends beyond the 

'Adapted by permission from D. H. M.u (uegor, huiuitnd Comhtnalwn, 
pp. 13-15. (G. Bell k Sons, Ltd , 1(306 ) , 
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particular transaction or the particular parties involved; any exchange 
of goods is made on conditions that are determined by a wide contract, 
which gives their whole validity to the conditions of a particular 
transaction; and the contract is directly aimed at the rivals of the 
bargaining parties. Such are the boycott and the rebate. 

Fourth, there is a factor which it seems best to describe as "re¬ 
source.” It includes all those forms of industrial strategy and tactics 
which a firm emi)loys to enhance its competing power, but employs 
solely by its own e.\ertions, and not through bargains. A firm which 
negotiates fora cheap supply of coal is using its bargaining strength, 
if it buys its owm coal mine it is using a method of resource. The 
forms of resource arc as incalculable as opportunity; the discrimina¬ 
tion of price is, as yet, the best known of them. 

The factors of the competing strength of a representative organi¬ 
zation are bound up witli each other. Any separation of them is pro¬ 
visional and ideal, in order to facilitate their study. 

346. COMPETITION AND 'I'lIE SURVTV;\L OF INDUSTRIAL 
ME'rilODS' 

When the handicraftsman begins to find his product undersold by 
the machine-made article, his first instinct is to engage in a desperate 
competition with the new' proce.ss, lowering his rale for hand labor to 
keej) pace with the diminished cost of the machine product. This is 
obviously the “line of least resistance.” No newly devised machine, 
worked by novices, and not yet perfectly adapted to the process, can 
convince a skilled handworker that it will ever succeed in turning 
out as good an article as he can make, or that the saving of time w'ill 
be at all considerable. The very fact that a lad or a girl at ten or 
fifteen shillings a week can perform the new i)rocess with ease only 
confirms him in his attitude of disparagement and incredulity. In 
such a mood a man docs not throwaway the skill which is his property 
and staff of life, to consent to become either a machine-minder at one- 
half or one-third of his accustomed wages, or else begin life afresh 
in some entirely new occu[)ation. He confidently pits his consum¬ 
mate skill against the first clumsy attempts of the undeveloped 
machine, and finds that a slight reduction in the Standard Rate for 
hand labor is all that seems required to leave his handicraft in full 
command of the market. His well-intentioned friends, the clergyman 
and the district visitor, the newspaper economist and the benevolent 

■Taken by permission from Sidney and Beatrice Vithh,Industrial Democracy, 
pp. 414-16. (Longmans, Green & Co., 1903.) 



COMPETmON 


915 


employer, combine to assure him that this—the Policy of Lowering the 
Dyke—is what he ought to adopt. But, unfortunately, this is to 
enter on a downward course to which there is no end. The machine 
product steadily improves in quality and falls in price, as the new 
operatives become more skilled, and as the speed of working is in¬ 
creased. Every step in this evolution means a further reduction of 
rates to the struggling handworker, who cm only make up his former 
earnings by hurrying his work and lengthening his hours. Inevitably 
this hurry and overwork deteriorate the old (piality and character of 
his product. The attempt to maintain his family in its old jmsition 
compels him to sacrifice everything to the utmost jwssible rapidity 
of e.vccution. His wife and children are pressed into his service, and 
a rough and ready division of labor serves to economize the use of the 
old thought and skill. The work insidiously dro|)s its artistic quality 
and individual character. In the losing race with the steam engine, 
the handwork becomes itself mechanical, without acquiring either that 
uniform excellence or accurate linish which is the outcome of the 
perfected machine. Presently, the degraded hand product will sell 
only at a lower price than the machine-made article. The worse the 
work becomes the more irregular grows the demand. Those select 
customers who have remained faithful to the hand product find, by 
degrees, that its former (|ualities have departed, and they one by one 
iccept the modern substitute. And thus wc reach the vicious circle 
of ‘he sweated industries, in which the gradual beating down of the 
rate of remuneration produces an inc\ liable deterioration in the 
(|uality of the work, whilst the inferioiily of the product itself makes 
it unsalable e.xcejit at prices which compel the |)ayment of pro¬ 
gressively lower rates. The handworker, w'ho at the beginniii;' 
justifiably f<'lt himself on a higher level than the mechanical minder 
of the machine, ends by sinking, in |)h\’-i(|ue and dexterity alike, far 
below the level of the highly strung factory ojierative. 1 here is now 
no question of his taking to the new' jiroce.ss, which has risen quite 
beyond his capacity. He passes through the long-drawn-out agony 
of a dying trade, 

,U7. WHAT M.VRKETING METHODS SHALL SURVIVE?' 

What is the trouble ? 

Ask this question of the manufacturer, the jobber, and the retailer 
successively and y'ou ascertain that the “other fellow is to blame.’ 

‘.Adnptccl hy perniis-ion trom P. T. Clirringloii, Adirrtiiing as a Business 
Force, pp. 30-35, 157-204 (Duublcilay, Page & Co., 1913. Copyright by 
Associated Advertising Clubs of America ) 
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“If,” says the manufacturer, “Jones, the jobber, hadn’t put 
out his private brand in competition with mine, I wouldn’t have 
had any fault to find. lie’s pushing his own goods and at the 
same time handling mine. He won’t let me know where my own 
goods are for sale, for fear I’ll go over his head to the retailers. 
(,'onseqncntly, betw'ccn inability to stimulate and help my dealers, 
and the jobber naturally pushing his own brand in preference. I’m 
up a tree, and I’ll go direct to the retailer, if he doesn’t come to 
time.” 

“If,” says the jobber, "iMartin, the manufacturer, hadn’t cut 
me out and gone over my head direct to the retailer, I wouldn’t have 
put out my private brand.” 

“If,” says the retailer, “Jones, the jobber, hadn’t gone also into 
the retailing business, I’d not have accepted the direct prices of the 
manufacturer and wouldn’t have gone into the field of wholesaling, 
too,” 

The jobber, the manufacturer, and the retailer are interchanging 
functions. Park & Tilford arc retailers, with a chain of stores, as 
well as jobbers. Francis II. Leggett & Co., of New York, are becom¬ 
ing advertising manufacturers of Premier products, as well as jobbers. 
Here are two jobbers reaching both ways, causing dissatisfaction 
to the manufai turcr and the retailer alike. 

'I'he manufacturer, in ordei to have a finger in the messing up of 
ihe situation, has been known, not only to go over the jobber to the 
retailer, but also to jump at once to the consumer. An cvamplc is 
Browning, King & Co., clothing manufacturers and retailers, in 
fifteen cities. 

Of course, the retailer couldn’t stand all of this meekly. So we 
see in the James Butler string of grocery stores a retailer who 
demands jobbers’ prices of the manufacturer and who is even doing 
some of his own manufacturing. Marshall Field & Co., of Chicago, 
do a large jol)l)ing business. Wanamaker’s, of New York, has 
ju,-.t organized a wholesale department. All these were at first 
retailers. 

If James Butler can buy groceries direct from the manufacturer 
at jobber’s discounts, how can the little retailer on the corner, who 
is strictly minding his own business as retailer, possibly compete? 
Butler can sell his goods at prices that are “cost” to the little fellow. 
And the little fellow must live. He, therefore, is doing his part in 
stirring up the dust, and by association with other little fellows, 
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putting himself on even buying terms with Butler, fhose depart¬ 
ment stores that get jobbers’ discounts arc also regarded as just as full 
of threat to the retailers’ business. 

For their part such enterprises as those of Butler grit their teeth, 
and mutter something about “competition of jobliers’’ and “survival 
of the littest.’’ Indeed, the department stores, Butler, el at., insist 
that they must have the jobbers’ discount or they can’t do business 
in competition with the retailing jobber. Macy’s, or Saks’s, or 
.Marshall Field’s, or the May department stores seem to have some 
justification in their explanation in view of the invasion of the retail 
lield by the powerful If. B. Clallin interests. 

It is a battle of giants, and the little fellow, buying without any 
discount, can onlv sense the lump in his throat and grab at the crumbs 
of patronage that are thrown his way. If it is going to be his fate to 
be blotted out, he must get such comfort as he can from the fact that 
he went down in a pitifully unequal conlliit, not with men, but with 
natural economic forces that tend to crush their |)ath to the con¬ 
sumer by the shortest and the cheapest route. 

,'\nd above all looms the manufacturer. Altogether he is the 
strongest factor in the light. If he is an advertising manufacturer 
(and it is the advertising manufacturer we are considering) he rules 
the situation, in the last analysis. He has made his goods known, 
through their trade-mark, to the consumers, lie is the maker of the 
I hings which this country eats, wears, sleeps on, plays with, and works 
with. Demand is the voice to which all listen, and subslitution can 
only make a feeble effort to resist or modify it. 

'J’he manufacturer in many cases is ai ting the jobber for himself. 
Heinz’s 57 Varieties don’t get onto pantry sheh es by the jobber road. 
They go from manufacturer to storekee|)cr. .So with Kirkman’s 
soaps, so w'ith much trade-marked clothing, so with .\ational Biscuit, 
so, to some extent, wdth Armour & Co. and their canned goods. And 
these are only a few. 

But, as a rule, it is certain that most manufacturers would prefer to 
sell through the jobber to any other method. It saves them having 
direc t relations with thousands of retailers. 

The whole mix-up has been caused by the attempt of some manu¬ 
facturer or wholesaler to cut out one or more steps in the old-time 
distributive process, which was from manufai turcr to jobber, to 
retailer, to consumer. The consumer holds the key—he will buy 
where he can get the best goods cheapest. While this tendency is one 
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of the most natural in the world, it has developed strife and ill-feeling 
to a remarkable degree. Caught in the swirl of changing trade cur¬ 
rents, every factor concerned has at times turned upon another, 
accusing it of being at the bottom of the whole trouble. 

Having thus discussed some phases of the place of the “old” 
or “regular” type of retailer, let us turn to an examination of some 
of the various forms of retailer of more recent development. The 
department store, the chain store, mail-order retailer, and the 
co-operative commercial enterprises are of comparatively recent 
growth and each of these as well as the various other types of 
concentrated or modified retailing method introduces new prob¬ 
lems. 

A list-preparing company in New York offers for sale a prepared 
list of 3,836 department stores, while a St. Louis addressing company 
offers to sell a list containing the names of 3,912 such concerns in 
the United States. From this it would appear that there are at least 
3,800 stores in the United States which rank themselves as department 
stores, although, of course, by no means all of these are stores of any 
very great size. 

Chain-store systems can hardly help following the common course 
of business. They will grow, compete with each other, and begin to 
combine. And in the course of competition they will exhaust every 
expedient to make and save profits. They will make the fullest 
use of the advantage given them by their large buying power in 
dealing with individual manufacturers, both those who advertise and 
those who do not. 

Manufacturers, in fact, are nearly up against the stark logic of the 
situation; the battle for markets is going to be fought out in the retail 
store, and the competition of the next half-decade is going to be not so 
much between individual manufacturers as between manufacturers 
who arc seeking retail outlets, and the retailers who are growing up 
into imperious competitors with retail outlets assured. 

For a time the growth of the mail-order business was so rapid as 
to cause alarm to tlie jobber and the small wholesaler, but of recent 
years, while the growth has continued in the case of a few of the better- 
organized mail-order houses, the great flock of less well-organized 
institutions, which threatened to take over a great part of that portion 
of the retail business of the country which could be done by mail, 
have become less conspicuous. It now seems probable that while 
the few big houses will grow normally and perhaps even phenomenally. 
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the mail-order business has distinct limitations wMch will prevent 
this type of retailing from cutting much more heavily than it already 
has (lone into the retail business of the countr)' as a whole. 

One of the most important effects of the development of the mail¬ 
order house is the fact that their success has driven department stores 
and even wliolcsalers, not only to do a larger mail business, but to 
conduct their mad business nniih more satisfactorily than they ever 
did conduct it before. 

Co-operation between the successi\e steps in the distribution 
system is of very recent origin in this country, although it has been 
successfully emplojed in Kngland and on the Continent for a number 
of years. It has assumed various forms in this country, some of the 
co-operative enterprises being between one set of selling factors, 
while other forms attempt to unite entiiely (hiTerent factors. 

Another form of co-operation, which is found in various parts of the 
country, is that in which the retail concerns have joint control over the 
wholesale house. 

This organization goes one step further than the various buyer's 
c.xchanges or as.sociations "vliich have grown popular in the grocery 
trade of New York, Philadelphia, and other Kastern cities. In these 
associations the retailers aim to combine their buying capacity in 
order to secure jobbers’ rates. What is really done is to set up a 
co-operative organization which virtually serves the purpose of a 
jobbing house for them. 

Another form of co-operation is that illustrated by the United 
Store Association, which designs to take over for a series of retail 
stores in various lines some of their common functions, performing 
them on a co-operative basis, and, presumably, more cheaply and 
more satisfactorily than they can be performed by the individual stores. 

Still another form of co-operation, whi( h already has been men¬ 
tioned, is that in which the consunier shares in the profits of the 
retail concern, gradually e.xtending its oiicrations backward from the 
retailer through successive steps of distribution or even into the pro¬ 
duction. This form of co-operation, which is so well known in con¬ 
nection with various European enterprises and particularly with 
enterprises in Great liritain, has not gone very far in this country. It 
is in this field that we may look for very important developments 
within a comparatively few years. 

The chain store, the mail-order house, and the co-operative 
enterprise have not yet shown what position they are to occupy in the 
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retail distributio/i system of the United States. As nearly as one 
can judge from present conditions and methods, it seems probable 
that all three have only begun their growth, and it seems to be a safe 
forecast that at least the chain store and some forms of co-operative 
enterprise will very soon become extremely important competitors of 
the “regular” retailing system. 


See also 254. Concentration in Marketing. 

.u8. coMrb'irno.N and fair fricf;- 

The old theory of value was that exery article had a just price; 
that the buyer would naturally try to p.ay le.ss than that price, the 
seller to exact more; that whichever man succeeded g.dned a slight 
earthly .advantage at corresponding peril to his soul —this peril being 
especially great in the case of the seller, beiausc he w.as usually more 
skilful than the buyer and xvas likely to make this unfair gain a means 
of livelihood. For the double |)mposcof protecting the buxer against 
dangers in this life and the seller against dangers in the life to come, 
it was habitual for the authorities to fix prices on many of the articles 
of common use, and to exac t sex ere penalties for any xariation from 
these prices. If the authorities thought that a loaf of bread ought 
to cost two pence, they set the price accordingly and cut off the 
ears of the offending baker xvho should imdeitakc to charge more. 
Of course the result of this w,is to fix the price at two pence. No 
baker was going to jeopaidi/.e his soul's salvation and his ears at the 
same time. 'I’he effec t of (his loxv price was that the consumers used 
bread as freelv .as before, instead of economizing it; and after a few 
weeks in place of the slight deficiency of siqiply which xv.as lending 
to cause the increase in price, the community found itself face to Face 
with an actual scarcity of the necessaries of life, d'he artificial 
system of price regulation had intensified the very evil that it was 
intended to prevent. 

This experience with sales and prices was the b.asis of (he prinei])le 
of competition, which has taken such a hold on modern industrial life. 
If the goods arc scarce, we let the buyers bid .against one another, 
holding that by this process of selection we shall put such supplies as 
w'e hax e in the place where they are most urgently needed, and shall 

‘ .Adiipleci by [^cMmi^^ioll fioni .\. I' ll.i.llc'y, Freedom and Responsilnlil\ 
pp 117-ii. (Clucrlc's Si riUnci’s Scuxs, 1903. Acitlior’s copyright.) 



stimulate real economy in the use of the article by the temporary 
increase in its price. If the seller thus obtains a considerable gain, 
we regard this gain as fairly due to his foielhought in providing the 
market with a supply of gr)ods wliieh would otherwise h.ue been 
absent; and vve interfere only when, by some conibitialion or mo¬ 
nopoly, he has produced an aitilinal siarcity instead of hel|)ing to 
meet one whic h already existed from natural causes. We believe also 
that the best remedy for a scarcity is to stimulate competition on the 
part of other producers who will devote their energies toward bringing 
new supplies to market, and who, if the scan ity is widespread or long 
(ontinued, will invest new lapital in tire pnxhu tion of the goods thus 
uigently needed. Wc behexe that the exceptional profit which these 
producers obtain until the cielii ienev of sup|)|\ has been made good 
is but a natural and noimal means of stimul.itmg them to the utmost 
c.xertions in making good the cielicieiuy and of lewarchng them for 
their foresight in doing it rightlv. 

There can, I think, be no reasonable doubt that the world is far 
lietter serx-ed under this competitixe system than under anv other 
system of industrial ley'ulation which has hitherto been tried. The 
eiTect has been so marked that modern law--thc Mnglish lirst and the 
c.ontincntal afterward—has gradually adjusted itself to tlic con¬ 
ception that prices should be let alone wherever competition can 
regulate them; tliat a piice obtained in open niaikct, xvithout fraud 
or artificial monopoly, is ip!,o facto a fair price, and that a man does 
no xvrong to those xx ith whom he deals if he Intys as c he.iply as he c an 
and sells as dearly as he can. These legal ])rinciples have been re- 
llected in our ethical conceptions. We assume lliat a competitixe 
price is a morallx jent price, that what a man can obtain for an artic le 
in open market at the moment represents its present value, and that 
the average price which he can obtain in the long run represents its 
true or permanoiU xaluc. We believe that under ordinary conditions 
the business man docs his duty by tiie cominunity if lie observes the 
rules of the game of competition, as tlius laid clown; because by a 
general adoption of these rules the collective interest of the industrial 
community has been well served. 


See also 102. Competition Places the Individual. 
249. Inheritance and Competition. 

402. Defense of iMisscz-fairc. 

403. Criticisms of Laissez-faire. 
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D. An Estimate of the Worth of Competition 
349 - COMPETITION DOES NOT WORK PERFECTLY* 

Formerly it was the rule in treatises on Political Economy to attrib¬ 
ute the following virtues to competition: 

1. Competition adapted production to consumption, and thus 
maintained the economic equilibrium. 

2. It stimulated progress by the emulation to which it gave rise 
among competing industries, the unfit being ruined and thus elimi¬ 
nated. 

3- It caused a steady lowering of prices, thus resulting in cheapness, 
to the great advantage of all, especially the jroorer classes. 

4. It gradually equalised conditions, reducing profits and wages 
to practically the same level in all industries. 

Today this enthusiasm has slightly cooled down. Closer observa¬ 
tion of facts, and the actual results of freedom have not justified this 
optimistic faith. We have come to realize that the system of com¬ 
petition is no more, as it is no less, natural and spontaneous than many 
other forms of organization which preceded it family industry, for 
e.xample, or the caste, or the guild system—for these, also, were the 
natural outcome of historical evolution. As for its beneficent effects, 
they are somewhat questionable. We recogniz.c, on the contrary: 

1. That so faras the equilibrium betrveen production and wants is 
concerned, competition ensures it only in a very irregular manner, if 
it does not even at times imperil it. 

2. That if free com|)etition as a rule stimulates producers by the 
spirit of emulation which it maintains among them, it hampers them 
in other ways—c.g., as regards the quality of the goods. 

3. That free competition does not always ensure cheapness and 
sometimes may even provoke a rise in prices. True, wherever com- 
petion has free play, it tends to bring down the value of all articles 
to the level of cost of production. But how docs it do this ? By two 
consecutive acts: (a) by increasing the number of producers, {b) by 
causing a fall in prices owing to the struggle which takes place among 
them. Now, very often, the first elTect only is produced, and that to an 
extent far beyond wdiat is re(|uircd. The second docs not take place; 
for the new additional producers come to an understanding, tacit or 
otherwise, with the old, to raise the price to a level which will allow 

■Adapted by permission from Charles Gide, Polilical Economy, pp. 134-38. 
(D. C. Heath & Co., 1913.) 
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them all to make a living. Thus only the hurtful effect of competition 
remains. 

4. Competition does not necessarily equali.se profits and fortunes, 
since it is after all a veritable war, giving victory to the strong by crush¬ 
ing the weak. It is in countries like the United States, where indus¬ 
trial competition is in full force, that the most colossal fortunes arc- 
made. 

5. Finally, the most curious and unexpected result of all is that the 
state of competition is not a stable state. Fxpcnence shows that it 
tends to destroy itself by giving birth to monojioly. For, by the 
very act of eliminating small, in favour of large, underl.ikings, it 
encourages the growth of giant enterprises which aim at suppressing 
all competition. 

3SO. CO.\IPETITION FAULTY AS A REGULATOR OF PRICES' 

During the same time that competition has teased to control 
quality, there has been a break-down of competition in the control of 
prices. This is now admitted for the so-called public utilities. So 
far as interstate commerce is concerned, the price is fixed by the rail¬ 
road and controlled by the Interstate Commerce Commission. \\ itliin 
many of the states, the prices are fixed by the corporations but may 
be modified by the commissions. 

In cities the street car lines, gas companies, and electric conqianies 
each have a monopoly in a given city, or the two or more agree upon 
identical rates. Competition has ceased to control prices. Where 
prices are controlled, it is through a public utilities commisMon. 

Just as there has been a complete collapse in competition in prices 
for railroad transportation and city utilities, so theie has been com¬ 
plete collapse in charges for communii ation. The post-office is a 
public monopoly; the rates are fixed. The telegraph business of the 
country has become consolidated into two great corporations the prices 
of which are identical. The teleiihone business is now mainly under 
the control of a single corporation. 

Closely allied to the natural monopolies are the great companies 
which for each industry are controlled by a single organi/atioii or by a 
number of organizations working together under open or secret agree¬ 
ments or understandings and not competing in price. Here arc in¬ 
cluded anthracite, steel, oil, beet, whisky, sugar, and other great 

‘ Ad.iplc(i by permission from C. R. Van Ilisc, Concentration and Control, 
pp. 78-83. (The Macmillan Co., 1914.) 
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industries. When prices are maintained at the same level for a 
decade during times of panic and great expansion alike, it is certain 
that competition has ceased to control adequately prices for iron 
products. The same applies to anthracite, oil, and many other com¬ 
modities. 

To a large extent competition has ceased adequately to control the 
prices for many articles not in great combinations, and this is true 
both in the wholesale and the retail businesses. The various associa¬ 
tions of business men have, as one of their chief purposes, the main¬ 
tenance of prices. Many articles which are protected by patents or 
trade marks are sold to the dealers only on condition that the prices 
fixed by the manufacturer shall be maintained. The manufacturer of 
a definite automobile apportions the country into districts and requires 
of the dealers in each of the districts that the prices fixed by the manu¬ 
facturer shall be charged. The .same thing is true of hundreds of 
articles, from sewing machines to talking machines, and so on down 
to an atomizer. In this class of trade tliere is competition to a certain 
extent between the different manufacturers; there is no competition 
between the tradesmen selling the same articles. 

But this does not indicate anything like the extent to which com¬ 
petition in price has disappeared. 'J'lic retailers in a given city or 
community have an association either formal or informal, and there 
is among the members a definite underslanding that prices shall be 
maintained. _ 

See also 253. The Economic Advantages of Concentration 
292. Unfair Methods of Competition. 

293 99 on The Trust. 

351. THE TENDENCY TO EVER LOWER LEVELS 
A' 

What is competition from the point of view of the workman ? It 
is work put up to auction. A contractor wants a workman; three 
present themselves. “How much for your work ?” “Half a crown; 
I have a wife and children.” “Well; and how much for yours?” 
“Two shillings; I have no children but I have a wife.” “Very well; 

■ Taken by permission from Louis Blanc, Organisalion dn travail, as trans¬ 
lated by J. S. Mill in his "Chapters ok Socialism,” Fortnightly Ra'itrui, XXXI 
(1879), 229-31. 
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and now how much for you ?” “One and eightpence are enough for 
me; I am single.” “Then you shall have the work.” It is done; 
the bargain is struck. And what are the other two workmen to do ? 
It is to be hoped they will die quietly of hunger. But what if they 
take to thieving? Never fear; we have the police. To murder? 
We have the hangman. As for the lucky one, his triumph is only 
temporary. Let a fourth workman make hi.s appearance, strong 
enough to fast every other day, and his price will run down still 
lower; there will be a new outcast, a new recruit for the prison 
perhaps I 

B- 

What is meant by saying that unguarded competition tends to 
lower the moral .sense of a business community ? This law—for 1 
suppose in the ordinary acceptance of that term the statement here 
presented may be called a law of tendencies—is not of equal applica¬ 
tion to all forms of business. Wherever the personal element of a 
service comes prominently into view, and the character of the agent 
rather than the quality of the goods is forced into promincni e, 
probity has its market value and honesty may be the best policy. 
But in the commercial W'orld as at present organized, where the pro¬ 
ducer and consumer seldom come into personal contact, the moral 
arrangements followed in the [rrocess of [rroduction are not |)ermittcd 
a moment’s thought. All that is considered by the purchaser is the 
quality and price of the goods. Those that are cheap he will buy, 
those that are dear he will reject; and in this manner he encourages 
those methods of production that lead to cheapness. 

There are, of course, exceptions to this rule. Some men, for 
e.xample, will not wear “dollar-.shirts,” preferring to buy the material 
and sec to it that living wages are paid in the making. That is, they 
declare a private boycott against the great establishments, because 
the shirts there made do not fit their consciences. An apparent 
e.xccption also is found in the fact that, in almost any line of bmsiness, 
a few men are able to maintain themselves in the face of fierce com¬ 
petition by giving greater attention to the quality of goods than to the 
price at which they may be placed upon the market; for there is a 
limited number of purchasers who understand that quality is an 
element of cheapness. Under such conditions it is possible for the 

‘Taken by permission from H. C. Adams, “The Relation of the State to 
Industrial Action,” PiibUcalion of the American Economic As^ocialum, I (1886- 
87 )» 503-4. 
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producer to incline to the leadings of his moral instincts in business 
affairs. 

But these exceptions do not vitiate the rule laid down. There 
must be substantial uniformity in the methods of all producers who 
continue in competition with each other. Each man in the business 
must adopt those rules of management which lead to low price, or he 
will be compelled to quit the business. And if this cheapness, the 
essential requisite of l)usiness success, be the result of harsh and inhu¬ 
man measures, or if it lead to misrc[)rcscntation and dislionesty on the 
part of salesmen or manufacturers, tlic inevitalrle result will be that 
harsliness and inhumanity will Irccome the essential condition of 
success, and business men will be obliged to live a dual existence. 

,?52. HAS CO.MPETniON RETARDED INDUSTRIAL PROGRESS ?■ 

As to tile sudden industrial progress which has been achieved 
during our own century, and which is usually ascribed to the triumph 
of individualism and comi>etition, it certainly has a much deeper 
origin than tliat. Once the great discoveries of the fifteenth century 
were made, especially that of the pressure of the atmosphere, sup¬ 
ported Ijy a scries of advances in natural philosophy—and they were 
made under tlic mediaeval city organization—once these discoveries 
were made, the invention of tlic steam-motor and all tire revolution 
which the (onquest of a new power implied, had necessarily to follow. 
If the mediaeval cities had lived to bring their discoveries to that 
point, the ethical consequences of the revolution effected by steam 
niiglit liave licen different; but the same revolution in technics and 
science would inevitaldy have taken place. It remains, indeed, 
an open ciuestion whether the general decay of industries which 
followed tile ruin of the free cities, and was e.specially noticeable in the 
lirst part of the eighteenth century, did not considerably retard the 
appearance of tlic steam-engine as well as the consequent revolution 
in arts. W'licn we consider the astounding rapidity of industrial prog¬ 
ress from tlic iwclftli to tlie fifteenth centuries—in weaving, working 
of metais, arcliitecture, and navigation—and ponder over the scien¬ 
tific discoveries which that industrial progress led to at the end of the 
fifteenth century, we must ask ourselves whether mankind was not 
dclaj’cd in its taking full advantage of tliese conquests when a general 

‘Taken by pcrniisbion from P. Kropotkin, ^futual Aid, a Factor of Evolution, 
pp. 297-98. ( I'lie McClure Co., 1907. Copyright by Alfred A. Knopf, Publisher, 

1917-) 
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depression of arts and industries took plare in Europe after the decay 
of mediaeval (i\ ili/,ation. Surely it was not llie ilisappcarance of Uie 
artist-artisan, nor the ruin of larye cities and the extinction of inter¬ 
course between them, which could Ia\or the industrial revolution; 
and we know indeed that James Watt spent twenty or more years of 
his life in order to render his invention scrxiceable, because he could 
not find in the last century what he would have readily found in 
mediaeval Florence or lirupgc, that is, the artisans ca|ialile of reali^in^ 
his devices in metal, and of ftivini; them the artistic limsh and precision 
which the stearn-cni;inc rc(|uires. 

To attribute, thercfoie, the industrial proftress of our century to 
the war of each against all whii h it has proclaimed, is to reason like 
the man who, knowing not the causes of rain, attributes it to the vii tini 
he has immolated befoie his cla\ idol. For industrial progicss, as foi 
each other conejnest oxer nature, mutual aid and close intenourse 
certainly arc, as they have been, much more adxantageous than 
mutual struggle. 

3 S3. THE SOCIALISTS’ INniCrMF.N'l’ OF COMPETITIVE 
SOCIETY' 

What are the chief counts in the indictment brought against 
capitalism ? Apple ing first the touchstone of elfn lency in the produc - 
tion of material goods, it is cliargcd that the com|)c'titivc system has 
lan.cntablv failed. The proxision of sociel_\'s rci|uiremcnts as a hy- 
prodiu t of mdixidual .self-seeking has broken down. Private profit 
is far from coim idmg xvitli social gain. 

In the first place, it is charged, lai^scz faire breaks doxvn in that 
wide range of cases where utilities of undeniable importance are not 
provided because incapable of [irivalc apprcgiriation and sale. The 
importance of forest preservation for conserving moisture is undeni¬ 
able. But climate and rainfall cannot lie packaged and tralTicked in, 
and so our forests are swe[)t down by axe and fire. A lighthouse might 
he absolutely essential on some dangerous promontory, but profit- 
making enterpri.se would halt if circumstances made it impossible to 
collect a toll from benefited ships. 

Even more serious is the loss entailed when the lure of profit 
attracts too large, rather than too small, a proportion of the com¬ 
munity’s working forces into particular channels. Conservalixe 

■Adapted by permission from 0 . D. Skelton, Socialism: a Critical Analyse. 
pp. ji-39 (Copyright by Hart, SchalTher & Marx, ipn.) 
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trust apologists have helped radical socialist critics to make the 
wastes of competition a commonplace in our thinking. The middle¬ 
man is again under suspicion, as in the days when forestallers, engross¬ 
ers, and regraters troubled the common weal. The contrast between 
the planless distribution of milk by a score of competing dealers serv¬ 
ing a single street, and the systematic distribution of mail by a central 
authority, has grown hoary in socialist service. Espctially in the 
field of public utilities, where increasing returns are the rule, the waste 
of competition is obvious—in parallel r.ailroads, rom]ieting g.as com¬ 
panies, duplicated electric light or power plants. 

Competitive .sclling-iosts bulk very large in the “cost of produc¬ 
tion” of all commodities. This is clearest in the case of advertising. 
To a varying extent modern advertising is doubtless informative, 
guiding and stimulating the xiants of customers. But for the most 
part it is merely competitive, catering to e.xisting wants. Con- 
serx'ative economists estimate this waste as half the selling-iirice in 
many lines. In great part the work of olTice force and field force is 
equally void of social utility. Nor is the waste ended when the deal 
is closed, the ('hicago manufacturer may have sold his goods in New 
York, and the New York manufacturer in Chicago, so that the item 
of cross-freights, serious in bulky wares, is still to be reckoned. For 
further details of competitive waste, we have only to consult the 
latest trust prospectus. 

Nowhere, the indictment continues, does capitalism break down 
more consjiicuously than in the equilibration of demand and supply. 
Production in competitive society is planless and anareliical. Hap¬ 
hazardly scattered producers prcqiare to meet the guessed ;it demands 
of world-wide consumers. The adjustment is never exact At times 
it fails utterly in the periodical crises which throw the industrial 
mechanism hopelessly out of gear. “Commerce is at a standstill, 
the markets are glutted, hard cash disappears, factories are closed, the 
mass of the workers arc in want of the means of subsistence.” 

The case for competition is no more favorable when we turn from 
quantity to quality of products. “Adulteration is a form of com¬ 
petition,” was the frank apology olTercd by John Bright. The 
advance of science and original sin has made it possible to counter¬ 
feit almost every article of common use, the more easily because of 
lack of experience of the final purchaser. Even in Tennyson’s day 
“chalk and alum and plaster were sold to the poor for bread,” and 
the wooden nutmeg has rechristeiled a state. But the amateur 
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and unsophisticated efforts of half a century ago pale before the 
accomplishments of today— the red-raspberry jam which once was 
gelatine, aniline, and timothy seed, and ])runc-juice and fusel oil 
masquerading as whiskey, tlie chicory in the cortoe and the pea-hulls 
in the chicory, the artificial oils in the llavoring extracts, the labels we 
drink at champagne prices, the shoiUly we are clothed in and the 
paper soles we walk on, the “Corot” on our walls with its paint 
scarce dry. 

Nor is it only in the selling of commodities that this fraud is 
charged. “The genius of graft,” declares a socialist satire, “mani¬ 
fests itself in nearly all branches of human activity. Wherever 
something can be got for nothing, wherever a pinch or a s(|ueczc of 
c.xtra profit can be made in a transaction, wherever falsehood can he 
made to do duty for truth, a pretense for accomplishineiit or service, 
there is obsersed a mctamorjihosis of the protean genius of Graft"— 
the petty graft of the hatkman or waiter, of the loan shark or the 
quack physitian or the shjster lawyer, of the fake in,stalment trade 
or diploma factory. 

Even where the quality of the wares is honest enough, they have 
lost all scmlilancc of art or seemlincss. The craftsman’s pride in his 
work has given |)ia(C to the profit-monger’s preoccupation with his 
ledger. 

Financial fraud is rated more serious even than commercial. .\s 
credit and corporations count for more and more, the openings for 
manipulation widen. The way is clear for promotion, running the 
gamut from the downright swindle of the cont-a-sharc mining com¬ 
pany to the honest graft of a respectable over-capitalization. 'J’he 
company once formed, the dixergence of interest between director 
and shareholder, temixirary controller and permanent owner, tempts 
to all the thousand and one devices of manipulation. 

So much for the elliciency of the competitive .svslem as a means 
of producing the greatest possible amount of useful material goods. 
Rated even in terms of goods and gear it is condemned. What is 
the loss and gain computed in terms of human life, what the condi¬ 
tions under which the mass of men labor to produce this wealth, what 
their share in the product and the consequent measure of material 
comfort and well-being attainable? Here the indictment becomes 
more serious and more passionate. 1‘or the vast majority, it is urged, 
competition and capitalism spell misery and failure, a precarious 
lifelong battle with hunger, stunted and narrowed development, 
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premature death or cheerless old age. Considering the condi¬ 
tions under which men earn their living, the socialist finds the 
majority sunk in “wage slavery.” The capitalist’s control of all the 
opportunities of labor gives him power more tyrannous than the slave¬ 
owner of old ever held. No legal bond compels the modern workman 
to labor for his masters, but the monopoly of tlie means of livelihood 
is stronger than any parchment right. The main difference between 
the old and the new slavery is that the modern slave-driver is under 
no obligation to keep his “hands” from starving. It is for the capi¬ 
talist, and the capitalist alone, to decide when and where work shall 
be begun, who shall and shall not be employed, what the manner of 
working shall be. It is not only from lack of freedom that the modern 
workman suffers. The work which he docs at another’s bidding is 
drearily monotonous work, 'i'he factory system means for the average 
workman cramping and dispiriting routine, a pitifully limited horizon, 
the repression of all latent power not needed for the mechanical 
day’s work. Individuality is sacrificed on the altar of efikient pro¬ 
duction. 

The factory system not only robs the workman of freedom and of 
interest in his task, the arraignment continues, but subjects him to 
exhausting and dangerous toil. The long hours which the greed for 
dividends wrings from the workers use u]) every ounce of vitality, 
prexent that rounded development which can come only with moder¬ 
ate leisure, and wear life out at such a rate that at fifty the victim 
must be discarded for a younger man, scrapped like outworn ma- 
cliincry. The danger of fatal or crippling accident is exer present, 
with small possibility of redress against the battalioned laxvycrs of the 
employer or liability conijiany, and xvith certainty of distress and 
jirixation for the family whose breadwinner is lielpicss. 

Eciually dangerous in the long run are the artificial and unsanitary 
conditions which prevail in the crowded factory. 

For all die exhausting rigor and tlie gray monotony of his toil, 
the workman’s greatest fear is lest he should lose it. Worse than 
want is the constant dread and fear of want, the harrowing insecurity 
caused by the perpetual menace of unemployment. 

And for this unremitting, maiming, and precarious toil, what share 
falls to the workman when the time for the distribution of the joint 
product comes? What possibilities of decent and comfortable liveli¬ 
hood are placed at his disposal ? So small a share, it is charged, that 
for the mass of the workers the existing order means lifelong poverty. 
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What wealth b produced is distributed with gross and incredible 
unfairness. To the few, untold millions are given, unlimited com¬ 
mand over the lives and services of their fellows, opportunity 
for boundless luxury and maddening display; to the manv, a starving 
pittance which barely holds body and soul together, and shuts out all 
hope of development and culture. 

What is the effect of competitive industrialism on mor.al life? 
Here again the tally against capitalism is marked deep in the socialist 
stick. “Next to intemperance in the enjoyment of intoxicating 
liquors,” declares Engels, “one of tlie principal faults of English 
workingmen is sexual license. But this too follows with relentless 
logic, with inevitable necessity, out of the position of a class left to 
itself, with no means of making fitting use of its freedom. The 
bourgeoisie has left the working class only these two |)leasuics, while 
imposing upon it a multitude of labors and hardships, and the conse¬ 
quence is that the workingmen, in order to get something from life, 
concentrate their whole energy upon these two enjoyments, carry 
them to excess, surrender to them in the most unbridled manner." 

And then society adds insult to injury by blaming on the indi¬ 
vidual the lapses its own perveise social arrangements have caused. 


See also 9. Planlessness and Conflict. 

91. Some Criticisms of Commerce. 

139-140 on Some Defects of the Pecuniary Order. 

203. Economic Insecurity of the Worker. 

354. HAS COMPETITION OUTLIVED ITS USEEULNKSS ?■ 

Every one of us is a competitor in several or many fields, while he 
is at the same time a member of various co-operating groups: and— 
what seems somewhat surprising —we are likely to compete with the 
very persons with whom we co-operate. Eor example, every impor¬ 
tant branch of trade has a rather elaborate system of co-operation, 
including associations, trade-journals, price agreements, and the like; 
yet it is among those who follow the same trade that competition is 
most severe. Again, here is a factory full of operatives joined 
together in a labor union for the furtherance of common interests; 
yet they inevitably compete among themselves for reputation as work¬ 
men and advancement in grade, for office or influence in the union, 

‘Adapted by permission from C. H. Cooley, “Personal Competition,” 
^imomk Studies, IV, 95-99- (American Economic Association, 1899.) 
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and probably in many ways not directly connected with their work. 
It is the same with any active group. 

Because it requires intelligence and energy, because it is difficult, 
intelligent co-operation always lags behind the need for it; and we 
have the rule that competition once set up is likely to persist beyond 
the point where it ought to be dispensed with. Owing to this fact it 
is, in our own time, not only intense, but quite often excessive: it 
continues when it might better yield to co-operation. When the 
selective process has performed its function, when it has answered 
the question, what is the fittest, as well as it can, it ought to cease 
and give place to organization. To prolong it beyond this point is 
wasteful and destructive; the principle involved being the same 
as that rule of humane warfare which declares that the sacrifice 
of life ought not to continue when the result ceases to be doubtful. 
The failure to cease is an evil characteristic of a time like the present, 
when the work of breaking down obstructive organization, the outworn 
machinery of the past, has been pretty well accomplished, and the time 
for reorganization has arrived. During the breaking-down period the 
great need is to introduce the competitive principle; but when this 
has been achieved, and the building-up period has set in, the great 
need is to check it. If we look about u.s we see almost evcrj where a 
condition of disintegration, of working at cross purposes, which gives 
much color to the views of those who charge the age with “anarchical 
individualism” and call for repressive control. In almost every 
branch of trade competing agencies are multiplied beyond what is 
iieccssary or economical; there seem to be too many small groceries, 
drug stores, hardware stores, shoe stores, restaurants, and the like; 
that is, the goods they supply could be furnished cheaper if the same 
energy were concentrated upon fewer establishments. It is well 
known that more railroads have been built, in many instances, than 
there is any need for, and the rate-wars that frequently take place 
have been shown to be injurious to the public, as well as to the stock¬ 
holders. We hear also that there are too many small churches, too 
many small colleges, and so on. 

This state of things is slowly working its own remedy; the tend¬ 
ency, the current, is clearly toward organization. This is decidedly 
a time of “getting together,” though the results so far achieved are 
small compared with what is needed. It is surprising to note the 
number and variety of conventions that take place in one of our larger 
cities during the summer months. I'rom the advancement of science 
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to bill posting, almost every reputable occupation seems to have 
general interests which require the attendance of delegates at an 
annual meeting; not to speak of the hundreds of social and benevolent 
societies. The rise of department stores, tlie multiplication of private 
industrial corporations, and the formation of trusts are, of course, 
an outcome of the same tendency. Organization, since it brings 
power and success, is coming rapidly; and the very process of its 
coming introduces a new set of problems, problems of symmetry in 
growth. Some forms of organization, like the private corporations 
just mentioned, outstrip other forms which arc required to balance 
or control them—legislation, for instance, administrative machinery, 
economic science, trades union.s—and we have an overweening growtli 
of power, which gives rise to much wrong, much protest, and to 
extravagant projects of reform In this lack of symmetry, this 
narrowing of contemporary development into a few (hanncls while 
others are almost dried up, is to be found the cause of many if not mo^t 
of the evils characteristic of our time. 

355. THE BRIEl', INCOMIT.ETE REKfN OF COMPETITION' 

It would be a great misconc e|)tion of the actual course of human 
affairs, to suppose that competition e.xercises in fact unlimited sway 
I am not speaking of monopolies, either natural or artificial, or of an\ 
interferences of authority with the liberty of produc tion or e.xchange 
I speak of cases in which there is nothing to restrain competition, 
no hindrances to it either in the nature of the case or in artificial 
obstacles; yet in which the result is not determined by competition, 
hut by custom or usage; competition either not taking place at all, or 
producing its effect in quite a diffeient manner from that which is 
ordinarily assumed to be natural to it. 

Competition, in fact, has only become in any considerable degree 
the governing principle of contracts at a comparatively modern period. 
The farther we look back into history, the more we see all transactions 
and engagements under the influence of fixed customs. 'I'he reason 
is evident. Custom is the most powerful protector of the weak against 
the strong; their sole protector where there are no laws or government 
adequate to the purpose. Custom is a barrier which, even in the most 
oppressed condition of mankind, tyranny is forced in some degree to 

1 Adapted by permission from J. S. Mill, principles oj PolUical Economy, 
Vol. I, Book II, chap. iv. (D. Appleton>& Co , 1803.) 
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respect. To the industrious population, in a turbulent military com¬ 
munity, freedom of competition is a vain phrase; they are never in a 
condition to make terms for themselves by it; there is always a master 
who throws his sword into the scale, and the terms are such as he 
imposes. But though the law of the strongest decides, it is not the 
interest nor in general the practice of the strongest to strain that 
law to the utmost, and every relaxation of it has a tendency to become 
a custom, and every custom to become a right. Rights thus originat¬ 
ing, and not competition in any shape, determine, in a rude state of 
society, the share of the produce enjoyed by those who produce it. 

Prices, whenever there was no monopoly, came earlier under 
the influence of competition, and are much more universally subject 
to it, than rents: but that inllucnte is by no means, even in the present 
activity of mercantile competition, so absolute as is sometimes assumed. 

The wholesale trade, in the great articles of commerce, is really 
under the dominion of competition. There, the buyers as well as 
sellers arc traders and manufacturers, and their purt bases are not 
inlluenced by indolence or vulgar lincry, but are business transactions, 
In the wholesale markets, thciefore, it is true as a general proposition 
that there arc not tw'o prices at one time for the same thing: there is at 
each time and place a market price, which can be quoted in a price- 
current. But retail piTe, the price paid by the actual consumer, 
seems to feel very slowly and imperfectly the effect of competition; 
and when competition docs e.xist, it often, instetid of lowering prices, 
merely divides the gains of the high price among a greater number of 
dealers. The influence of competition is makitig itself fell more and 
more through the principal branches of retail traclc.iti the large towns; 
and the rapidity and cheapness of transport, by making consumers 
less dependent on the dealers in their immediate neighbourhood, are 
tending to assimilate more and more the whole country to a large 
town: but hitherto it is only in the great centres of business that retail 
transactions have been chiefly, or even much, determined by com¬ 
petition. Klsewhere it rather acts, when it acts at all, as an occasional 
disturbing influence; the habitual regulator is custom, modified from 
time to time by notions existing in the minds of purchasers and 
sellers, of some kind of equity or justice. 

In many trades the terms on which business is done are a matter 
of positive arrangement among the trade, who use the means they 
always possess of making the situation of any member of the body 
who departs from its fixed customs, inconvenient or disagreeable. It 
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is well known that the bookselling trade was, until lately, one of these, 
and that, notwithstanding the active spirit of rivalry in the trade, 
competition did not produce its natural effect in breaking down the 
trade rules. All professional remuneration is regulated by custom. 
The fees of physicians, surgeons, and barristers, the charges ol 
attorneys, are nearly invariable. Not certainly for want of abundant 
competition in those professions, but because the competition oper¬ 
ates by diminishing each competitor’s chance of fees, not by lowering 
the fees themselves. 

Since custom stands its ground against competition to so con¬ 
siderable an extent, even where, from the multitude of competitors 
and the general energy in the pursuit of gain, the spirit of competition 
is strongest, we may be sure that this is much more the rase where 
people are content with smaller gains, and estimate their pecuniary 
interest at a lower rate when balanced against their ease or their 
pleasure. I believe it will often be found, in Continental Turope, that 
prices and charges, of some or of all sorts, are much higher in some 
places than in others not far distant, without its being possible to 
assign any other cause than that it has always been so: the customers 
are used to it, and acquiesce in it. An enter|)rising coni])etitor, with 
sufficient capital, might force down the < harges, and make his fortune 
during the proi ess; but there arc no enterprising competitors, those 
wl’.o have capital [rrefer to leave it where it i., or to make less profit 
by it in a more (|Uiet vv.ay. 

356 COMIT'ITITIO.V NOT RTSl’ONMIil.l-: TOR MANY ICVlbS 

A' 

An open market is the presupposition of competition. Competi¬ 
tion, as a wholesome law, means no more than the adjustment of the 
terms of production and of exchange to eai h other over a i ertain area, 
so that each shall have the advantage and render the service that, from 
the nature of the case, belong to it. Competition does not create 
the productive forces, but assigns their relation in reference to each 
other. The accidents of trade and the tricks of trade and the com¬ 
binations of trade, which prevent a genuine expression of the facts 
involved, constitute no part of competition as an economic law, 
any more than a he is a constituent of the narrative in which it is 
embodied. A productive territory, fully represented, is the essential 

‘Adapted by permibbion from John Hascom, Social Theory: A (Iroitping of 
Social Facts and Principles, pp. 145-54.' (Thomas V Croweli & Co , 1895.) 
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notion of a market. Any limitation is so far a loss of a market. If 
bad weather prevents the usual attendance in the public square of a 
city of those who supply it with vegetables, the market, to that 
degree, fails. If bad roads render this light attendance frequent, the 
economic forces involved are correspondingly straitened. Compe¬ 
tition alone does not sufTicc to cure the evil. The broader conditions 
of civilization which enclose it are at fault, and demand correction. 
.As a matter of fact, there are comparatively few complete markets. 
We arc constantly, therefore, giving an ideal completeness to the law 
of competition which docs not belong to it. It would possess this 
perfection only if the way had been perfectly prepared for it. If we 
wish competition to become an aderiuatc and beneficent force, we 
must intermeddle with it; we must provide tlic suitable conditions 
under which it takes full effect. 

Not only is any given market seldom ailequatc, it is seldom open 
l!y an open market wc undeistand one that gives free admission to al! 
economic forces, and e.xcludcs all others, Deception and restriction 
of all sorts set aside considerations which should guide purchase and 
sale, or introduce considerations which are not pertinent to them. 
'I he open market discloses the facts in the case, and leaves the adjust¬ 
ment of prices to them. Competition which conceals or distorts the 
facts is no more a Law of production than arc theft and violence. 

An important and unfortunate limitation of comiietition arises 
from the ignorance of those e.xtremely poor, and from their narroev 
lesourccs. The poor arc not good buyers, nor do they buy at the 
best places. The kinds of goods they can purchase are so inferior, oi 
the amount called for is so small, or tlreir credit is so limited, or tlu 
range of their knowledge is so restricted, or tlreir diflidence and distrust 
arc so great, that they buy almost e.xclusivcly in poor localities al 
exorbitant prices. Even in large commercial cities, there are certain 
streets and sections where rales have little to do with the current cost ol 
goods. This tendency to a jratient submission to hard terms is en¬ 
hanced by national and clannish irredilections. Customs which in the 
outset completely rule prices never wholly give way in the lower classes. 

B' 

Man has not succeeded in regulating the productiveness of all 
industries. Agriculture is affected by every variation in the weather 

'Taken by permission from G. de Molinari, The Society of Tomorrow, pp. ni¬ 
ls (G. P. Putnam’s Sons, 1904.) 
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and all sorts of epidemic blights, but perfection of that branch of com¬ 
merce which is called speculation miglit doubtless palliate this varia¬ 
bility of the harvests. If the surplus of one season were withheld from 
the markets there would neither be an immediate glut and consequent 
collapse of prices, nor would the failuie of future sea.sons entail 
enhanced prices and insunicient su|)|ile. But, with imperfect means 
of storage and pre.servation, the in.sufliciency of, and too high rates 
on, capital subject as this is to the continual drain of unjrroductive 
governmental expenditure—with the great existing antijrathy to specu¬ 
lation, the regulative action of competition upon agricultural products 
is hindered by time, as it is harrassed by the custom-house in the case 
of other industries. 

Finally, we must remember our iusullicient knowledge of the 
\\orlds markets. When markets were limited to the territory of a 
lordship, a county, or a province, demand was praclictdiy stable, easily 
estimated, and production as readily adjustable. But such knowl¬ 
edge has become increasingly dillicult with every enlargement of areas. 
I'he need for it no doubt creates and mulliplies channels of informa¬ 
tion; harvest figures and estimates, statements of the visible stocks 
of corn, cotton, wool, sugar, etc., are flashed from one corner of the 
world to every other. But even if this system embraced every known 
article of production, and was perfected to the last conceivable degree, 
t!ie controllers of production would still be insulliciently instructed 
as to every local shortage or surplus. That information can only be 
obtained by absolute knowledge of the average profit in exery branch 
of production, and such information is unobtainable until impersonal 
organizations monopolize the entire production of the world. 


C 

In modern society competition is far from occupying the sphere of 
its natural action. Our laws run counter to it, at least in as great a 
degree as they favor its action; and when it is asked whether the 
inequality of conditions is owing to its presence or its absence, it is 
sufficient to look at the men who make the greatest figure among us, 
and dazzle us by the display of their scandalous wealth, in order to 
assure ourselves that inequality, so far as it is artificial and unjust, 
has for foundation conquests, monopolies, restrictions, privileged 

‘Taken from Frederic Bastiat, Harmonies oj Political Economy, pp. 283-84. 
(John Murray, i860.) • 
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offices, functions, and places, ministerial trafficking, public borrowing 
—all things with which competition has nothing to do. 


See also 174. Simple versus Complex Industry. 

175. Complex Industry Is Difficult to Regulate. 

176. Can We Control the Genie? 

357 - CO.MPE'flTION DEPENDS ON NO ONE MOTIVE' 

A very powerful source of the sentiment against competition and 
of the belief which many cherish that it cannot be a permanent fea¬ 
ture of social life, lies in its connection with personal ill-feeling. It is 
often said to be in its very nature anti-social, a state of war instead of 
a state of peace, generating hostile passions instead of sympathy and 
love. The bloody conllicts of our brute ancestors have been replaced 
by something less obvious and open but—so we are told-e(]ually 
bitter and destructive, morally speaking the same thing. 

Yet there is no incvitalde association between competition and 
hostility. In great measure the selective process operates with¬ 
out generating personal feeling. A young man, for e.xample, starts 
out in life with the purpose of following a certain profession—let us 
say the law. The experience of two or three years convinces him and 
others that he cannot succeed in this, and he makes his way into some¬ 
thing else. About half the graduates of our law schools are eliminated 
in this way, and the same sort of thing takes place in other trades and 
professions. But the process is gradual and the eliminating forces, as 
a whole, imiccrsonal; that is to sax-, the}' are too many, too intangible, 
to make an impression of wilful personal opposition. Disappointment 
may ensue, but not hatred; except in the case of weak and abnormally 
sensitive minds whose uncontrolled emotions lead them to ascribe 
every painful experience to the malignant purpose of others. So 
with commercial competition; a man’s trade gradually increases or 
declines; but there is seldom any one person who can be fixed upon as 
the cause. In fact, while admitting the existence of a great deal of 
competitive bitterness, I believe that most men look upon the social 
conditions under which they work very much as the farmer looks upon 
the weather and other natural agents. They may make or mar him, 
and he thrives or suffers accordingly, but there is no single person tc 
hold resi)onsible. 

'Adapted by permission from C. H. Cooley, “Personal Competition," Eco- 
nomk Sltidm, IV, 146-54. (American Economic Association, 1899.) 
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Moreover, open and declared opposition is not the thing most 
likely to give rise to hatred and jealousy. Where a conflict takes 
place under recognized rules and conditions whidi are observed by 
both parties, it does not necessarily give rise to bitter feeling, no 
matter how dangerous and destructive it may be. 

The conditions of the open market, like the conditions of the field 
of battle, are conceived of as part of the necessary course of things and 
do not, in fairly reasonable men, generate iiersonal hostility. Bitter¬ 
ness arises when there is, or is believed to be, something unfair, some¬ 
thing e-TCeptional, some infraction of the rules resulting in unjust 
discrimination. In fact, so far as my obsercation goes, it is among 
those removed from o|)en and equal competition that hatred and 
jealousy are most rife. 

It may be maintained that competition, when not unjust or 
destructive, promotes a broader social feeling. The free and open 
play of energy and puri'ose is calculated to arouse precisely that knowl¬ 
edge of others, and of the limitations which their life imposes upon ours, 
out of which a wholesome sympathy and a sense of justice must 
spring. Competition involves contact and usuall\' necessitates some 
degree of mutu.al comprehension. To siu cced one must understand 
o|>posing forces, and understanding is the beginning of sympathy. 

As regards the feeling under the influences of which competition is 
cai ried on, any motive whatever may be a motive to competition, 
from the basest fear or rage up to the noblest love, emulation, or sense 
of duty. There is no special class of feelings nr desires that is pecul¬ 
iarly competitive. All alike strive for success as they coiucive it. 
To be a man is to compete. Vivere mititare est. 

358. COMPETITION AND LMSSEZ I'AIRF. NOT SYNONYMOUS' 

In spite of the glaring weaknesses of the competitive system, and 
its undoubted waste of elTort, it is the belief of the liberal school that 
it is the most effective system yet devised—that it secures the greatest 
efficiency in the whole industrial machine. This belief rests upon a 
few well-known principles which only need to be restated. In the 
first place, every individual of mature age and .sound mind knows 
his own interest better than any set of public officials are likely to 
know it. In the second place, such an individual will, if left to himself, 
pursue his own interest more systematically and successfully than he 

* Taken by permission from T. N. Carver, Essays in Social Justice, pp. 155-57 
(Harvard University Press, 1915.) • 
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could if he were given his work and directed in it by any body of public 
officials. In the third place, if the public through its legal enactments 
and its executive and judicial officers effectively closes every oppor¬ 
tunity by which such an individual could further his own interest in 
harmful or non-serviceahle ways, he will then pursue his own interests 
in ways that are serviceable to the community. Finally, where every 
individual is left absolutely free to pursue his own interests in all 
ways that are serviceable, and where the degree of his well-being 
depends upon the amount of service which he performs, all will be 
spurred on by their own self-interest to render as much service as 
possible, and the whole community will then be served in the most 
effective manner possible, because all its members will be striving 
to serve one another in order to serve themselves. 

In applying this argument there arc two things which need to 
be observed but which are frequently overlooked. In the first 
place, it is no argument in favor of laissez jaire or the let-alone policy 
of government. On the contrary, it requires governmental interfer¬ 
ence with every non-serviceable line of activity which it is possible 
for the law to reach. In the second place, it is not a glorification of 
self-interest. It docs not even invoice in the slightest degree an 
approval of self-interest as a motive to action. 

In order to m.akc this an argument for laissez fairc, two additional 
assumptions are necessary: I, every individual is of mature age and 
sound mind; II, all human interests are harmonious. No advocate 
of laissez fairc has ever made the first assumption. Therefore allow¬ 
ance has always been made for the need of public direction in the care 
of children and persons of unsound mind—in all cases, in fact, where it 
is evident that the individual docs not know so well what is good for 
him as public officials do. But as the basis of the doctrine of laissez 
jaire there has always been the assumption of a natural harmony of 
human interests. With this assumption, the argument reaches the 
finality of a syllogism. 

Major premise. —Each individual of mature years and sound mind 
will pursue his own interests more energetically and intelligently when 
left to himself than when directed by any body of public officials. 

Minor premise.—Tht interests of each individual harmonize 
with those of the rest of society. 

Conclusion. —Each individual of mature years and sound mind 
will, if left to himself, work in harmony with the interests of the rest 
of society and work more energetically and intelligently than he 
would if directed by any body of public officials. 
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359. THE ENORMOUS DEMANDS UPON COMPETITION' 

The intensity of competition varies: (i) with the degree of personal 
iberty; (2) with the rate of sotial change; (3) inversely as the effi- 
■iency of the selective agents. 

The freer the individual, the wider his field of choice in determin¬ 
ing the social function, and the wider the field of choice, the more 
active must the selective process be in assigning him his place in it. 
Of a child born in British India, it can be predicted with some proba¬ 
bility what and where he will be thirty years hence, but a child born in 
.\mcrica may be anywhere or anything, almost, at the end of that 
time: no one would venture a guess. In the one case competition has 
little to do; in the other, everything. So with social change; unless 
it is mere decay, it involves new things to be done, new' opportunities. 
For e.vampic, the electric industries, now cm])lc)ying hundreds of 
thousands of men, have arisen within a congniratively short time, 
and every man in them has found his place by competition. In an 
analogous manner the opening of new regions, like Oklahoma or tlie 
Klondike, the creation of an army such as took place at the outbreak of 
the Spanish War, the revelation of new holds of research, such as was 
made by the publication of the Origiii of Species, arc inevitably the 
occasion of a selective activitc- to determine who shall be the settlers, 
file miners, the military otlicers, the investigators, that the situation 
Icmands. 

As to selective agencies, an all-wise despot would undoubtedly 
le the most efficient; ami it is conceivable tliat he might give to men 
I great deal of personal liberty and provide for any amount of social 
hange without much increase in the intensity of competition. I'his 
icing out of the c|uestion, a society striving to be free and progressive 
mist do the best it can to achieve rational selections tlirough its 
organization. By just laws, by a public sentiment appreciative 
of every sort of merit, and, most of all, by a system of education 
call Lilatcd to discover and develop the special capabilities of each 
individual, it can do much to make its choices jirompt, intelligent, 
and just, and to avoid wasteful conflict. It is from this point of view 
that the e.^isting state of things has been most effectively criticised; 
and writers who demand that competition be suppre.ssed, usually 
mean that we ought to replace irrational and destructive contention 
by intelligent selection. 

' Ail.ipted by permission from C. ll Cooley, “Personal Competition," /vs- 
tataic Studies, IV, 85-91 (American Economic Association, 1899) 



94* 


INDUSTRIAL SOaETY 


The three propositions that I have suggested indicate the social 
conditions of more or less intensified competition. To these should be 
added a condition that is rather biological or psychological, namely, 
the race traits of the people. An aggressive, ambitious, virile people, 
such as the Anglo-Sa.xon, German, or Irish, is naturally competitive. 
Each man wants a great deal, and has little dread of migration, 
hardship, uncertainty, or personal contention, to deter him from 
seeking it. An Englishman or a German will seize upon all the oppor¬ 
tunities in sight and demand more, where an Italian or a Spaniard 
would perliajis make no use of those that are at hand. 

The principles above stated are sufficient to explain the fact, 
which seems to me unquestionalde, that the present time is one when, 
among all progressive peoples, competition is far more intense than it 
has ever been in the past. They also explain why it is much more 
intense in some parts of those countries than in other parts. 

The first principle gives one reason for intense competitive activity 
in the United States; a consideration of the second will show how 
greatly this activity is stimulated by social change. The changes that 
this country is undergoing may be divided into two classes: those that 
are world-wide, which it shares with other countries that are in the 
current, and local changes incident to the development of a new coun¬ 
try. The former have intensified competition everywhere, the latter 
give it a peculiar vigor and a sjiecial character among us. 

The thought of the industrial revolution and of the radical social 
changes of every sort that have grown out of it is so familiar that I 
do not care to dwell upon it. Not industry only, but family life, social 
relations, science, eilucation, philosophy, and religion are in process 
of transformation as a result of this movement. In all these fields, 
though most consciously in industry—because that gives occupation to 
the vast majority of the people—we have intenscr activity, more 
striving, more success, and more failure, a constant breaking-up of 
settled relations. Great cities, which are incidental products of the 
new regime, are in all countries the foci of competition, and show most 
conspicuously its good and evil results. Populated by immigrants, 
tradition and status have little hold upon them, either for good or 
evil; their industries, their institutions, their social and moral condi¬ 
tions, are new and unregulated. 

To all this a new country adds the special series of changes incident 
to the passage of each part of it through those steps of development, 
from the rude agriculture of pioneers to tire full maturity of manu- 
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factures and commerce, which would suffice to produce a restless and 
competitive condition of things, even if the course of life in older 
countries were quite uniform and ref'ular. 'This scries is so mingled 
with the other that it cannot well be studied separately, but its 
influence appears clearly in the general result. It is chiefly, I think, 
because they have this additional strain upon them that .'Xmericans 
are thinner, quicker, more nervous and restless than their English 
kinsmen; it is for this reason, I should say, rather than on account of 
the difference in climate, that people walk faster upon the streets of 
Chicago than upon the streets of London; and this helps to explain 
also why, in spite of an uneriualled expemiiture of ability and energy, 
so much remains undone in the United States that other nations have 
achieved. 

And, moreover, the disintegration that accompanies all these 
changes affects the selective process itself, and tends in some measure 
to exaggerate the intensity of competition and lower its character 
by making it wasteful, unjust, brutal, anarchical. 'I'he just laws, 
the effective moral sentiment adapted to the various conditions of 
human activity, the adequate educational institutions which ought 
to preside over and assist competition, being things of slow growth, 
are largely wanting just when they are most needed; and we have as 
a result the disorganization which is so often [)ortrayc(l, not without 
some extravagance, by the advocates of radual reconstruction. 

Whether this great intensity of competition is on the whole a 
good or a bad thing cannot be determined satisfactorily until the period 
is past and we can see what comes of it; perhaps not then. In 
general, it may be said here that the present regime certainly does 
great things for those individuals whom nature and training have 
fitted to thrive in it, developing energy, self-reliance, strength of 
character, and power and efiicicncy of many sorts; but bears with 
blind severity upon the weak, the mis[)laced, and the unprepared, 
among whom are many who in circumstances more fortunate w'ould 
take an honorable and important part in the general life. 

360. REGIONS WHERE COMPETITION SHOULD NOT HE 
EXPECTED TO ORGANIZE' 

There are many natural monopolies from which there is no escape, 
or only a partial one. All personal power that is incapable of acquisi¬ 
tion is, in the services it renders, a monopoly. The qualities of different 

‘Adapted by permission from John Bascom, Social Theory, pp. 154-56. 
fThomas Y. Crowell & Co , 1895.) 
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soils fitting them to a peculiar form of production, as of wine or 
cotton or fruit, place their owners beyond the range of competition. 
Various favorable positions in a commercial city have a similar affect. 

There are also many important monopolies in modern society 
which rest partly on law, partly on the nature of the case, and partly 
on the interests of the community. A good example of these is the 
gas supply of a city, or of any subdivision of it. A corporate company 
receives the privilege of supplying a certain area with gas. The 
securing of a site, the building of works, and the laying of pipes give 
the first occupants an advantage not easily overcome. Of much more 
importance is the fact that the community can be best and most 
cheaply served by a single plant. The larger the gas-works, the 
more economically they can be run. It is a great annoyance, and a 
useless expenditure, to pipe twice over the same district. Competi¬ 
tion, therefore, instead of reducing the price of gas must necessarily 
increase its cost, or result in serious loss. If a single company can be 
compelled to satisfy itself with moderate profits it can render a given 
district a cheaper and better service than can possibly be secured by 
two companies. 

To this class of quasi-monopolies belong public electric lights, 
water-works, street railways, oftentimes omnibus lines, telegraphs, 
telephones, railroads. Strictly parallel, or approximately parallel, 
railways are quite sure to fail of their apparent purpose. They put 
upon the community a more expensive and cumbensome service, and 
must themselves endure the loss, or inflict it on others in high rates. 

Railroads, from the nature of the case, are in a high degree 
monopolies. W'e can no more advantageously duplicate them than 
we could profitably pour two rivers through one valley. They are 
best treated as monopolies, 'fhey are often also monopolies by ter¬ 
minal advantages, such as well-located stations and depots, access to 
elevators and water fronts, a favorable passage through cities. Most 
of these gains cannot be duplicated. The best way tends to exclude, 
and ought to exclude, all inferior ways. Natural advantages are not 
concessive to competition and often entirely circumvent it. 


See also 398. The Classical Statement of the Functions of Gov¬ 
ernment. 

399. Reasons for Increasing Intervention. 

404. Modern Statement of the Functions of Government. 
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361. COMPETITION AND MORAL QUALITY' 

In closing this discussion of the effect of competition upon human 
character and happiness it is only riglit to state ecplicitly the fact ^ 
which has been implied all along, and is perhaps too obvious to call 
for much exposition—that, whatever its evils, it promotes individual 
ity, self-reliance, and earnestness. 

In so far as a man can and docs lice upon traditional ideas and 
feelings, without the necc.ssity of eccreising choic e or of testing his 
principles by use, he fails to achieve indieidual character and self- 
reliant manhood. It is by permitting this, and so relaxing the tissue 
of personal character, that the most elaborate social systems of the past 
have decayed. The man who has made his wav in a competitive 
order has learned to resist suggestions, to selei t and develop one class 
of influences and reject others, thus achieving self-knowledge and 
effective will. .At the same time, as we hace seen, he is forced to 
study other men and to develo]v a robust type of sympathy. The 
plainest workman, thrown upon his own lesourc cs, becomes something 
of a diplomatist, a student of c harac ter, an experimental observer 
of social forces. It is the tendency of a competitive society of the 
better sort to make every man a man of the world. He undergoes 
at once individualization and soc iaii/.ation, these two proceeding 
hand in hand, in a wholesale social life, each enriching the 
01 tier. 

Again, it is not the least of the merits of competition that it makes 
life earnest by giving to men a definite, difiicult, and urgent problem 
to solve, 'f’hc present .age is alleged to be material, and so vulgar, 
with too much to eat and drink and wear and no faith or aspiration. 
But is it not surprising, on the whole, that this facility of production, 
this economic abundance, has produced so little frivolity, sensuality, 
and gross self-indulgence? The pco[)le of the richest and freest 
nation in the world arc said to be too earnest, too striving; they arc 
exhorted to relax a little, to permit themselves reasonable recreation, 
How can we account for this idealism, for it is certainly a kind of ideal¬ 
ism, in view of the apparent fact that the spiritual forces have seldom 
been so ill organized as now, and the material forces never so well' 
How is it that the Saxon of today, with infinitely greater command 
over food and drink, is less of a sensualist than his ancestor was ? Is il 

' Taken by permission from C. H. Cooley, “Personal Competition,” Economic 
Studies, IV, 164-66. (American Economic Association, 1S99 ) 
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not partly that while the material inheritance is great, a share of it 
ran only be obtained, as a rule, by a success more dependent upon 
moral and intellectual power than success ever was in the past, by the 
habitual exercise of self-control, foresight, patience, by the acquire¬ 
ment of character? The present regime usually gives a man material 
goods only upon condition that he become something of an idealist, 
allows him plenty only when he is proved capable of abstinence; 
and he often learns his lesson so well that he comes to care even less 
than is right for the pleasures of sense, and to turn from them when 
tliev are within his reach. 



CHAPTER XTV 

PRIVA'FE PROPERTY 

A. Problems at Issue 

It has repeatedly appeared that the individual in our economu 
society is vitally interested in the institution called private propert\ 
In it he sees one of his largest motives to economic activity. Through 
it in large part he e.xcrciscs his control of industrial activity. It has 
become customary to regard private property as one of the chief 
organizing agencies of our society. 

General information concerning the meaning and content of pri¬ 
vate property has served reasonably well to this point in our discus¬ 
sion. The purpose of this chapter is to .secure a more accurate 
and detailed view of this great economic institution. Just what i^ 
private property ? What does it include ? Has it always had the 
same content ? What theories can be used to justify its continuance''' 
What arguments can be urged against its continuance? How strong 
is its position? What has the future in store for it? What is the 
relation of private property to human welfare ? 

QUESlIoSs 

1. If a man steals a watch docs it liccome Ins properly? Distinguish 
liciween properly, ou'ncrship, and pOise‘>itoii. 

2. “The essence of ownership, then, is that it is a right or an aggregate 
of rights. Tosscssion on the other h.ind is primarily a matter of fact.” 
Explain. 

3. “Property rights may be dassilied under five heads: the right of gift, 
the right of disposition by contract; the right of use; the right of 
bequest; the right of unlimited acquisition.” Explain the meaning of 
each. Take up each in turn .isking yourself what would be the effect 
upon the institution, private properly, if the particular right you are 
consitlering should be wiped out. 

4. “Properly includes the right of inheritance." Does it necessarily 
include this right ? Is this the same right as the right of bequest ? 
If they are different rights, vthich is it more important to retain if we 
are seeking motives to industrial efficiency ? 
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5. Should property rights last beyond one lifetime ? Would such a limi¬ 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

; “The right of property is an exclusive right but it has never been an 
absolute right,” Explain. 

S. In what sense, if any, is there any right of individual property against 
the stale ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 

'). “Restrictions on the privilege of private proi)crty and ownership are 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

11 How do you account for the fact that the term “property’ has had a 
varying content at dillcrent times and among different peoples? Can 
the content of the concept “private property” be stated? 

I -> Show how equities in property may be modified by the state, by changes 

in social conventions, by changes in techni(|ue. 

1,1 Differentiate between (a) the occuiiation theory, (J) the natural-rights 
theory, (c) the labor theory, (d) the legal theory, (e) the social utility 
theory, (/) the exploitation theory of [iroiierty. 

II “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

II Show, by illustrations, how “the institution of private property pro 
vents acts economically destructive; makes it to the interests of various 
persons to perform proiluctive operations; obliges persons to co¬ 
operate; establishes an institutional system that encourages co 
operation, and enables world wide co-operation to take place.” 

1(1 “Private property fosters and develops in mankind a care for the dis 
tant future and a sense of responsibility.” How? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

i.S “A regulation of the plane of competition necessarily involves a restric¬ 
tion of freedom of contract,” Why or why not ? 

III “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true ? 

20 What are the disadvantages of those who lack property ? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the .advantages of private property. Draw up a list 
of the disadvant.agcs of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 
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53. “It is probably not going too far to assert that two-tniros or tnc durable 
property basis of income in this country is nothing else than the capil.il- 
ization of predation.” E.xplain. What of it ? 

24. Is a lack of property a sign of poverty? of a wrong way of distribution ? 

25 "Given universal education and a due limitation of the numbers of the 

community, there could be no poverty even under present social insti¬ 
tutions.” Why or why not ? 

26. “It is no argument against private property to s.ay that production is 
social in character. The fact of social production does not prove that 
the part played by different individuals is of the same value in produc¬ 
tion.” Do you agree? 

27 Private property, freedom of contract, and competition have been 
called the fundamental organizing institutions in modern society 
Explain wherein each serves as an organizing institution. 

25. “The se.at of authority is private property.” Kxpl.iin. Do you agree? 

.’<) “The right of property for use shentid be maint.iincd, but the right of 

property for power .should be abolished.” Comment. What arc the 
chances for a laborer to accjuire property for power? 

30. “Because of its false assumption of equality of rights between em[)loyer 
and employee, the [irindide ot freedom of contract amounts to cl.iss 
favoritism.” Do you agree? 

3r. “The right of liberty and life are practically denied to laborers in our 
day by virtue of the denial of the right of employment.” Do you 
agree ? What is meant by the right of employment ? Is it a property- 
right ? 

32. “Private property has not had a fair trial ” Wherein ? 

33. Would it not be possible to get all the advantages of private property- 
under a communistic or socialistic system? What reasons have you 
for your conclusion ? 

34. Would there be properly rights under soci.ilism? under communism? 

33. On what grounds can anyone say the.se things: (a) ‘‘The inequalities of 

property serve as a stimulus.” (i) “Ownership develops personality.” 
(c) “Private property is a social trust. This is true not only in a vague 
and general way but in an economic and legal sense.” (d) “Properly 
is based upon theft.” («) “There should be no inheritance without an 
economic motive.” (/) “Property is not a single absolute right, but a 
bundle of rights.” 

36. How has it come about that property is in such a strong position in the 
United States? 

37. Five movements are going on which will improve the institution of pri¬ 
vate property: (i) an increase in the mass of free goods; (2) a restric¬ 
tion of the extent of private property :md a corresponding extension of 
public property; (3) a development of the social side of private prop¬ 
erty; (4) an extension of private property along certain lines, (3) < hanges 
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5. Should property rights last beyond one lifetime ? Would such a limi¬ 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

; “The right of property is an exclusive right but it has never been an 
absolute right,” Explain. 

S. In what sense, if any, is there any right of individual property against 
the stale ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 

'). “Restrictions on the privilege of private proi)crty and ownership are 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

11 How do you account for the fact that the term “property’ has had a 
varying content at dillcrent times and among different peoples? Can 
the content of the concept “private property” be stated? 

I -> Show how equities in property may be modified by the state, by changes 

in social conventions, by changes in techni(|ue. 

1,1 Differentiate between (a) the occuiiation theory, (J) the natural-rights 
theory, (c) the labor theory, (d) the legal theory, (e) the social utility 
theory, (/) the exploitation theory of [iroiierty. 

II “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

II Show, by illustrations, how “the institution of private property pro 
vents acts economically destructive; makes it to the interests of various 
persons to perform proiluctive operations; obliges persons to co¬ 
operate; establishes an institutional system that encourages co 
operation, and enables world wide co-operation to take place.” 

1(1 “Private property fosters and develops in mankind a care for the dis 
tant future and a sense of responsibility.” How? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

i.S “A regulation of the plane of competition necessarily involves a restric¬ 
tion of freedom of contract,” Why or why not ? 

III “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true ? 

20 What are the disadvantages of those who lack property ? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the .advantages of private property. Draw up a list 
of the disadvant.agcs of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 
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But, further, we shall find that our conception of property relates 
to many things which are not tangible or material. Our man of 
property may be an author or a patentee, and we shall hardly be able 
to say that his copyright or patent-right is not part of his property, 
or even to avoid speaking of his ownership of the copyright or patent. 
He will have debtors; his bank is a debtor to him for the amount 
standing to his credit; his investments of money are claims to receive 
payment from the State or from coqrorations or individuals. Such 
debts and claims are not rights over any sjtecific tangible objects, 
they are mere rights against the State, or the corporation, or the 
person liable to pay. Yet these rights are transferable, and will 
pass on his death to his representatives. VVe cannot c.xclude them 
from our notion of property or deny that in a sense, at any rate, he 
is the owner of them. On the other hand, his “proirerty” clearly 
docs not include all his rights. To say nothing of his genenil right 
of liberty or reputation, his rights as a hu.sband or a parent arc* 
not proprietary rights, nor is his right to recover damages for iiersonal 
injury or defamation; but we may include among [rroprietarv rights the 
right to recover damages though unli(iuidatcd (i.c., of uncertain 
amount until settled by a judge or jury), for breach of contnict, or, 
probably, even for injury to his property. Generally s|)eaking, we 
shall include under the notion of a man’s [>roperty in its widest 
si nse all rights which are capable of being transferred to others or 
being made available for payment of his debts, or of passing to his 
representatives on his death. 

2. Omiership and possession .—Turning to rights over tangible 
things, we must notice the distinction between ownersliip and pos¬ 
session. The owner of a thing is the ])erson who has, in the fullest 
degree, those rights of use and enjoyment, of destruction, and of dis¬ 
position, which have been mentioned above - subject, of course, to the 
general rules of law which |)rotect the rights of others, and subject 
to certain limited rights which he or his predecessors may liavr- created 
in favor of others. The owner of a pistol is none the iessowrrer because 
the law prohibits him from discharging it in a public highway, the 
owner of a field docs not cease to be owner because the public or a 
neighbor has the right to use a footpath across it. 

The essence oi owmership, tlien, is that it is a right or an aggregate 
of rights. Possession, on the other hand, is primarily a matter of 
fact. If the owner of a watch is robbed of it by a thief, the owner’s 
rights as rights remain intact; thc^ thief acciuircs no right to the watch 
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5. Should property rights last beyond one lifetime ? Would such a limi¬ 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

; “The right of property is an exclusive right but it has never been an 
absolute right,” Explain. 

S. In what sense, if any, is there any right of individual property against 
the stale ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 

'). “Restrictions on the privilege of private proi)crty and ownership are 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

11 How do you account for the fact that the term “property’ has had a 
varying content at dillcrent times and among different peoples? Can 
the content of the concept “private property” be stated? 

I -> Show how equities in property may be modified by the state, by changes 

in social conventions, by changes in techni(|ue. 

1,1 Differentiate between (a) the occuiiation theory, (J) the natural-rights 
theory, (c) the labor theory, (d) the legal theory, (e) the social utility 
theory, (/) the exploitation theory of [iroiierty. 

II “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

II Show, by illustrations, how “the institution of private property pro 
vents acts economically destructive; makes it to the interests of various 
persons to perform proiluctive operations; obliges persons to co¬ 
operate; establishes an institutional system that encourages co 
operation, and enables world wide co-operation to take place.” 

1(1 “Private property fosters and develops in mankind a care for the dis 
tant future and a sense of responsibility.” How? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

i.S “A regulation of the plane of competition necessarily involves a restric¬ 
tion of freedom of contract,” Why or why not ? 

III “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true ? 

20 What are the disadvantages of those who lack property ? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the .advantages of private property. Draw up a list 
of the disadvant.agcs of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 



PRIVATE PROPERTY 


95.3 


Lastly, we may notice that even wrongful [wssession, if continued 
for a certain length of time, matures into ulial, for practical puqwscs, 
is indistinguishable from ownership. A wrongful possession of land 
for twelve years, of goods for six years, destroys the owner’s right 
to recover his property by ai lion and, at least in the case of land, his 
right to retake possession. 

363. THE A TTRIBU t'ES OF I'ROI'liR TV- 

The right of property, says Art. 544 of the Code ?iapoleon, is the 
right to enjoy and dispose of things in the most absolute fashion 
.Mthough this definition has ceased to be altogether true for the kn\ 
of property is nowadays subject to ever-increasing restrictions it 
brings into sharp relief what ownershi]i really is, an absolute right 
(i) absolute, in that it embraces the sum lottd of the sitisfaction- 
which may be obtained from a thing, inchnling even the stu])id sali^ 
faction of destroying it; (2) absolute, in llnit it is not limited by time, 
or at any rate is limited only by the length of life of the object 
Perpetuity and free disposal are, then, the two characteristics of the 
right of property. 

1. Perpetuity.--Wficn the right of property has for its object 
goods which perish in consumption, or which last but a short tinn , 
peipetuity is of no great economic interest, since it is not actuallx 
realised. But when the object appropriated is perjicTual in its natun 
or at least very long-lived, the right of properly ap[)ears in its full 
force and with all its conscciucnces. 

But if the object of the right of property is sometimes everlasting, 
the subject never is. He dies. This is a critical moment for the 
right of ownership. What is to become of it? .Since the right does 
not die, it must jiass into other hands. Into whose? Into those of 
the man aiipointed by the deceased ? This would be quite in keeping 
with the law, although it isa right which was not acknowledged without 
hesitation. But if the deceased has not aiipointed anyone, on whom 
will the right devolve ? On the nearest relatives, the law declares. 

2. Free disposal. -The other essential attribute of the right of 
property is, as we have said, the right oi free disposal: the right, as 
the French Code defines it, to enjoy and dispose of things in the most 
absolute fashion. 

•Adapted by permission from Charles Gide, Political Economy. 466-71 
: D. C. Heath & Co , lyi > ) • 
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But this ri"ht “ to dispose of a thing at will,” which gives owner¬ 
ship tlic essentially absolute character without which we should not 
recognise it, did not always exist. It was only gradually that the idea 
of ownership widened, passing through the same progressive stages 
as the object of ownership. 

The following, so far as we are able to conjecture, is the 
order in which tire right of private ownership acquired its essential 
attributes: 

(1) Probably the first right of property was that of c.xploiting one’s 
possessions, i.e., turning them to account by the labour of others— 
slave labour in former times, the labour of the free wage-earner today. 
This was the most “noble” attribute, since it absolved the owner of 
property from personal labour. 

(2) The right of gift seems to have been one of the earliest modes 
of disposing of wealth- at least in tlic case of “movable” objects 
prior even to the right of sale. 

(3) The rights to sell and to let do not seem to have appeared 
till much later—at least in the case of immovable property. Aristotle, 
in the fourth century n.c., declared that these were necessary attri¬ 
butes of the right of property, but docs not speak as if they were 
at that time generally recognised. There were reasons enough, 
indeed, why they should not be So long as property was vested in 
the famil)' and was under the seal of religious consecration—W'hich 
was the characteristic of property in anti(|uity- alienation was not 
possible: it constituted an impious act on the part of any member of 
the family. Further, as division of labour and exchange did not yet 
exist, each family was self-sulTu ient and as movable wealth was rare 
each m:in kept his own, sometimes even taking it to his tomb wilh 
him sale could only be an exceptional and abnormal act. Thus, 
when it first a[)pears, we find it com])asscd wilh c.xtraordinary solem¬ 
nities: it is a sort of public event. The manclpatio, for instance, had to 
take place in tire presence of five witnesses, representing the five 
classes of the Roman people. 

(4) The right to bequeath, i.e., to give by will, which has alwax's 
been considered the most important attribute and the crowning fea¬ 
ture of the right of pro])crty, prolonging as it docs this right beyond 
death, was still .slower in making its appearance. The right to dispose 
of one’s possessions at death ran counter to the principle of intestate 
succession, and is still in conflict with it in most of our modern legis¬ 
lations, particularly the French Civil Code. 
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364. THE VARYING CONTENT OF THE TERM PROPERTV 

One of the mistakes oftenest committed is that of sui)posin)' 
lliat the same name always stands for the same aKKrcKation of iiicas. 
No word has been the subject of more of this kind of misundorstandinft 
than the word property. It denotes, in c\cry state of society, tlie 
largest [)owcrs of exclusive use or exclusive control over things (and 
sometimes, unfortunately, over persons) which the law accords, or 
whith custom in that state of soc.icty recognizes, but these |)oueis of 
exclusive use and control are very various and dilTer gteatly in dilTer- 
ent countries and in different states of soc iely. 

For instance, in early stales of society, the right of property did not 
include the right of becpicst. 'J'he power of disposing of property by 
wdl was in most countries of Europe a rather late institution, and long 
after it was introduc ed it continued to be limited in f.ixor of what 
were called natural heirs. Where bec|uest is not perniitleci, individual 
[croperty is only a life interest. And in fact, as has been so well and 
fully set forth by Sir Ifcnrv Maine in his most instruclixe work on 
Ancient Law, the |)rimiti\ c idea of pro[)crl\ uas that it belonged to the 
family, not the individual. 

Then, again, in regard to proprietary rights over immovables (the 
principal kind of ])ropcrt}' in a rude age), these rights were of very vary¬ 
ing c.xtent and duration. By the Jewish law property in immovables 
wa.s only a lem|)orary concession, on the Sabbatic al year it returned to 
the common sloe k to be ledistribulccl, though we may surmise that in 
the historical times of the Jewish state this rule may have been suc- 
ces.sfully evaded. In many countries of Asia, before European ideas 
intervened, nothing e.xisted to which the exp.rcssion projxrty in land, 
as we understand the phrase, is strictly ajciilicable. The ownership 
was broken up among scvcial distinct parties, whose rights were 
determined rather by custom than by law. The government was part 
owner, having the right to a heavy rent. Ancient ideas and even 
ancient laws limited the government's share to some particular 
fraction of the gross produce, but practically there was no fixed limit. 
The government might make over its share to an individual, who then 
became possessed of the right of collection and all the other rights of 
the state, but not those of any private person connected with the soil. 
These private rights were of various kinds. 'I he actual c ultivators, or 
such of them as had been long settled on the land, had a right to retain 

■ Adapted by permission from J. S. Mill, "Chapters on Socialism,” I-'orlmshlJ) 
Rmew, XXXI (1879), 526-30. 
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possession; it was held unlawful to evict them while they paid the 
rent—a rent not in general fixed by agreement, but by the custom of 
the neighborhood. Between the actual cultivators and the state, or 
the substitute to whom the state had transferred its rights, there were 
intermediate persons with rights of various extent. There were 
officers of government who collected tlie state’s share of the produce, 
sometimes for large districts, who, though bound to pay over to 
government all they collected, after deducting a percentage, were 
often hereditary officers. There were also, in many cases, village 
communities, consisting of the reputed descendants of the first settlers 
of a village, who shared among themselves cither the land or its pro¬ 
duce according to rules established by custom, either cultivating it 
themselves or employing others to cultivate it for them, and whose 
rights in the land approached nearer to those of a landed proprietor, as 
understood in England, titan those of any other party concerned. 
But the proprietary right of the village was not individual, but col¬ 
lective; inalienable (the rights of individual shares could only be 
sold or mortgaged with the consent of the community), and governed 
by fi.xed rules. In mediaeval Europe almost all land was held from 
the sovereign on tenure of service, either military or agricultural, and 
in Great Britain even now, when the services as well as all the reserved 
rights of the sovereign have long since fallen into disuse or been com¬ 
muted for taxation, the theory of the law does not acknowledge an 
absolute right of property in land in any individual; the fullest landed 
proprietor known to the law, the freeholder, is but a “tenant” of the 
crown. In Russia, oxen when the cultivators of the soil were serfs 
of the landed proprietor, his proprielar)- right in the land was limited 
by right of theirs belonging to them as a collective body managing its 
own affairs, and with which he could not interfere. And in most of the 
countries of continental Europe, when serfage was abolished or went 
out of use, those who had cultix atcd the land as serfs remained in pos¬ 
session of rights, as well as subject to obligations. The great land 
reforms of Stein and his successors in Prussia consisted in abolishing 
both the rights and the obligations, and dividing the land bodily 
between the proprietor and the peasant, instead of leaving each of 
them with a limited right over the whole. In other cases, as in Tus¬ 
cany, the mclayer farmer is virtually co-proprietor with the landlord, 
since custom, though not law, guarantees to him a permanent pos¬ 
session and half the gross produce, so long as he fulfills the customary 
conditions of his tenure. 
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Again, if rights of property over the same things are of different 
extent in different countries, so also are they exercised over different 
things. In all countries at a former time, and in some countries still, 
the right of property extended and extends to the ownershi|) of human 
beings. There has often been property in public trusts, as in judicial 
offices, and a vast multitude of others in Fram e before the Revolution; 
there are still a few patent offices in Great Britain, though I believe 
they will cease by operation of haw on the death of the [)re‘-ent holders, 
and we are only now abolishing property in army rank. I’ublic bodies, 
constituted and endowed for public purposes, still (l.iiin the same 
inviolable right of property in their estates which ijidn iduals have 
in theirs, and though a sound political morality docs not acknowledge 
this claim, the law supports it. 

We thus see that the right of property is differently interpreted, 
and held to be of different extent, in tlilTercnt times and places; that 
the conception entertained of it is a xarving coiKei)tion, has been 
frequently revised, and may admit of still further revision. It is also 
to be noticed that the rc\ isions \vhi( h it has hitherto undergone in the 
progress of society have generally been im|)rovcments. \V hen, there¬ 
fore, it is maintained, rightly or wrongly, that some change or modi¬ 
fication in the powers excuised over things by the persons legally 
recognized as their [iroprietors would be beneficial to the public 
and conducive to the general improvement, it is no good answer to 
this merely to .say that the proposed change conflicts with the idea 
of property. The idea of property is not some one thing identical 
throughout history and incapable of alteration. This is said without 
prejudice to the equitable claim of proprietors to be compensated 
by the state for such legal rights of proprietary nature as they may be 
dispossessed of for the public advantage. Under this condition, 
however, society is fully entitled to abrogate or alter any particular 
right of property which on sufficient consideration it judges to stand 
in the way of the public good. And assuredly the terrible case which 
Socialists are able to make out against the present economic order of 
society, demands a full consideration of all means by which the 
institution may have a chance of being made to work in a manner more 
beneficial to that large portion of society which at present enjoys the 
least share of its direct benefits. 
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365. PROPERTY AND WEALTH- 

FORMS 01 ' WEALTH 

Productive lun.l S lan.l. linjbcr land, 

I mining land, hunting land, fisheries 


i 'Buihling land 
I,and improvements 


/ Raw Materials 


I Railways, roadways, 
' waterwa} s, parks 


i Buildings 

] Improveinenls on highway 
( Minor 

( Mineral 
Y Agricultural 
( Manufai lured 


jOverhead 

• , Underground 
ighways 


\ Idiiislied products 


dluman Beings | 


By being Burned 
By Being eaten or drunk 
By being otherwise used 

Mechanical devices 

Animals 

“Hard money ’ 

Clothing and jewelry 
I'urniturc and work^ of art 
Reading matter 
Minor 


I'ORMS or PROPERTY RIGHTS 


. Complete (I'ec Simple) 


I Rights in common 

/To services < iit longitudinally \ Rights to dilTorent usufructs 


I To services cut transversely 


J Rights to definite parts of 


^Minor and indefinite 


) Barlncrshij) rights 
1 Joint stock shares 

f Lease 
] Reversion 

(Patent and copyright 


I Bonds 
i Private notes 
I Bank notes 
* Bank deposits 

j Checks, drafts, and 
/ bills of exchange 
I Irredeemable j)apcr 
\ money 


\ Good will and custom 
} Taxing power 


‘ Taken by permission from Irving Fisher, The Nature of Capital and Income, 
PP- It 37 * Macmillan Co., 1906.) 
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366. THEORIES OF PRIVATE PROPERTY 
A' 

The earliest theory of private property as found in some of the 
Roman writers is the occupation theory. The doctrine tliat property 
l)elongs of right to him who first seizes it is, however, one that can 
apply, if at all, only to the earliest stages of dcvcloiimont. Where no 
one has any interest in the property, no one will ohjei t to the assertion 
of a claim by a newcomer. Wlicn pro|)erty is without any distover- 
able owner, we still today assign it to tlie lucky fmlcr. The occupa¬ 
tion theory may explain how tlie ])rcscnt legal title to certain foinis of 
property originated; it cannot serve as a juslihuation of private 
property, except in tiie rare case of previously unoccupied or umitili/cd 
wealth. The mere fact tiiat a person has seized a thing is no reason 
why he should retain it. 

The next doctrine was the natural rights theory. Private property, 
so we were told by the pliiloso[ilic‘rs of anliiiuity and the puliliiists of 
the later middle ages, is a natural riglit, a p.irl of tlie law of nature. 
It will at once be asked, liovvcver, wliat is dcnoled liy nature? 'Plie 
great philosopliers of antic|uity uplicld private inoperty in slaves as 
a natural right. Much of what we today coiisider natural, our 
descendants will deem unnatural. Our conception of nature in this 
sense is essentially ephemeral and mutable. 

Jjrivcn from this position, the natural rights school took refuge 
in the labor theory, and maintained that the real title to jiricale 
property is derived from the toil and trouble e\[)eiiencecl in c realing it. 
Surely, it will be said, a thing belongs of right to him who |)rodui es it. 
But at once comes the reply; no one has created the land. .As a con- 
.scquencc, we find tiiinkers of all ages, from I’halcas of antii|uity to 
the disciples of Henry George today, who contend that pricale prop¬ 
erty in land is unjust, while maintaining that private proicerty in 
everything else is defensible. These crilus, however, ocerlook the 
fact that the difference between land and so-c alled labor pioducts is 
in this res])ect, at all events, one only of degree, bccau-,e not king 
is the result of individual labor alone. The carpenter, it is .said, 
rightfully owms the table which he has made. Hut to what extent 
has he made it? The tree which alTords him the raw material was 
not created by him; the axe with which the tree is felled is tire 

■Adapted by permission (1 mi E. R. A. ScUgman, Principle! of Economics 
pp. 131-34 (I.onjrinans, Green & Co., VJ 05 *) 
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in nature or in God. By this view, the relation of the producer to 
his product forms a mysterious bond, establishing a connection only 
dissoluble at his will, lie may sell his product, but until he choose-, 
to part with it, it is his own so pcrfeitly that neither the state nor 
individual can limit his use of it (if not prejudicial to otliers); and 
after he has sold it, the proceeds arc his so completely that it is sheer 
robbery if he is deprived of them or any part of them, for any reason 
whatsoever. 'I’o say that relationship, by this view existing between 
the producer and the product, is as tender, as close, as mystciious as 
that between the parent and child, is to underUalc the case. Accord¬ 
ing to the opinions of writers of this school, the rights of pn)|)ertv are 
far more sacred than those of liberty or life, for it is admitted that 
the state can, for many a rea-;on not alTecting e\ en its own existence or 
independence, summon its < ili/eiis to arms ami lompel them to travel, 
to watch, to fight, and oxen to die for the public interest, without com¬ 
pensation (for what compensation can there be for life?); yet the 
state cannot disregard the rights of property, in any degree, for any 
purpose, without becoming a robber. 

Second. We have the qualilled view of the sa( redness of property 
right, by which it is held to have a spec ial moral sanctity attai lung to 
it, yet to be subject to control by the state for the jiublic good. 'J'hose 
who hold this view arc amenable to reason on a (|Uestion regarding the 
riglitfulness or wrongfulness of a proposed invasion of i)roperty right. 
They do not [>nt the right of property .above those of liberty and life. 

Third, 'riicrc is the utilitarian view of the proiierty right, 
according to which a sulhcicut sanction for those rights is found in the 
fact (alleged by those who liold this view) that, <111 the whole and in the 
long run the greatest good of the greatest number is clearly sec ured by 
the conservation of private property. Tho.se of us xvho hold this 
view do not find it necessary to seek the justification of private prop¬ 
erty in a divine ordinance. We clo not even feel bound to show that 
it is fully what people choose to call a “natural right,” such as is 
asserted in the American Declaration of Independence. We might 
even go so far as to cone lucle that in some stages of social progress 
and industrial development, an altogether clilTerent system would be 
better than this. 

Fourth. We have the view that pro|)erl\ is not rightfully in the 
individual at all, but in the family or clan. This \ lew rests largely 
upon historical considerations drawn from such works as Maine’s 
VUlage Comnmnily and Hearn’s Afytin Household. 
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I'iflli, J^astly, we may call the hostile view, vi;'. that the title to 
wealth is not rightfully in the individual nor m the family, nor even 
in the clan, but in the state, and consequently, that “property is 
robbery.” 

C- 

As we Ir.'KC the course of events bin k through the centuries, it 
becomes clear that |)ri\ale propern had its origin in \ioleiKe and 
aggression. jMcn took ahal they c ould get and ke|il it as long as they 
could. Jl was iij>pri)f’nali()ii by Ilk’ ■^trunyc'.t whu li probablr lirst estab¬ 
lished the |)rin(i|ile of itidividital owiiershi|). This aiipears to be 
aecciiled now as a fact of history by the best students who have 
e.xplored the subjec t. 

It is not straiig'c, therefore, that one of the lirst answers to the 
problem which b.i. been gnen should hate been .illogether negative. 
It has been a-serled that pricate propel I \ is utleilc without justi¬ 
fication Proudhon, in Pniiic e, eniinc lated his famous dottrine in the 
tei sc cr\,“ U hat Is proper!'. ^ I’ropeitc isrobber)'” 

lint theie is another theory which still has a powerful hold upon 
many thoughtful people. It linds espiession in a number of dilTcrenl 
ways. It goes with the reverence for lixecl insiunlions. “I’rivate 
propertc has existed so long that it «;»'/ be right,'' men seem to think. 
'I'hey a'.siime for tb.il reason that it was established by divine intelli¬ 
gence. It lias come by the law of nature, through the process of 
evolution. If accident or fortune had anvLhing to do with it, then 
it was the same .ucident or foitunc tlial rules the earth or the 
uiiivcise. Tlicv claim the right of ownership to their property 
on the same prim ipic that they as.ert ownership to the muscles 
of tlioii bodv, the c.ipacitic.s of llieir br.uii, the c|uahliesof their soul. 
They believe U to lie an iiislilulion oj nature, and so an institution 
of God. 

It is, however, in sub-.laiicc the same as the other standpoint— 
the right of cucu|iaticin It is the ba-is of law with reference to 
propertv. Hut it is alter all a most uimiUisfac torv position. Any 
insliluliiiii could seek jiistiricalion bv that means, |)rc)v ided it had 
existed long enough lliinian slavei> imdoubledi) survived much 
longer ib.ia otherwise would have been the case, because it supported 
itself bv that plea. 

' Aifcptccl liy [sirniission from \V L .Slu-lcloii. ‘'Uii.it Justifies Private Proii 
erty?” Inlerndkonal Journal oJ Ethics,'l\ (1893-94), 20-28 
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367. A CASE FOR PRIVATE PROPERTY 
A' 

First and foremost, supreme, is a group of advantages bearing 
upon the production of wealth, arising from tlie superior activity, 
tlie sterner energy, the gre.iter larc in llie use of tools, mailiiiicry, and 
plant, tlie sa\ itig of ^^a^le m ni.iierials in products, whii h, it is credibly 
alleged, belong to uoik done lor an inimeiliate individual reward, 
as compared with that done li\ liim who only tiiids his interest or feels 
Ills duty as a meiiiher of a large body. 

Herein is found the mam bulk of the economic adcantages com¬ 
monly attributed to the scsteni of plicate pro|)erty. To those who 
liohl by this s\ stem, the industrial superioritc arising from the sources 
indicated, is a superioiitc' almost be_\ond measure. 

'Pile second adcantage of iirivate |)iopertv is that it sustains, 
fosters, anil continuously dec elo[)s, in mankind, that care for a distant 
future, that sense of responsibility for a provision for the vouiig 
(beyond the mere period of nursing), whiih not only ilearlv and by 
an almost inlinite intersal, distinguish our raic from the brute, but 
wliii h licconie the objei t of the noblest exeilion and sairiliies, the 
spring of the most heroic motives and impulses of which riieii are 
capable; in which, iiiileed, may be said to lie the spci ial cause of 
man’s [irogressice tidcaiiiemeiit, in mind, in diaiacter, in poueis, and 
111 arts, from the lowest to the highest; which, in a word, hold the 
secret of cicili/atioii 

'J'lic third acharitage which we attribute to [irivatc property is 
that, through the foregoing sense of responsibility for pros isinn for the 
young during a more or less distant future, it liiings into opeialioii 
the single force which has the virtue to check the wanton, senseless, 
brutal increase of population, amid squalor and hunger—the sure 
result of whic li is the degradation of the spec ies, and the sjicedy loss of 
the richest and ripest fruits of time and experience. 

IP 

The moral advantage of private property over Communism is that 
it makes the private person think of his life as a whole, and realize 

• Adapted by permissitm from F. A. Walker, Discussions in Economics and 
Slalislics, II, 409-10. (Henry Holt & Co., 1899.) 

•Adapted by permission from A. I). Lindsay, “The Lrin(i|)le of Private 
Property,” in Propirty, Us Rights and Duties, p\) 73 -77. (Macmillan & Co., Ltd., 
igIS) 
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his responsibility for his actions. In a society whose economic organi¬ 
zation is at all developed, most property consists, not in rights to the 
enjoyment of things, but in rights to services; the power to make 
men act in certain ways. This power, it may well be contended, is as 
essential a part of what makes individuality in life as is the possession 
of objects. 

But something else can be said for private property in the means 
of production. The argument may be put in some such way as 
this: It may be true that all productive work is co-operative and 
that, therefore, no wealth is produced by individuals in isolation but 
it does not follow tliat the part played by different individuals is the 
same or of equal value. Co-operation is tlie combining of different 
wills and different minds, and all deliberation and contrivance comes 
originally from individual minds. Efficient production is only possible 
if encouragement is given to originality and invention in individuals as 
much as to the co-operation between all the members of society. It 
may be true that power over and control of other men is liable to 
abuse, but it is also an essential instrument in achieving anything of 
note in combined effort. If private property gives men the power of 
directing others in the work of co-operative production, that is no 
evil but a manifest good if that power is in the hands of those who car. 
use it best. Eurther, while it may be true that we cannot divide up 
wealth into parts and say this part was created entirely by this man 
and this by that, it does not follow that we cannot estimate the rela 
tivc importance of the parts placed by different men. On the con¬ 
trary, a man’s income iloes roughly express the value which society 
puts upon his services, and the money a man makes is a fair criterion 
of his capability to use prolitably the power over other men’s lives 
whi( h the possession of pro|)crty gives. .Such a criterion may not be 
infallible. No doubt it is not, but it is a better criterion than any 
other which can be substituted for it. 

C- 

What have I to say why judgment should not be passed against 
me ? why I should not be banished from human society ? why, with 
creatures of darkness, I should not be cast into the outer void ? 1 
have little to say. But my long and effective services to society 

‘ “My Apology," by P. Properly, Taken by permission from W. H. Hamil¬ 
ton, Current Economic ProhlemSy pp. 866-68. (The University of Chicago Press, 
igis-) 
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speak eloquently for themselves, and I may as usual content myself 
with few words. I need only enumerate in briefest form the record 
of my accomplishments, and I feel that my defense is com[dete 
I mention my achievements not boastfully, being as modest as my 
first name Private signifies, but only as earnests of what society ma)’ 
expect from me in the future. 

For society, and in furtherance of civilization, I, Private Prop¬ 
erty, assert tlrat I have performed these services, to wit: 

First, I have rendered the fundamental conditions of soci.il and 
industrial life safe and secure. Pefore I came into my own, tlie 
power to seize and hold summed up the ethics of ownership. Fiicr- 
gies that might have gone into more productive employments were 
used in defending one’s own or in appropriating one’s neighbor’s. 
Bui I established and secured social sanction and universal respei t 
for the right of possession. 

Second, the security thus afforded has caused the energies of men 
to be diverted from the acquisition to the iiroduction of wealth. It htis 
led to the utilization of natural re.sources, and has ])rovidcd oi)|)ortunity 
for the use of long-contiiuicd and consistent industrial policies which 
have caused material goods to increase verily a hundred fold. 

Third, such security has furnished an incentive to man as a 
worker to utilize his productive capacities to the full. It has caused 
him to sow, because it has promised that he, and not another, should 
reap. It has led him to sacrifice immediate gain in establishing new 
processes and in devising new instruments of iiroduction to the end 
that the earth might be crowned with abundance. 

Fourth, I plead innocent of the charge of having favored a ])ri\ i- 
leged “leisure class,” upon whom I have showered jilenty lhal has 
been wasted in riotous living. It is true that I have conferred 
wealtli upon a few. But these few I have not particularly favoreil. 

I have chosen them for highly important and extremely dangerous 
social service. I have assigned to them the task of experimentation 
in consumption. Whatever bad they have found they have dis¬ 
carded. The good that they have discovered has in time been made 
the property of the masses. They are the vanguard of my army 
which is engaged in raising the standard of living. The goods sup¬ 
plied to them are not rewards; they consist only of the laboraloiy 
materials necessary to the work which they are doing. Witness 
their suffering, their costs, and you can appreciate the heroism 
which makes them willing to serve society in so dangerous and 
32 
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important an undertaking. The extent to which, through their 
pioneer service, the formerly rigid boundaries of consumption have 
been extended attests my wisdom. 

Fifth, I have greatly increased the product of industry by the 
use of vast stores of capital. The economic inequality which I 
have perpetuated has been the cau.se of the existence of .so fruitful 
a fund. For its bulk has come from the very large incomes whose 
source I am. The savings which become the capital that turns the 
wheels of our mills, runs our machines, and speeds our trains across 
the continent on their missions of service arc possible only because 
of me. And, but for the securil}' which I olTer, the investment of 
these savings would be iinposiible. 

.Sixth, I sujipl)' the people with abundance and contribute to the 
fullness of their lives. The secuiity which I have brought about 
has almost eliminated risks. The result is decreased costs, which I 
generously offer to the public in decreased prices. The long-time 
productive operations, the impioveineiUs m teehniciue, and the cumu¬ 
lative investment of capital, which I have brought about, confer the 
favors of plenty, variety, ,ind chea|)ness u|)cin all sorts and condi¬ 
tions of men. My aristocratic methods luue been mere devices for 
secuiing democratic ends I have forced my owners to use me 
liroductively. I have made them stcw.ucis of the commonweal. 

Seventh, I have led society in its development to higher and 
higher planes. Out of my abundance tlie\ have been able to satisfy 
more atul more of their material wants The certainty with which 
I have endowc'd the satisfaction of the necessary material wants has 
enabled those who choose to gi\e of tlieir lime, eru-rgy, and means 
to the immateri.d things of life Oiir culture, with its wide horizon 
and its varieci content, is my handiwork That civilization is not 
coarse and material and brutal is my dciing 

F.iglitli, 1 have prevented a passing seiUimentalism from sacri¬ 
ficing these more permanent vedues to the p.is.dng fancy of the 
moment. I have, at the cost of much iiiwmdcislancling and malig¬ 
nant criticism, ]>rcvented tlie wealtli tiial was needed for a richer 
life for the generations of tlic future fiom lieing wasted in satisfy¬ 
ing the innnediate wants of a few suiqilus indniduals who promised 
no contribution to culture. I liave preferred to have such wealth 
used in enlarging ca])ital, thus making for bounty of goods, and in 
social e.xperimciilation whose end was to lead men to riclicr and 
fuller life. I have seen clearly lliz.t a deficiency of human life could 
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easily be supplied wdthin a generation, but that a deficiency in capital 
can never be made u[); that cumulatively it becomes greater as the 
years pass; and that it must deny life to many \ct unborn and rob 
others of comforts which otlierwise would have made tlieir lives less 
vain and hollow. 

Ninth, I have proved myself the custodian of peace and have 
laid the foundations of a world-wide Christian community. The 
system of vested interests with which I have surrounded labor and 
capital has done more for tlie cause of peace than all other agencies 
combined. For I have increased many fold the costs to all classes 
of engaging in war. The world-wide industri.il system which I 
have wrought is more |)owerful than all armaments combined in 
protecting a state against the encroachments of another state and it 
contributes more to nation’s understanding of nation than the whole 
world-wide scstem of diplomacy. My success has not been com¬ 
plete, but tlial merely makes my continued presence and activity all 
the more neccss.iry. 

I would not detract one whit fuim the good intentions of my 
malefactors. I bear them no malice. My only ]ilea is that I be 
judged according to my fruits. 1 am done. 

368. PRIVATE PROPER I'Y HAS NOT II.\I) FAIR TRIAE' 

The principle of pricate property has never \et had a fair trial in 
any country, and less so, perhaps, in this country Ilian in some others. 
The social arrangements of modern Furoiie commenced from a 
distribution of properly which was the result, not of just [lartition, or 
ac Cjuisition by industry, but of ccin(|iiest and violence, and notwith¬ 
standing what industry has been doing for many centuries to modife 
the work of force, the s_\stcm still retains many and kirge traces 
of its origin. 'I'he laws of property hare never vet conformed to the 
principles on which the justilication of private property rests. They 
have made property of things which never ought to be projierty, and 
absolute properly where only a qualilied projierty ought to e.vist. 
They have not held the balance fairly between human beings, but have 
heaped impediments upon some, to give advantage to others; they 
have purposely fostered inecjualities, and prevented all from starting 
fair in the race. That all should indeed start on perfectly ecjual 
terms, is inconsistent with any law of private property; but if as much 

' Adapted by permission from S. Mill, Prhtciples of Political Economy, 
book II, chap. i. (D. Appleton & Co., 1893 ) 
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important an undertaking. The extent to which, through their 
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Property “for use”—what a man needs for true freedom, what 
even at the utmost he is able to use—is a very limited quantity on the 
whole. Very speedily, as it expands, it becomes “property for 
power”; it becomes at last the almost unmeasured control by the few 
rich, not of any amount of uncons<ious material, but of other men 
whose opportunity to li\e and work and cat beiomes subject to their 
will. That is where property has so manifestly ;;one uron;;. 

The tenure of property in any community must l)e juil;;ed by its 
tendency to i)romote what alone is the real end of (i\il society that 
is, the best jtossible life for man in general and all men in particular. 

The slinndus of unlimited acquisition, it is sometimes pleaded, is 
necessary to briny out of men their greatest capacity and energy. If 
you restrain a man's freedom to actiuire, you damp his energy'. But 
what about the cnergc' of the masses of men who can ac(|uirc no 
property or not suHiiienl property to give them secure status and 
hope? If vou go some wav towards cquali/.ing opportunity, as 
between one man and iinother, will you not stimulate a thousand 
energies and interests to one which you may check? 

The most formidable form of this [ilea is that which represents 
to us that in modern industry the most important fai tor is the brain 
of the great organi/.cr; that tins will only work under the stimulus of 
unlimited acquisition of wealth and personal power; and that if in our 
oven country this power of unlimited acciuisition is restricted, the 
men erf greatest initiative will go to countries where no such restric¬ 
tions exist, and our own industrial life will suffer. 'I'his is a terrible 
argument—the argument that what is most powerful in men cannol 
be induced to act in the public- interest l)ut only on the motive of unre¬ 
stricted selfishness. There are many experiences in modern industrial 
life to be set against it. It may, however, be a motive for pro¬ 
ceeding gradually in reforming industrial conditions, and a ground 
for strengthening international fellow-ship among reformers so that 
similar tendencies may be apiiarcnt in all countries. But it can 
never be a ground for tying the hands of justice; and it leaves alto¬ 
gether out of account the stimulus to industry which is to be antici¬ 
pated in any country in which more and more men in the industrial 
world can feci that it is worth while to do their best. 

Property in some sense is necessary for personality. That is 
certainly true. Let us therefore be careful to guard against any 
invasion of the real liberty of persons, let us maintain the right of 
property “for use.” 
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370. PROPERTY AT ITS ZENITH' 

But as inriustry is more productive, so accumulation proceeds on 
a vastly greater scale in our own civilization; and while the borders 
of political, religious, national, and one may say social, freedom have 
widened, the inequalities of wealth have only increased. Yet it is not 
inequality as such that is the fundamental fact of our system. It 
is the entire dependence of the masses on land and capital which 
belong to others. What is more, only a fraction of our population 
could be su[)ported by agriculture; and for the cotton spinner, the 
railway man, or the coal miner there is no sense in talking of his owning 
the means of production as an individual. 

Thus, while modern economic conditions have virtually abolished 
property for use —apart from furniture, clothing, etc.; that is, 
property as the means of production, for the great majority of the 
people-They have brought about the accumulation of vast masses of 
property for power in the hands of a relatively narrow class. The 
contrast is accentuated by the im leasing divorce between power and 
use. The large landowner stood in some direct governing relation 
to his estate. Responsibility went with ownership, and even sur¬ 
vived the e.vplicit association between land tenure and political 
functions, d'hc cajiitalist employer, who began to be differentiated 
from the workman in the earlier part of the modern period, and who 
was the prominent feature of the first two generations of the industrial 
revolution, was still, as the name implies, the employer as well as the 
capitalist. He himself, that is to say, was actively engaged in carry¬ 
ing out the function which his property made possible. But with the 
progress of accumulation there lame further differentiations. It 
became more and more indisputable that the possession of capital w'as 
one thing and the conduct of business another; and with the rise of 
the joint-stock svstem capital became so split up into shares and 
stocks that it has come to be for its owners nothing more than a paper 
certificate, or an entry in the books of the Bank of England, which 
they have never seen, meaning to them only what it brings in by the 
quarter or the half-year. And yet these investments, this capital, 
is the governing force in the lives of thousands and millions of men 
scattered throughout the world. It is the instrument by which 
they are set in motion, by which their labour is sustained, above all, 

'Taken by permission from L. T. Hobhouse, “The Historical Evolution of 
Property in Fact and Idea,” Properly, lis Rights and Duties, pp. 21-3,3. (Mac¬ 
millan & Co., Ltd., igi5.) ' 
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by which it is directed and controlled. The divorce of functions 
is complete; and what wonder if the owner of cai)ilal presents himself 
to the imagination of the workman merely as an abstract, distant, 
unknown suction-pump, that is drawing away suih and such a 
percentage of the fruits of industry without making a motion to help 
in the work ? 

Lastly, behind the mass of the investors, is the financier, who 
shuffles all these abstract pieces of caiiital about, controls their 
application, takes his commission on the proceeds, and constitutes 
himself the working centre of industry and commerce. The institu¬ 
tion of property has, in its modern form, reached its zenith as a 
means of giving to the few the power over the life of the many, and 
its nadir as a means of securing to the many the b.asis of regular 
industry, purposeful occupation, freedom, and self-support. 

371. rROl’ERTY AND PRODUCTION' 

Individuality in the production of wealth is for the good of society 
as well as individuality in the spending of it, and must be made 
possible under any system of property. liut it docs not follow that 
such individuality is best realized under the existing system of private 
property. Against that [xirticular conclusion the following con¬ 
siderations may be urged. 

I. Such arguments would not justify the rights of beciuest or 
inheiitance. It may be that the power of bc<|uest in some form 
is a necessary incentive to elTort. It is also true that the solidar¬ 
ity of the family which the right of inheritance encourages, though the 
right of bequest does not, is for the good of society. Nevertheless, 
in themselves these rights go against the prim iple of tools to those 
who can use them, inasmuch as they put great ])ow'cr into the hands of 
those whose only claim to it is that they are the natural or chosen 
heirs of those who have shown the capability of using it. Any defence 
of these rights must ultimately be based upon a recognition of the 
importance and value of the existence of associations within the State, 
intermediate between the State and the individual, such as the 
family or what are c.allcd voluntary associations. The attempt to 
enforce rigidly the principle of tools to those who can use them or 
money to him who has earned it, and to give all else to the State, 
would deny the value of all such lesser bonds and communities. 

' Adapted by permission from A. D. Lindsay, "The Principle of Private Prop 
erty,” Property, Its Rights and Duties, p|S. 71^81. (Macmillan & Co., Ltd,, 1915.) 
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3 . Exceptions having been made to the rights of inheritance and 
of bequest, it is clear on consideration that the amount of money 
earned in any undertaking is obviously only a very rough test of its 
public utility. There are some ways of making money, e.g., the 
promotion of lotteries or gambling, which the State definitely forbids. 
The same principle is implied in the special taxation on lotteries in 
countries where they are permitted, or on the drink traffic. It is 
also implied in the State endowment of research or education. 

3. While it is true that the power given to individuals by private 
property tends to efficiency when rightly used, that does not remove 
the evils produced by the irresponsible power thus acquired with 
property. It may be the case that as yet no means have been devised 
which can prevent these evils without also taking away the advan¬ 
tages of private property, and that they are a price which is worth 
paying. On that point opinions will differ. 

Here we have the analogy of the control of political power to 
encourage us. Indeed, once we realize that property exists mainly 
as a power, we can see that the problem of the proper regulations of 
property is only the old jiolitical problem of the recognition and con¬ 
trol of political pow'er in a vastly more complicated form. The same 
difficulty of combining the efficiency which is given by the concen¬ 
tration of power with the prevention of its abuse and the insistence 
that such power shall be used for social and not for anti-social ends, 
has been realized and to some extent solved, in the political sphere. 

372. THE CONTENT OF AMERICAN PROPERTY RIGHTS' 

A great part of the no billions of American wealth is made up of 
one form or another of capitalized privilege or of capitalized predation. 
If, indeed, our computations include all forms and manifestations of 
private claim and of private property in that to which no individual 
can make good his private right of enjoyment, it is probably not going 
too far to assert that two-thirds of the durable property basis of 
income in the country are nothing else than this capitalization of pre¬ 
dation. The market value of these non-social forms of capital is 
merely the present worth of the right to exact tribute from one’s 
fellows or to plunder one’s fellows. I put this fraction at two-thirds 
admittedly as mere estimate. 

Note the facts as reported by the 1904 census: Out of the 107 
billions of material wealtli, i8j billions are reported as current products 

• Adapted by permission from H. J. ITavenport, “The Extent and Significance 
of the Unearned Increment,” Bulletin of the American Economic Associatim, Fourth 
Scries, No. 2 (loti). 324-26. ' 
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—clothing, personal ornaments, furniture, carriages. Of the remain¬ 
ing 89 billions, 2 billions are coin and bullion. Of the remaining 
87 billions, 62 billions are land and improvements and i6 billions 
are accounted for as public utility corporations; 8 billions remain 
for live stock and industrial c(|uipment. Our problem has, then, 
mostly to do with these 87 billions of social equipment- -income- 
earning wealth in the ordinary sense. We t'lnd this total to divide 
into: 8 billions of non-transportation cciuijtmcnt; 16 billions of 
public utility wealth; 62 billions of land and improvements. How 
much, then, of this 87 billions of wealth is the capitalized bounlv of 
nature or the capitalized expcilation of unearned clixidends? 

Recalling that mines and water [loweis are ini hided within tlie 
land category, that the ground values in cities like New York and 
Chicago are twice the improvement \alues; that four-liftlis of the 
farm values are land values, that seven-twelfths of the real estate 
values for a group of slates not iin hiding Now \'i)rk, Massachusetts, 
Illinois, and Pennsylvania are ground values; that the last tax 
report for Illinois gives the town and i ity lots as asscsed at twenty- 
four times the farm values—it is probablv coiisenatue to say that 
over two-thirds of the real estate wealth of the country is in grounil 
values: here are 41 billions of unearned increment. 

Estimating, also, the value of rights of way and user, and of 
teiminals for the railroads and tramways, e.vpress comp.inies, tele¬ 
phone, electric light, and telegraph companies, it is probably not 
wide of the truth to say that one-half of the 18 billions value of 
public service corpoiations lepresents merely social values. If there 
is overstatement liere, it surc-ly docs not offset the liberality in the 
division of real estate values. 

Here, then, are a|)]rro\imatoly 50 billions of unearned values out 
of a total of 87 billions. Five-ninths of the durable wealth reported 
by the census is made up of privately a[)proprialecJ social wealth. 

D. The Position of Property 
373. THE POSITION OF PROPlvRTY IN AMERICA' 

The fact is that private property in the United .States, in spite 
of all the dangers of unintelligent legislation, is constitutionally in 
a stronger position, as against the Government and the Govern¬ 
ment authority, than is the case in any country in Europe. This is 

' Adapted by permission from A. T. Hadicy, Vni!crcurrents in American 
Politics, pp. 38-56. (Vale University Press, icjis); and “Tfic Constitutional 
Position of Property in .America,” Independent, LXIV (moS), .Sst-i? 
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partly because the governmental means provided for the control or 
limitation of private property are weaker in America than elsewhere, 
but chiefly because the rights of private property are more formally 
cbtal)lished in the Constitution itself. 

Tliis may seem a startling proposition; but I think a very brief 
glance at the known facts of history will be sufficient to support and 
sustain it. For property in the modern sense was a comparatively 
recent development in the puldic law of Euri)]>can communities. In 
the United States, on the contrary, property in the modern sense 
represents the basis on which tlie whole social order was established 
and built up. 

Down to about the thirteenth century the system of land tenure 
in every counlry in Europe was a feudal one. It was based upon 
military service. 'I'he m.ajority of those who wanted to cultivate the 
soil were unable to protei t themselves against the dangers of war. 
In the absence of an elTicient protector or overlord no amount of 
industry was eheelive and no large aicumulation of capital was 
possible. The scrviics of the military chief were indispensable as a 
basis for the toil of the laboier or the forethought of the c'a[)italist. It 
was the military chief, therefore, who enjoyed not only the largest 
measure of respec t, but the strongest position under the law. As 
the conditions of public security grew better, these things changed. 
From the fourteenth century to the nineteenth Europe has witnessed 
the gradual substitution of industrial tenures for military tenures, 
the gradual development of a system of property law intended to 
encourage the actic ities of the laborers and the capitalists, rather than 
to reward the ser\ ices of the successful military chieftain. But down 
to the end of the eighteenth century this new sort of private property 
represented a suiieracicled element rather than an integral basis of 
the constitution of society. .And even the developments of the last 
hundred years in constitutional law and industrial activity have not 
been able to obliterate a certain sense of newness when we contrast 
the position of the aristocracy of w'calth with that of the aristocracy 
of military rank. 

In the .American colonies, on the other liand, where the public 
law of the United States first took its rise, conditions were wholly 
different. People wanted no military chieftain to protect them, no 
overlord to rule them. There was plenty of land for all, plenty of 
opportunity for the exercise of labor and the use of capital. That 
man did the most for society who '.vorked hardest and saved most. 
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Under such circumstances the laws were so framed and interpreted 
as to give the maximum stimulus to labor ami the maximum rights 
to capital. Iherc was no military aristocracy which stood in 
the way. 

At the time, therefore, when the United Stales separated from 
I'.ngland, respect for industrial propeilx right was a fundamental 
principle in the Law and public opinion of the land. It was natural 
enough that this should be so at a iieriod when exery man either 
held property or hoped to do so. lint there were certain i ire umsiances 
connected with the adoption of the ('onstilulion of the United States 
which pros ideal for the perpetuation of this state of things -which 
made it diflkull for [lublic opinion in another and later tige, when 
property holding was less widely distiibuted, to alter the legal con¬ 
ditions of the earlier period. 

A large majoiiu of the members of tiie Constitutional Conven¬ 
tion of 1787 were men of subst.ince; a i on-iderable minoiitv were 
men of wealth. 'I hey had viewed with appiehension the readiness 
of their fellow-countrc men to issue paper nioncv, to scale down 
debts, or to interpret the obligation of (ontract m such a manner as 
to render large inveslinenl'- of capital precarious. It was at once 
a matter of personal interest and of |nibhc inteicot to them to prevent 
this; of personal interest because ac ts of this kind would impair their 
own enjoc'iuent and success; of public interest because it was xilally 
necessary to .America to have its industry and commerce managed 
in the most efl'icient and far-siglitcd way. 

This fact is of itself suniiient to account for the general tone of 
the Constitution on matters of propeity tight. lint there arc certain 
clauses in that instrument which ha\e been even more elTec tive in 
securing the irroperty holders against adxerse legislation than the 
Convention itself intended or expec led. It was in the lir-.t ])lace 
provided that there should be no taking of private property witliout 
due process of law. 'I'hc states rights men feared that the federal 
government niiglit, under the stress of military neccsdty, pursue an 
arbitrary policy of confiscation. The federalists, or national party, 
feared that one or more of the states might pursue the same policy 
under the influence of sectional jealousy. To avoid this double 
danger both parties united on a constitutional provision which pre¬ 
vented the legislature or exeeutix'e, cither of the nation or of the 
individual states, from taking property without allowing judicial 
inquiry into the public necessity involved, and without making full 
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encourage the actic ities of the laborers and the capitalists, rather than 
to reward the ser\ ices of the successful military chieftain. But down 
to the end of the eighteenth century this new sort of private property 
represented a suiieracicled element rather than an integral basis of 
the constitution of society. .And even the developments of the last 
hundred years in constitutional law and industrial activity have not 
been able to obliterate a certain sense of newness when we contrast 
the position of the aristocracy of w'calth with that of the aristocracy 
of military rank. 

In the .American colonies, on the other liand, where the public 
law of the United States first took its rise, conditions were wholly 
different. People wanted no military chieftain to protect them, no 
overlord to rule them. There was plenty of land for all, plenty of 
opportunity for the exercise of labor and the use of capital. That 
man did the most for society who '.vorked hardest and saved most. 
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ihib effect, and in curious contrast to it, was an equally marked 
effect in promoting indusiiial conservatism. The immigrant who 
settled in the western statci was offered two things: the vote, and the 
rhance of Ijecoming a landowner. The opportunity to own farms 
in freehold made ambitious settlers conservative. Men with a 
huiiflred and sixty acres of land were not likely to pass laws which 
would interfere with the rights of property, and particularly of landed 
property. The prospect of becttming l.indowncis had the same sort 
of slea<l\’ing effect ujion men who fianied the lonslitutions of new 
states in iheo or oSjo that the fact of alic.idv liemg landowners had 
upon the men who framed the f ederal Constitution forty years 
earlier. 

fiut Ifamillon's policy of giving a home at a nominal price to every 
bona fide settler, though it was the most important single clement 
in securing the rights of property against measures of legislative 
interfereiue, was by no means the only iiilluence of the kind. The 
immigrant found it easy to get land, he found it hard to get capital. 
Natural resources were present in abund.incc. The accumulated 
supplies of machinery, fuel, and food which enable man to utilize 
those natural resources elTcctnely were conspiuious by their absence. 
I'.ath addition to the capital of the community, however small, repre¬ 
sented a large addition to its iirodui tiveness. The savings of the 
S'.iticrs and tlie lineaments of citizens who li\cd in other states con¬ 
tributed alike to this end. 

Under these circumstanres there was a tendency to grant all pos¬ 
sible pricilcgcs to those who liacl capital for investment and to free 
them from arbitrary reslrii tions of ever\ Lind. No community would 
enforce a usury law which limited the rale of interest to si.x per cent 
wlicn people who borrowed lapilal at eight or at ten per cent made 
large and Icgitiniale profits oxer and aboce the interest rate. The 
dangers lay in the opposite dirts lion. .All through the period from 
1830 to i860 the western states of the Union tended to encourage 
every sort of scheme which would attract capital or the semblance of 
capital, without much regard to its present or prospective soundness. 
Banking laws were so loosely and carelessly drawn that a board of 
directors could issue large amounts of notes upon small amounts of 
reserve. 'The bank notes, so long as they circulated from hand to 
hand, appeared to increase the working capital of the community; 
and any man who undertook to examine too closely the nature of the 
security that lay behind the nqte was regarded as an unpatriotic 
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member of society, who in an excess of selfish over-caution questioned 
the validity of a bill which he might just as easily have passed on to 
the next man without inquiry. Not until the time of the Civil War, 
when the United States government needed to use the banks as a 
means in carrying out its own fiscal policies, was this state of things 
effectively remedied. 

Among many means employed by the states of the Union toward 
rapid development of their resources the joint-stock company or 
industrial corporation was most prominent. 

The incorporation acts of the colonies at the end of the eighteenth 
century were based almost entirely upon English models. The 
.\merican law, like the English law of the same period, was reluctant 
to allow people to avail themselves of the principle of limited lia¬ 
bility until there had been a special c.xamination of the circumstances 
by some public authority. But as time went on this state of things 
changed rapidly. There were in .America almost no large capitalists 
who could finance industrial enterprises on an extensive scale. To 
build factories or canals it was necessary to get a large number of 
small investors united; and these investors could not safely plan 
to unite their fortunes for tlie promotion of speculative enterprises 
unless limited liability was assured them as a matter of course. 

Most people were too much occupied with the necessity of getting 
capital for their several communities to trouble their minds very much 
about what might be done with the capital when it was once invested. 
There was tar more tendency to help the corporations by subsidies 
and special privileges than to limit them by laws whose immediate 
necessity was not very obvious. Charters were granted with the 
utmost freedom by almost every state in the Union; and charter 
powers once given could not easily be restricted. 

The control of the government over corporations was weakened, 
and the rights and immunities of the property holiiers were correspond¬ 
ingly strengthened, by two developments of constitutional law whose 
effect upon the modern industrial situation may be fairly character¬ 
ized as fortuitous. One of these was the decision in the celebrated 
Dartmouth College case in 1819; the other was the passage of the 
Fourteenth Amendment to the Constitution of tire United States in 
18&8. 

I call their effect fortuitous, because neither the judges who 
decided the Dartmouth College case, nor the legislators who passed 
the Fourteenth Amendment, had any idea how these things would 
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affect the modern economic situation. The Dartmouth College case 
dealt with an educational institution, not with an industrial enterprise. 
I he Fourteenth Amendment was framed to protect the negroes from 
oppression by the legislature. It is doubtful whether a single one 
of the members of Congress who voted for it had any idea that it 
would touch the question of corporate regulation at all. Yet the two 
together have had the effect of placing the American industrial 
corporation in a constitutional position of extraordinary vantage. 

In 1816 the New Hain|)slure legislature attempted to abrogate 
the charter of Dartmouth College. Daniel \Vel)ster was employed 
by the college in its defense. Ifis reasoning so impressed the members 
of the court that they committed tiicmselves to the position that a 
charter was a contract; that a state, having induced people to invest 
money by certain privileges and immunities, could not at will modify 
these privileges and immunities thus granted. 

Again, by the Fourteenth .Amendment to the Federal Constitution 
the states were forbidden to interfere with the civil rights of any 
person or to pass discriminating laws which should treat dilferent 
persons unequally. 'J'his amendment, passed just after the close of 
the Civil War, w.as intended simjily to protect the negro; to prevent 
the southern states which were in the act of being readmitted to the 
Union from abridging the rights of the blacks. A number of years 
elapsed before the probable ciTcct of this clause upon the constitutional 
position of industrial corporations seems to have been realized. But 
in 1882 the .Southern Padlic Railroad Company, having been, as it 
conceived, unfairly taxed by the assessors of a certain county in Cali¬ 
fornia, took the position that a law of the state of California, taxing 
the property of corporations at a dillerent rate from that of individuals, 
was in effect a violation of the Fourteenth .Amendment to the Con¬ 
stitution, because a corporation was a person and therefore entitled 
to the same kind of treatment as any other person. 'Plus view, after 
careful consideration, was upheld by the federal courts. A corpora¬ 
tion, therefore, under the law of the United States, is entitled to the 
same immunities as an individual; and since the charter creating 
it is a contract who.se terms cannot be altered at the will of the 
legislature which is a party thereto, its constitutional position as 
a property holder is much stronger in America than it is anywhere 
in Europe. 

Under these circumstances, it is evident that large powers and 
privileges have been constitutionally delegated to private property 
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in general and to corporate property in particular. I do not mean 
that property owners, and specifically the owners of corporate prop¬ 
erty, have more practical freedom from interference in the United 
States than they do in some other countries, notably in England. 
Probably they do not have as much. But their theoretical position— 
the sum of the conditions which affect their standing for the long 
future and not for the immediate present—is far stronger in the 
United States. The general status of the property owner under the 
law cannot be changed by the action of the legislature or the executive, 
or the people of a state voting at the polls, or all three put together. 
It cannot be changed without cither a consensus of opinion among 
the judges, which should lead them to retrace their old views, or an 
amendment of tlie Constitution of the United States by the slow and 
cumbersome machinery provided for that purpose, or, last—and I 
hope most improbable—a revolution. 

374. THE FUTURE DEVELOPMENT OF PRIVATE PROPERTY' 

We notice movements actually going on which take five directions, 
all of which are destined, as those responsible for these movements 
think, to improve the institution concerned, namely: 

I. An increase in the mass of free goods. 

II. A restriction of the extent of private property and corresponding 
extension of public property. 

III. A development of the social side of private property. 

IV. An extension of private property along certain lines: development 
of rights akin to private property. 

V. Changes in the modes of acquisition of private property. 

I. These free goods are very generally intellectual good.s, ideas to 
which we fall heir with the expiration of specific pieces of intellectual 
property. 

II. In regard to the extension of public property, illustrations 
readily occur. Public pleasure and playgrounds are e.xamples. 
Natural wonders, historical scenes, etc., fall under this head; for 
example, Niagara Falls. Places of historical interest and many 
beautiful pieces of property ought to be public property and not 
private. Forests come under this head. 

III. The present movement appears to be along the third of these 
lines, manifested in the inaeasing public control exercised over 

■Adapted by permission from R. T. Ely, Property and Contract in Their 
Relation to the Distribution of Wealth, 1 ,340-4(1,361-94. (The Macmillan Co., 1914.) 
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so-called public utilities, railways, gas works, etc. In the case of 
water-supply the main movement in the United States is for public 
ownership and there is clear indication of a purpose on the part of the 
American pcojrle to hand over to public ownership that whole class of 
undertakings which we call natural monopolies—those lines of busi¬ 
ness in which competition is excluded by the nature of the case, 
that is, permanent successful comi)etilion—provided control as 
opposed to public ownership does not prove successful. 

IV. The fourth line of development is the extension of private 
property and the development of rights akin to property. Now this 
would seem to contradict the second line of development, but the 
apparent contradiction here is after all not a real contradiction 
because the development of private property to which reference is 
made is along new lines. 

We need a dcvelo|iment of private property sufficiently firm and 
strong to protect individuals who come into conflict with private 
corporations. Numerous illustrations of virtual invasions of property 
rights by powerful corjiorations am easily be cited. One of these 
is through false report of earnings, thus inducing individuals to make 
investments, getting their money from them under false pretenses. 
Note further the abuse of the interests of minority holders and 
“outside” interests. 

But the author has in mind still another matter—the relations 
existing between persons and property, which show especially the 
necessity of a development of personal rights with pecuniary signifi¬ 
cance. First of all, let us think of the right of a person to the protection 
of the voluable economic powers which he has, those powers of pecuniary 
significance which are wrapped up in the natural person—intellectual 
powers and physical powers; the right to the strength of his arms 
against needless mutilation by transportation companies of all sorts, 
manufacturing companies, unscrupulous employers; a right finding 
one e.xpression in an employers’ liability to correspond with the 
liability of those who damage valuable material property; that 
is, responsibility for damages of a pecuniary significance to the 
person. 

We find also in process of evolution the right to be well born, to be 
born under favourable conditions. This is what tenement house laws 
mean, what sanitary laws mean—the right to a home under sanitary 
conditions; the right to a development of the powers of body and 
mind. Such a right is secured In part by our public schools and 
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compulsory education. Laws shortening the length of the working 
day or week may also be regarded from the point of view of the 
right of children to be well born. 

And what about the ri^ld to an assured income ? It is certainly 
as important a right as could be developed; there is some move¬ 
ment in this direction. How far is it desirable to go in respect to 
this? 

The right to reputation is also a right of this character and a 
right not well developed, although the theory of the law is that 
this right should be secured and we have some protection. It is 
difhcult to secure this right without limiting free discussion and 
free speech. 

V. We take up now the fifth line of development and deal with 
modifications in the modes of acquisition of private property. 

It is sufficient for present purposes to call attention to the pro 
nounced self-conscious efforts of civilised society to make it easier to 
acquire property through labour. This movement is one of the great 
dominant tendencies of our age, and never in earlier centuries has the 
world seen anything like it. Even a catalogue of existing measures 
would require much space. We have education in all its phases, pro¬ 
tective labour legislation, modern industrial insurance, improved 
dwellings, and numerous other measures which will occur to the 
intelligent reader. 

What is the conscious social tendency with respect to speculative 
gains ? We can see when we review the whole ground -although it may 
surprise those who have not done so that there is a clearly marked 
tendency unfavourable to speculative gains, including chance gains or, 
as they arc technically called, gains of conjuncture. 

We observe an increasingly severe inspection of banking business 
throughout the world and it is, in part, with a view to'cutting down 
speculative gains. I’uldicity of corporate accounts tends in this 
direction. Speculation finds a considerable field in secrecy of accounts 
and in false accounts. In the accounts of monopolies, especially, the 
tendency of unregulated private management is to cut down the 
apparent gains. 

We find a movement somewhat antagonistic to profits in the desire 
to restrict and regulate the amount received by capital. 

We find also a tendency to reduce tlie gains of monopolies to what 
are regarded by legislatures and courts as fair returns to capital and 
enterprise. 
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Finally, we have efforts to cut down the ])rivate receipts of the 
rent of land. Apart from the agitation of opponents of landed prop¬ 
erty, we have a pronounced movement in favour of the public owner¬ 
ship of natural treasures and water-power. 

We come next to modifications in the treatment of gifts and 
inheritances. 1 his is one of the great world movements of the age 
which attracts inadequate attention at the present time. We not 
only have the taxation of gifts and inheritances, but we have a regula¬ 
tion apart from taxation. 

See also 265. Forces Governing the Distribution of Property. 

266. Forces Governing the DifTercnccs of Incomes from 
Work. 

E. Wealth and Welfare 

375. Dl'iMAND AN EXPRICSSION OF THE POWER OF 
OWNER.SIIIP' 

What is demand? It is simply an expression of economic power 
and will as determined bv all the existing conditions. It is as much 
the effect as the cause of the actual state of the economic system. 
Like all our inheritance it comes down from the past in a turbid 
stream, bearing with it those struggles and compromises that make 
up human history. All the evils of the economic system, except those 
which arc added in the market process, are already implicit in demand 
and of course arc transmitted to production ami distribution. 

As to demand being an expression of existing conditions, note, for 
instance, that it is largely a chiss phenomenon. F’rom income statis¬ 
tics collected in England and Germ.iny for purposes of taxation it 
appears that about one-tenth of the population receive half of the 
income. No doubt we must allow for a larger percentage of saving 
among the richer classes, but I doubt whether this is not offset by the 
notorious understatement of large incomes. It seems to me a fair 
guess, not excessive when judged by ordinary observation, that one- 
tenth of the people in a modern commercial state consume half of the 
produce. If so, demand is prcponderatcly determined by the eco¬ 
nomic power and will of about this fraction of the people—a condition 
to be explained only by taking a view of economic process large enough 

■Taken by permission from C. H. Cooley, "Political Economy and Social 
Process,” Journal of Political Economy, XXVI (1918) 368-70. 
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to include the many forces tending to such a concentration of power. 
Whether this tenth is fit to exercise such a predominance over the 
whole process I have not time to inquire: it is obvious that something 
might he said on both sides. It means much waste and misdirection 
of social resources, but also the fostering of important interests which 
a more equal distribution of power might possibly neglect. 

I need hardly illustrate the statement that demanil brings with 
it all the vices and degeneracy of the actual social system: it calls for 
drink, for prostitution, for child labor, for currupt politics as loudly 
as for better things. Are these things the outcome of the inherent 
corruption of human nature ? In one sense, yes; in another they arc 
the outcome of the economic process itself. If productivity as judged 
on the market is assumed as the righteous or approximately righteous 
basis of distribution, demand, with .all its implications, is accepted as 
the standard of economic justice. With the further argument, very 
qucstion.abic in my judgment, that competition is, or tends to be, 
cITectual in giving to each man or agent a share proportional to his 
productivity, I have nothing at present to do: I wash only to note 
the fatuity of the assumption. If demand itself is organized wrong— 
as in great measure it certainly is—even an ellicient process may bind 
men into this wrong. I need only mention the case of a girl com¬ 
paring the earnings of needlework with those of prostitution, or of 
children forced prematurely into monotonous and stunting labor, to 
show what I mean. And these are not c.xceptional cases but typical 
of a great part of the actual working of demand. It would be easy 
to show that a society might concciv.ably be quite just according to 
the law of productivity, and yet vicious, decadent, .and with half its 
population in hopeless poverty. The vices and luxury would be duly 
paid for according to this law, and the increasing poverty would be 
justified by the increasing inelTiciency which naturally attends it. 

376. SOME MISUSES OF THE POWER OF OWNERSHIP' 

The ownership of the material equipment gives the owner not only 
the right of use over the community’s immaterial equipment, but also 
the right of abuse and of neglect or inhibition. This power of inhi¬ 
bition may be m.adc to afford an income, as well as the power to serve, 
and whatever will yield an income may be capitalized and become 
an item of wealth to its possessor. Under modern conditions of 

' Ad-apted by permission from 'I’iiorstein Veblen, “On the Nature of Capital,” 
QtiiirUrly Journal of Economics, XXIII (1908-9), io6~ii. 
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investment it happens not inficqucntly that it l)ccomes pecuniarily 
expedient for the owner of the material C(|uipment to curtail or 
retard the processes of industry—“Ie^tlaint of trade.” Excejit for 
the exigencies of investment, i.c., exigencies of pecuniary gain to the 
investor, phenomena of this character would have no place in the 
industrial system. 'I'liey invarlahly come of the endeavors of busi¬ 
ness men to secure a pecuniary gain or to avoid a |)ecuniary loss. 
More frequently, perhaps, maneuvers of inhibition—adviseil idleness 
of plant--in industry aim to elTect a saving or avoid a waste than to 
procure an increase of gain; but the saving to be effected and the 
w'aste to be avoided are always pecuniary saving to the owner and 
pecuniary waste in the matter of ownership, not a saving of goods 
to the community or a prcwenlion of wasUdul consumption or waste¬ 
ful c.xpemliture of effort and resources on tire part of the community. 
Pecuniary advantage to the capitalist-manager has, under the regime 
of investment, trdeen prccerlenr e of econotrtic advantage to the com¬ 
munity. 

But, aside from such cairrlah/.ation of meITtciency, it is at least 
an equally conse(|itertlird fact that the pr'ocesses of productive industry 
are governed in delatl by the c.'-igencies of investment, and therefore 
by the quest of gain as counted in ternrs of |)rico, which leads to the 
dependence of production on the coni'se of prices. So that, under a 
regime of ca[)rtal, the commnrrity is nnahle to turn its knowledge of 
ways and means to account for a livelihood cxceirt at such seasons 
and in so far as the corrrsc of prices affords a dilTcrenlial advantage 
to the owners of the materral equipment. Tire (|UCstion of advanta¬ 
geous—which commonly means rising- prices for the owners (man¬ 
agers) of the capital goods is made to decide the question of livchliood 
for the rest of the comiminity. The recurrence of hard times, unem¬ 
ployment, and the rest of that familiar range of phenomena goes to 
show how effectual is the inhibition of industry exercised by the 
ownership of capital under the price sy stem. 

Typical of a class of investments wlueh derive profits from capital 
goods devoted to uses that arc altogether ilubious, with a large pre¬ 
sumption of net detriment, are such e.f.iblidiments as race-tracks, 
saloons, gambling-houses, and houses of prostitution. 

There is, further, a large field of business, employing much capital 
goods and many technological processes, whose profits come from 
products in which serviceability and dis.serviceal)ility are mingled with 
waste, and in the most varying proportions Such are the production 
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of goods of fashion, disingenuous proprietary articles, sophisticated 
household supplies, newspapers, and advertising enterprise. In 
the degree in which business of this class draws its profits from waste¬ 
ful practices, spurious goods, illusions and delusions, skilled men¬ 
dacity, and the like, the capital goods engaged must be said to owe 
their capitalizable value to a perverse use of the technological expedi¬ 
ents employed. 

These wasteful or disscrviccahle uses of capital goods have been 
cited, not as implying that the technological proficiency embodied in 
these goods or brought into effect in their use, intrinsically has a dis- 
serviccable bearing, nor that investment in these things, and business 
enterprise in the management of them, need aim at disserviccabilitv, 
but only to bring out certain minor points, obvious but commonly 
overlooked: (a) technological proficiency is not of itself an intrin¬ 
sically serviceable or disscrviccablc to mankind—it is only a means 
of efficiency for good or ill; (A) the enleriirising use of cajiital goods 
by their business-like owner aims, not at serviccaliility to the com¬ 
munity, but only at serviceability to the owner; (c) under the price 
system—under the rule of pecuniary standards and management - 
circumstances make it advisable fur the business man at times to 
mismanage the processes of industry, in the sense that it is expedient 
for his pecuniary gain to inhibit, curtail, or misdirect industrv, and 
so turn the communiti’s technological proficiency to the community's 
detriment. 

377, DEMAND NOT AN INEALUBLE REGULATOR' 

rliere are some important cases in which freely determined prices 
cannot be recognized as being fitted adequately to regulate the use of 
social resources. In the first place, whenever present action is likely 
to affect greatly the remoter future, there is always danger that con¬ 
flict will arise between the immediate advantage of the individual and 
the long-run advantage of society. Thus, through the powerful call 
of high prices, the natural resources of a nation, such as its stock of 
coal, of copper, of lumber, may be too freely consumed in meeting 
present needs. Again, the labor power of a community may be slowly 
exhausted by the overworking of women or the too early or too severe 
toil of children, as also by seriously unfavorable conditions in respect 
to housing and food. In cases like these it is always possible that the 

‘Taken by permission from F. lyf. Taylor, Principles of Economics, pp. 
410-11. (University of Michi{^an, 1916.) 
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automatic working of prices will do great harm; that, consequently, 
it will become the duty of the state to intervene, even perhaps to make 
a certain industry wholly collectivist, e.g., mining. 

Glaring cases wherein freely dcleimined prices fail to secure the 
proper guidance of economic action arise in fields where extreme 
ignorance and credulity on the part of consumers are almost certain 
to be present. Particularly notable e.xamples are supplied in the 
medical field, the services of <|uacks, the nostrums of patent medi¬ 
cine companies, are products for which the market demand is high, 
while they almost always involve a waste of social resources and often 
great positive injury to consumers. 

Another particular in which freely deteimined price cannot be 
recognized as an adctpiate guide to our action is in the siqipression 
of not a few forms of anti-social action. Thus there arc many forms 
of vice, and very hurtful vice, which llourish like a green bay tree 
if left to the regulation of price. Again, certain comlitions the 
elimination of which is assumed as a jiart of the very basis of the 
present order can be rooted more and more stronglv into that order 
through the free working of price. I have in mind certain tciies of 
fraud, evasion of law, evasion of contract oblig.ition, even violence, 
and so on. These may be piomoterl by an order which makes the 
use of our capacities follow the lines |iointed out by demand [iriccs, 
for the man who wishes to accomplish these anti-social results can 
often bid very high for the natural resources or personal services 
necessary to accomplish his ends. If common opinion is to receive 
any credence, the corporation attorney is often paid a large salary 
to assist his company in violating law', or at least in running as close 
to doing so as is possible without disastrous results. 

Another case in which social control through prices is often inade¬ 
quate arises when tiiere are extreme disci epanrics between needs as 
expressed in demand prices and those needs as measured by an impar¬ 
tial observer. Demand prices rcqiresent not absolute needs but only 
needs as these are estimated by the persons immediately concerned; 
and, since persons differ greatly in their tem[)eramcnt, taste, needs, 
and above all in their buying power, demand prices are far from 
representing needs in any absolute .sense. Now' society is not pri¬ 
marily interested in supplying neerls in accord with their absolute 
magnitude—the general good demands, not that the price e.xpression 
of needs shall coincide with the absolute magnitude of those needs, 
but rather that they shall coincide with the significance of those needs 
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as being needs the satisfying of which conditions the attainment of 
truly social ends; and this will commonly mean that there will be 
a discrepancy between the price expression and the absolute magni¬ 
tude of a need. But, while this is true, the discrepancy can be too 
great to be endurable among a people having any considerable moral 
development. Even those persons who most earnestly advocate 
leaving freely determined prices to guide our use of society’s resources 
would not claim that a luxury-need of the better-off classes should 
outweigh the need of a person who is in danger of starvation. In like 
manner, the need of the poor for good medical care, the need of the 
blind, of the deaf, and of other defectives for education and support— 
these needs arc more and more coming to be recognized as having a 
paramount claim upon society, even though they find no adequate 
expression, or perhaps none at all, in demand prices. 
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CHAPTER XV 
SOCIAL CONTROL 
A. Problems at Issue 

In a very real sense all [)icccclin^' cliajitcrs have dealt with social 
control. Social control is intimately related to every outstanding 
feature of our industrial society. It permeates all of them. It has 
appeared so frequently, both directly and indirectly, in every pre¬ 
ceding chapter that its introduction as a formal topic at this point is 
in one sense little more than a resurvey of all our preceding discus¬ 
sion from a single point of view. 

The aims of this chapter arc to give us an awareness that social 
control is something we could not escape even if we would; to have 
us realize something of the complexity and interactions of its various 
forms; to give us some apiireciation of the changing character of 
control as society moves on, to enable us to form some tentative con¬ 
clusion concerning the kind of control which is likely to work well in 
a given case; and to let us sec somelhing of the character of the 
problem involved in conscious direction of social control. 

QUKSTtONS 

1. Draw up a classified list of the forms or agencies of social control. 

2. ‘‘We shall have social control whether we are aware of it or not and 
whether we wish it or not ” Prove or disprove. 

3. Although some of the points mentioned are not covered in your reading, 
try to estimate what service in social control can be rendered by 
(a) sympathy, (/») sense of justice, (c) the crowd, (d) public opinion, 
(e) custom, (/) religion, (^) the law, {h) morality, (t) education, (j) sug¬ 
gestion, (/i) ceremony, (/) fashion, (m) tr.adition. 

4. Take up each of the factors mentioned in the preceding question and 
consider whether you can cite any specific instance (i) where the busi¬ 
ness mantigcr would need to consider that factor; (2) where the factor 
would be sufficiently important to cause a readjustment in the internal 
organization of a business. 

5. How do professional standards and ideals grow up ? What gives them 
their binding power? .Are they imposed for the good of society at 
large or for the good of the trade or profession ? Can the large social 
group impose its standards in the same way ? 

6 . “The proverbial energy and prpsperity of new communities or of new 
businesses are due largely to their escape from Ae burden of the past.” 

9*9 
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What dangers accompany this immunity? Can you cite illustrations 
of businesses to which your stalemcnls will apply ? 

7. “The characteristics of modern fashion as distinguished from earlier 
fashion are: (i) the immense number of objeels to whkh it extends; 
(2) the uniformity of fashion, (3) the maddening tempo of the changes 
of fashion." Why should these be charailerisiics of moilern fashion? 

8. Show, by illuslrtilion, how each of the following has served as an agency 
of social control, the miracle plays, auricular confession, the worship 
of saints, the high social value set on thrift, the union label, vested 
interests. 

9. ISy whom is public opinion foniied —by the few or by the many? 

10. “Public oitinion is slow and clumsy in grappling with large practical 
problems.” Why? 

11. Make a list of the conditions prerequisite to a sound use of public 
opinion as an agency of control Can public opinion be used effectively 
as an agency of control in the absence of a (lefinite social ideal ? 

12. Draw up in parallel columns the factors making for and against the 
development of honest, disinterested public opinion What is your 
conclusion with respett to the resultant temlency in the matter? 

13. Should you regard imitation as a case of fornt.il or informal social con¬ 
trol? What reasons can you assign for a belief that imitation plays 
a large part in social control ? Does it play as large a part as it did 
in mediaeval society? 

14. Compare the organi/.iiig functions performed by custom in mediaeval 
and modern society. 

15. How would you delinc “sockil inheritance”? Mention cases of social 
inheritance. How does this inheritance take place? 

16. “Culture has an economic function.” Explain. 

17. “Law is too costly to be used to enforce the whole moral law.” Why? 

18. “The law draws the line on the average man.” W'hy? Just what does 
the statement mean ? 

ig. Compare law and [tublic opinion as agencies of social control. Is law 
likely to lessen or to increase with social evolution ? 

20. Our legal system h.as two elements, the traditional element and the 
enacted clement. Which is predominant and in how far does one react 
on the other ? What is the result of this reaction or interaction ? 

21. “So far as any direct inlluence upon our courts is concerned, our modern 
textbooks on economics might as well be written in Chinese.” Is such 
a statement justified ’ 

22. Is it reasonable to hold against the law the fact that law involves a 
somewhat mechanical operation of rules? 

23 What is meant by saying that our law today is applicable to eighteenth- 
century conditions but not to those of the twentieth century? Does 
the t.ise vcem hopeless? 
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24. In how far do the rights guaranteed by the constitution dilTcr from the 
new economic and soc.ial rights? 

25. “The family is one of tlie mo^t significant institutions for conserving 
the social order and for promoting social advance.” What are the 
grounds for this statement ? 

26. What is meant by saying that the modern industrial system has made 
it more dilhcult for the family of the usual type to persist ? 

27. Docs the church pl.iy a part in social control today? Docs it play as 
large a part as it did in mediaeval society? 

28. Have we any substitute for the “fair price” doctrine of mediaeval 
socicly ? 

29. It has been said that coiitiol of industrial affairs in the medi.icval [lenod 
may he characterised by the propositions that (,;) control was cus¬ 
tomary, (i) control was local. Do these statements properly char.u- 
terizc control of modern industry? 

30. What agencies of control can be used to secure quick mcch.inic.il 
changes? Illustr.itc. What agencies to secure gradual and organic 
adaptations? llluslialo. What agencies can be used directly to 
secure the object aimed at ? What agencies .ilfc'ct their objec ts c|uile 
indirectly? What agencies menlioned m the ro.idmgs arc mo.sl often 
overlooked in luogiams of contiol ? 

31. Ross says that there is a tendency to assign to each form of eontrol 
that work for which it is best lilted. Woik back over the list you 
made in question i and indu.ite for what kind of work each instrument 
Is best fitted. 

32 W hat elements in soc i.i! control arc relatively unchanging? Wdiat ones 
are relatively easily changed? 

33. “Human life in the Micldic Ages was entirely regulated by authority ” 
W'as this true in religion ? in morals ? iu the intellectual lield ? Is indi¬ 
vidualism always a revolt against authority? 

34. How do you account for the fact that pco|)le in the United Slates arc 
more individualistic and more imbued with the Uiiiscz-Jaire idea than 
is true of most other countries? 

35. “It is plain that the individual cili/.eii’s power to determine his own 
mode of life and that of his family lias been greatly abridged since the 
middle of the last cenlury.” Is this true? Can society determine 
what it is to he ? 

36. Enumerate the general conditions which have been responsible for the 
“passing of individualism ” Is it really passing? 

37. Draw up a statement of tijc component parts or ideas of mercantilism 

38. What were the essential doctrines of the physiocrats? Can you give 
any reasons why these doctrines emerged at the time they did? 

39. Answer the same questions for mercantilism. How long has mercan¬ 
tilism been dead ? Is it dead ? * W'hat is meant by saying that the 
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What dangers accompany this immunity? Can you cite illustrations 
of businesses to which your stalemcnls will apply ? 

7. “The characteristics of modern fashion as distinguished from earlier 
fashion are: (i) the immense number of objeels to whkh it extends; 
(2) the uniformity of fashion, (3) the maddening tempo of the changes 
of fashion." Why should these be charailerisiics of moilern fashion? 

8. Show, by illuslrtilion, how each of the following has served as an agency 
of social control, the miracle plays, auricular confession, the worship 
of saints, the high social value set on thrift, the union label, vested 
interests. 

9. ISy whom is public opinion foniied —by the few or by the many? 

10. “Public oitinion is slow and clumsy in grappling with large practical 
problems.” Why? 

11. Make a list of the conditions prerequisite to a sound use of public 
opinion as an agency of control Can public opinion be used effectively 
as an agency of control in the absence of a (lefinite social ideal ? 

12. Draw up in parallel columns the factors making for and against the 
development of honest, disinterested public opinion What is your 
conclusion with respett to the resultant temlency in the matter? 

13. Should you regard imitation as a case of fornt.il or informal social con¬ 
trol? What reasons can you assign for a belief that imitation plays 
a large part in social control ? Does it play as large a part as it did 
in mediaeval society? 

14. Compare the organi/.iiig functions performed by custom in mediaeval 
and modern society. 

15. How would you delinc “sockil inheritance”? Mention cases of social 
inheritance. How does this inheritance take place? 

16. “Culture has an economic function.” Explain. 

17. “Law is too costly to be used to enforce the whole moral law.” Why? 

18. “The law draws the line on the average man.” W'hy? Just what does 
the statement mean ? 

ig. Compare law and [tublic opinion as agencies of social control. Is law 
likely to lessen or to increase with social evolution ? 

20. Our legal system h.as two elements, the traditional element and the 
enacted clement. Which is predominant and in how far does one react 
on the other ? What is the result of this reaction or interaction ? 

21. “So far as any direct inlluence upon our courts is concerned, our modern 
textbooks on economics might as well be written in Chinese.” Is such 
a statement justified ’ 

22. Is it reasonable to hold against the law the fact that law involves a 
somewhat mechanical operation of rules? 

23 What is meant by saying that our law today is applicable to eighteenth- 
century conditions but not to those of the twentieth century? Does 
the t.ise vcem hopeless? 
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50. “The main reason for desiring more state action is in order to give the 
individual a greater chance of developing all his activities in a healthii 
way.” Can this be true ? 

51. What is meant by saying that the private or voluntary association ren¬ 
ders useful service in combating the development of stagnation in 
government work ? 

52. “The present epoch is one of these critical moments In which the thought 
of mankind is undergoing a process of transformation. Two funda¬ 
mental factors are at the base of this transformation. The first is the 
destruction of those religious, political, and social beliefs in which all 
the elements of our civili/alion arc rooted. The second is the creation 
of entirely new conditions of existence and thought as the result of 
modern stieiuific and industrial discoveries.” Is this statement true? 
If so, what courses of action are open? 

53. “Every year the [loints of contact and of friction between government 
and private interests have multiplied,” Must this situation continue? 

54. Can there be social control cxccjit in terms of a dclinitc goal? What 
hope is there of securing a definite goal for .soei.il jirogress? 

55- “War docs one thing-it provides a definite goal of social action and 
this provides definite standarris for juilgment of acts.” Do you agree ? 

56. “The greatest discovery of the nini'icenth century is that we are on our 
way.” What makes you think so? 

57 bocial control “often wells up and spreads out from certain centers 
which we might term the radi.int [loints of social conti'ol ” Who are 
these people who “hold the levers which set in motion the social checks 
or stimuli th.it hold a man back or pu.sh him on” ? 

58. Can you name any problems of social control arising out of the pecu¬ 
niary organisation of society? out of the spec iaii/.ed, interdependent 
character of society ? out of the technological aspect of modern industrial 
society ? out of the fact that modern industrial society is a concentrated 
society ? 

59. “The dilficully is that a theory of industrial liberty framed to meet a 
rfigime of hand work has been accepted and developed by a society 
which knows only machine labor.” Is this true ? What would be the 
c onsequences of such a development ? 

B. Some Forms and Agencies of Control 
378. CONSCIOUS AND UNCONSCIOUS SOCIAL CONTROL' 
The first task of life is to live. Men begin with acts, not with 

thoughts. Every moment brings necessities which must be satisfied 

at once. Need was the first experience, and it was followed at once 

‘ Adapted by permission from W. G« Sumner, Folkways, pp. 2-6, 28-46, 53-60. 

(Ginn & Co., 1913.) • 
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by a blundering effort to satisfy it. It is generally taken for granted 
that men inherited some guiding instim Is from their beast ancestry, 
and it may be true, although it has never been [)ro\'ed. If there were 
such inheritances, they controlled and aided the first efforts to satisfy 
needs. Need was the impelling force. I’lcasure and pain were the 
rude constraints which delincd the line on which efforts must proceed. 
Thus ways of doing things were .selected, which were expedient. 
They answered the purpose better than other ways, or with less toil 
and [lain. Along the course on whirh efforts were compelled to go, 
habit, routine, and skill were developed. The struggle to maintain 
existence was carried on, not individually, but in groups. Each 
profited by the other’s experience; hence there was concurrence 
toward that which proved to be most expedient. Hence the way 
turned into customs and became mass phenomena. Instincts were 
devclo[)ed in connection with them. In this way folkways arise. 
The young learn them by tradition, imitation, and authority. The 
folkways, at a time, [irovidc for all the needs of life then and there. 
They arc uniform, universal in the gioup, imperative, and invariable. 
.As time goes on, the folkways become more and more arbitrary, 
positive, and imperative. 

Fiom recurrent needs arise habits for the individual and customs 
for the group, but these results arc consequences which were never 
conscious, and never foreseen or intended. Tlnry are not noticed 
until they have long existed, and it is still longer before they are 
appreciated. Another long time must pass, and a higher stage of 
mental devclo[)meiit must be rearhed, before they can be used as a 
basis from which to deduce rules for meeting, in the future, problems 
whose pressure can be foreseen. The folkways, therefore, are not 
creations of human purpose and wit. I'hey are like products of 
natural forces which men unconsciously set in operation, or they are 
like the instinctive ways of animals, which are developed out of 
experience, which reach a linal form of maximum adaptation to an 
interest, which are handed down by tradition and admit of no excep¬ 
tion or vaiiation, yet change to meet new conditions, still within the 
same limited methods, and without rational rellection or purpose. 
From this it results that all the life of human beings, in all ages and 
stages of culture, is primarily controlled b)’ a vast mass of folkways 
handed down from the earliest e.xistencc of the race, having the nature 
of the ways of other animals, only the topmost layers of which are 
subject to change and control, and have been somewhat modified by 
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human philosophy, ethics, and religion, or by other acts of intelligent 
reflection. 

The folkways, being ways of satisfying needs, have succeeded 
more or less well, and therefore have produced more or less pleasure 
or pain. Their quality always consisted in their adaptation to the 
purpose. If they were imperfectly adapted and unsuccessful, they 
produced pain, which drove men on to learn better. The folkways 
are, therefore, (i) subject to a strain of improvement toward better 
adaptation of means to ends, as long as the adaptation is so imperfect 
that pain is produced. They are also (i) subject to a strain of con¬ 
sistency with each other, because they all answer their .several purposes 
with less friction and antagonism when they co-operate and support 
each other. The form of industry, the forms of the family, the 
notions of property, the constructions of rights, and the types of 
religion show the strain of consistency with each other through the 
whole history of civili/ation. The two great cultural divisions of the 
human race are the oriental and the occidenlal. Each is consistent 
throughout; each has its own philoso[)hy and spirit; they arc sepa¬ 
rated from top to bottom by different mores, dilTercnt standpoints, 
different wa\s, and different notions of what societal arrangements 
are advantageous. 

The folkways are the “ right” ways to satisfy all interests, because 
they are traditional and exist in fact. They extend over the whole 
of life. There is a right way to catch game, to win a wife, to make 
one’s self appear, to cure disease, to honor ghosts, to treat comrades 
orstrangers, to behave when a child is born, on the warpath, in council, 
and so on in all cases which can arise. 'I'he ways are defined on the 
negative side, that is, by taboos. The "right” way is the way which 
the ancestors used and which has been handed down. The tradition 
is its own warrant. It is not held subject to verification by experience. 
The notion of right is in the folkways. It is not outside of them, of 
independent origin, and brought to them to test them. In the folk¬ 
ways, whatever is, is right. This is because they are traditional, and 
therefore contain in themselves the authority of the ancestral ghosts. 
When we come to the folkways we are at the end of our analysis. 
The notion of right and ought is the same in regard to all the folkways, 
but the degree of it varies with the importance of the interest at stake. 
"Rights” are the rules of mutual give and take in the competition of 
life which are imposed on comrades in the in-group, in order that the 
peace may prevail there whichais essential to the group strength. 
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Therefore rights can never be “natural” or “God-given,” or absolute 
in any sense. The morality of a group at a time is the sum of the 
taboos and prescriptions in the folkways by which right conduct is 
defined. Therefore morals can never be intuitive. They are hi.s- 
torical, institutional, and empirical. World philosophy, life policy, 
right, rights, and morality are all products of the folkways. They 
are reflections on, and generalizations from, the experience of pleasure 
and pain which is won in efforts to carry on the struggle for existence 
under actual life conditions. The generalizations are very crude 
and vague in their germinal forms. They are all embodied in folklore, 
and all our philosophy and science have been developed out of them. 

When the elements of truth and right are developed into doctrines 
of welfare, the folkways are raised to another plane. They then 
become capable of producing inferences, developing into new forms, 
and extending their constructive influence over men and society. 
Then we call them the mores. The mores are the folkways, includ¬ 
ing the philosophical and ethical generalizations as to societal 
welfare which are suggested by them, and inherent in them, as they 
grow. 

It can be seen that philosophy and ethics arc products of the 
folkways. They are taken out of the mores, but are never original 
and creative; they are secondary and derived. They often interfere 
in the second stage of the sc(|ucnce- -art, thought, act. Then they 
produce harm, but some ground is furnished for the claim that they 
are creative or at least regulative. 

The masses arc the real bearers of the mores of the soc iet\'. Thev 
carry tradition. The folkways are their wavs. They acicpt influ¬ 
ence or leadership, and they imitate, hut they do so as they sec fit, 
being controlled by their notions and tastes previously acquired. 
They may accept standards of character and action from the classes, 
or from foreigners, or from literature, or from a new religion, but 
whatever they take up they assimilate and make it a part of their own 
mores, which they then transmit by tradition, defend in its integrity, 
and refuse to discard again. Consequently, the writings of the literary 
class may not represent the faiths, notions, tastes, standards, etc., of 
the masses at all. The literature of the first Christian centuries shows 
us scarcely anything of the mores of the time, as they existed in the 
faith and practice of the masses. Every group takes out of a new 
religion which is offered to it just what it can assimilate with its own 
traditional mores. Christianity was a very different thing amongst 
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Jews, Egyptians, Greeks Germans, and Slavs. It would be a great 
mistake to suppose that any people ever accepted and held philo¬ 
sophical or religious teaching as it was ofTcred to them, and as we 
find it recorded in the hooks of the teachers. 'The mores of the masses 
admit of no such sudden and massive modilication by dot trinal teach- 
The process of assimilation is slow, and it is attended by modify¬ 
ing influences at every stage. What the classes adopt, be it good or ill, 
may be found pervading the mass after generations, but it will appear 
as a resultant of all the vicissitudes of the folkways in the interval. 

Institutions and laws are produced out of mores. An institution 
consists of a concept (idea, notion, doctrine, interest) anil a structure. 
The structure is a framework, or apparatus, or perhaps only a number 
of functionaries set to co-operate in presiribed ways at a certain con¬ 
juncture. The structure holds the concept and furnishes instru¬ 
mentalities for bringing it into the world of facts and action in a way 
to serve the interests of men in sixiely. Institutions are crescive 
or enacted. They are creseix'e when they take shape in the mores, 
growing by the instinctive ciTorts by which the mores are produced. 
Then the efforts, through long use, become definite and specific. 
Property, marriage, and religion are the most primary institutions. 
'I'hey began in folkways. They became customs. They developed 
into mores by the addition of some philosophy of welfare, however 
c; ude. Then they were made more definite and specific as regards the 
rules, the prescribed acts, and the apparatus to be employed. This 
produced a structure, and the institution was complete. Enacted 
institutions are products of rational invention and intention. They 
belong to high civilization. Banks are institutions of credit, founded 
on usages which can be traced back to barbarism. 'There came a 
time when, guided by rational reflection on experience, men systema¬ 
tized and regulated the usages which had become current, and thus 
created positive institutions of credit, defined by law and sanctioned 
by the force of the state. Pure enacted institutions which arc strong 
and prosperous are hard to find. It is too difficult to invent and 
create an institution, for a purpose, out of nothing. 'The electoral 
college in the Constitution of the United States is an example. In 
that case the democratic mores of the people have seized upon the 
device and made of it something quite different from what the in¬ 
ventors planned. All institutions have come out of mores, although 
the rational element in them is sometimes so large that their origin 
in the mores is not to be ascertained, except by an historical 

33 • 
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Therefore rights can never be “natural” or “God-given,” or absolute 
in any sense. The morality of a group at a time is the sum of the 
taboos and prescriptions in the folkways by which right conduct is 
defined. Therefore morals can never be intuitive. They are hi.s- 
torical, institutional, and empirical. World philosophy, life policy, 
right, rights, and morality are all products of the folkways. They 
are reflections on, and generalizations from, the experience of pleasure 
and pain which is won in efforts to carry on the struggle for existence 
under actual life conditions. The generalizations are very crude 
and vague in their germinal forms. They are all embodied in folklore, 
and all our philosophy and science have been developed out of them. 

When the elements of truth and right are developed into doctrines 
of welfare, the folkways are raised to another plane. They then 
become capable of producing inferences, developing into new forms, 
and extending their constructive influence over men and society. 
Then we call them the mores. The mores are the folkways, includ¬ 
ing the philosophical and ethical generalizations as to societal 
welfare which are suggested by them, and inherent in them, as they 
grow. 

It can be seen that philosophy and ethics arc products of the 
folkways. They are taken out of the mores, but are never original 
and creative; they are secondary and derived. They often interfere 
in the second stage of the sc(|ucnce- -art, thought, act. Then they 
produce harm, but some ground is furnished for the claim that they 
are creative or at least regulative. 

The masses arc the real bearers of the mores of the soc iet\'. Thev 
carry tradition. The folkways are their wavs. They acicpt influ¬ 
ence or leadership, and they imitate, hut they do so as they sec fit, 
being controlled by their notions and tastes previously acquired. 
They may accept standards of character and action from the classes, 
or from foreigners, or from literature, or from a new religion, but 
whatever they take up they assimilate and make it a part of their own 
mores, which they then transmit by tradition, defend in its integrity, 
and refuse to discard again. Consequently, the writings of the literary 
class may not represent the faiths, notions, tastes, standards, etc., of 
the masses at all. The literature of the first Christian centuries shows 
us scarcely anything of the mores of the time, as they existed in the 
faith and practice of the masses. Every group takes out of a new 
religion which is offered to it just what it can assimilate with its own 
traditional mores. Christianity was a very different thing amongst 
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under existing life conditions. Acts under the laws and institutions 
are conscious and voluntary; under the folkways tliey are always 
unconscious and involuntary, so that they have the character of 
natural necessity. Educated reflection and skepticism can disturb 
this spontaneous relation. The laws, being positive prescriptions, 
supersede the mores so far as tliey are adopted. It follows that the 
mores come into operation where laws and tribunals fail. The mores 
cover the great field of common life where there are no laws or police 
regulations. They cover an immense and undefined domain, and they 
break the way in new domains, not yet controlled at all. The mores, 
therefore, build up new laws and police regulations in time. 

We may now formulate a more complete definition of the mores. 
They are the ways of doing things which arc current in a society to 
satisfy human needs and desires, together with the faiths, notions, 
codes, and standards of well living which inhere in those ways, having 
a genetic connection with them, by virtue of the latter clement the 
mores are traits in the specific character of a society or a period. 
They pervade and control the ways of thinking in all the e.vigencies- 
of life, returning from the world of abstractions to the world of action, 
to give guidance and to win revivification. “The mores are, before 
any beginning of reflection, the regulators of the political, soiial, and 
religious behavior of the individual. Conscious reflection is the worst 
enemy of the mores, because mores begin unconsciously and pursue 
unconscious purposes, which are recognized by reflection often only 
after long and circuitous processes, and because their expediency often 
depends on the assumption that they will have general acceptance 
and currency, uninterfered with by reflection.” “The mores are 
usage in any group, in so far as it, on the one hand, is not the expres¬ 
sion or fulfillment of an absolute natural necessity (e.g., eating or 
sleeping), and, on the other hand, is independent of the arbitrary will 
of the individual, and is generally accepted as good and proper, 
appropriate and worthy.” 

379. THE FORMS OF CONTROL* 

In his book on Social Control, and in his more recent Social Psy¬ 
chology, Professor Ross recognizes quite as fully as does Professor 
Sumner that suggestibility, imitation, fashion, conventionality, and 
custom dominate a large part of the individual’s activities. He 
points out, however, that adherence to customs found useful in 

■Adapted by permission from A*. A. Tenny, “Some Recent Advance* in 
Sociology,” PolUical Science Quarterly, XXV (1910), 520-33. 
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the past is, in many instances, a rational process; that discussion 
changes opinion, at times, and is fruitful. In his Social Psychology, 
after analysing with acumen the constraining effect of emotions that 
arise in a crowd, he devotes a chapter to “prophylactics against mob 
mind.” Moreover, the earlier volume. Social Control, is devoted 
almost entirely to a discussion of that social domination which aims 
to attain beneficent results and which fulfils a recognized need. Upon 
the utilization of suggestibility, it is therein held, rests the whole 
modern policy of founding a social order on education. An older 
policy had utilized the same means in religion and in the conscious 
manipulation of beliefs and customs. 

Professor Ross has even ventured to divide the instruments'of 
control into two classes: (r) ethical, those arising in sentiment rather 
than utility, such as public opinion, suggestion, personal ideal, social 
religion, art; (2) political, those that arc deliberately chosen, such as 
law, belief, ceremony, and education. The prominence of the one 
or of the other group in the regulative scheme, he holds, will depend 
on the constitution of society. The political instruments, operating 
through prejudice or fear, will be preferred; (i) in proportion as the 
population elements to be held together arc antipathetic and jarring; 

(2) in proportion to the subordination of the individual will and 
welfare to the scheme of control; (3) in proportion as the social 
constitution stereotypes dilTcrences of status; (4) in proportion as the 
differences in economic condition and oi)portunity it consecrates arc 
great and cumulative; (5) in proportion as the parasitic relation is 
maintained between races, classes, or sexes. On the other hand, the 
ethical instruments, being more mild, enlightening, and snasive, will 
be preferred: (i) in the proportion as the population is homogeneous 
in race; (2) in proportion as its culture is uniform and diffused; 

(3) in proportion as the social contacts among the elements of the 
population arc many and amicable; (4) in i)roportion as the total 
burden of requirement laid upon the individual is light; (5) in pro¬ 
portion as the social constitution docs not consecrate distinctions 
of status or the parasitic relation, but conforms to common elementary 
notions of justice. In general Professor Ross holds that a statecraft is 
taking the place of folkcraft. 

380. TRADITION AND SOCIAL INHERITANCE- 

The interplay of human motives and the interaction of human 
beings is the fundamental fact of social life, and the permanent results 

-Taken by permission from L. T. Hobhouse, Social Evolution and Political 
Theory, pp. 33-36. (Columbia University Press, 1911.) 
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which this interaction achieves a?i(l the influence which it exercise' 
upon the individuals wlio lake part in it constitute lire fundamental 
fact of socitil evolution. These results are embodied in what may he 
called, generically, tiadilion. Tradition is, in the develojtment ol 
society, what heredity is in the jtliysical growth of the stock. It 
is the link helueeii past and future, it is that in wliidi the effects of the 
past are consolidated and on the htisis of whiih sul)se<|uent modifica¬ 
tions arc built up. We might |iush the analogy a little farther, for the 
ideas and customs which it m.iinlains and furnishes to each new 
generation as guides for their belnuior in life are analogous to the 
determinate methods of reailion, the inherited impulses, relle.xes, 
and instincts with wliuli heiedity furnishes the individual. The 
tradition of the elders is, as it were, the instinct of soe iety. It furnishes 
the prcseribed rule for dealing with the ordinary oicasions of life 
which is for the most part accepted without inriuiry and airplied 
without refleition. It furnishes the appropiiate institution for pio- 
viding for eadi class of social needs, for meeting common dangers, 
for satisfying social wants, for regulating social relations. It con¬ 
stitutes, in short, the framework of mu lety’s life which to each new 
generation is a part of its hereditary outfit. Hut of course in 
speaking of tradition as a kind of inheiitance we conceive of it as 
propagated by iiuite other than biologu .il methods. In a sense its 
piopagatioii is psychological, il is handed on from mind to mind, and 
even though social institutions may in a sense be actually incorporated 
in material things, in buildings, in books, in coionalioii robes, or in 
flags, still it need not be said that these things are nothing but for 
the continuity of thought which maintains and develops their signifi¬ 
cance. Vet the forces at work in tradition arc not purely psycho- 
Icrgical; at least, they are not to be understood in terms of individual 
psychology alone. What is handed on is not merely a set of ideas, 
but the whole social environment; not merely certain ways of think¬ 
ing or of acting, but the conditions which [ircscribe to individuals the 
necessity for thinking or acting in certain specific ways if they are to 
achieve their own desires. 

381. IMITA'ITON; AN AGHNT OF CONSERVATION AND OF 
PROGRESS- 

I. The child gets the bulk of his ideas, habits, ideals, and purposes by 
imitating the copy in the way of activities, ideals, and character 
furnished within the family drcle. 

* Taken bj^piermission from E. S. Bogardus, Introduction to the Social Sciences, 
pp. 174-76. (University of Southern California, 1013. Author’s cnoyright.) 
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a) So rapidly does this imitative process go on that by the time the 
eighth year is reached it seems probable that the foundation 
lines of the child’s social and moral character are laid. 

b) This imitative process preserves the continuity of the social 
environment and is a vast conservative force in society. 

c) Only by imitation each generation takes up and makes its own 
customs and traditions of the preceding generation. 

(f) Parents set children copies when the children’s habits are un¬ 
formed and when they lack all means of test or criticism, 
c) More custom imitation in human than in the lower species. 
There the young are well cquijipcd with instincts at birth, leave 
the parent relatively early; little chance for imitation of the 
parent. 

2. A tendency for practices to continue by custom imitation long after 
their original significance has been forgotten: 

a) American idolatry of a partly undemocratic I'cdcral Constitution, 

b) American veneration for a common law at variance with certain 
needs of an industrial civilization. 

c) Deference for a traditional system of law wdiich exhibits too 
great a respect for the individual and too little respect for the 
needs of society. 

3. Physical isolation favors custom imitation. 

a) Geographic barriers tend to shut out new stimuli. 

b) In the back country, survive clanishness, patriarchal authority, 
self-supporting preachers, “hell-firc” doctrines. 

c) Compare Russia (rural) with Germany (urban). 

d) The Isle of Man is famous for the old-time flavor of its institu¬ 
tion and customs. 

4. Society relics for stability upon custom imitation; without it 
society would fly to pieces. 

5. Custom imitation is offset by fashion imitation; the former is a 
borrowing from ancestors or forerunners, the latter, from con¬ 
temporaries. 

a) When we imitate a contemporary, we are obliged usually to 
surrender some rooted belief or practice; our imitation is a 
substitution, has to overcome the force of habit. 

b) The railroads penetrating the rougher parts of Mexico set the 
hand three centuries forward on the dial. 

cf Books, magazines, and newspapers favor fashion imitation; 
on the whole they create contacts with the present rather than 
with the oast. 
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d) The school may deliver the young from ignorant prejudices; 
but if its basis of instruction be the ancient writings it may 
foster a most cramping traditionalism. 

e) Freedom of discussion breaks the spell of custom imitation. 

6. Features of Americanism which encourage fashion imitation as 
against custom imitation. 

a) Our individualism braces the immigrant against the commands 
of priests, padrones, the natural upbuilders of tradition. 

b) The spirit of progrc.ss—little reverence for antiquity. 

c) Settlement in a new region gives a blow to the old customs. 

7. Three classes of people in relation to fashion imitation. 

c) Those who imitate their superior, so as to be taken for the 
superior. 

b) Those who imitate in order not to be conspicuous. 

c) Those who never conform to fashion, the “hav seeds.” They 
are the people often of real l)ackbone, democracy, independence. 

8. It may become merely the fashion to think in certain ways and we 
imitate, without reason. 

a) That manual labor is degrading. 

b) That pecuniary success is the only success. 

c) That civic worth is measured by pecuniary success. 

d) That things are beautiful in proportion as they arc costly. 

9 Laws of fashion imitation. 

a) The social superior is imitated by the social inferior. 

b) The more successful is imitated by the less successful. 

c) The rich are imitated by the poor. 

d) The city is imitated by the country. 

e) The college is imitated by the high school; the senior, by the 
freshman. 

382. THE FAMILY AS AN AGENCY OF CONTROL- 
A- 

We are sometimes inclined to talk as if the Family had been 
entirely superseded by the Individual in modern economic organiza¬ 
tion. This is a complete mistake, arising from forgetfulness of the 
fact that at least one-third of the population of the globe consists, not 
of individuals in the sense of independent adults, but of children 
regarded by older people as too young to be allowed to do what they 
like. It is true that the work actually done by children is not of 

■Taken by permission from Edwin Cannan, Wealth, pp. 76-78. (P.S. King 
& Son, Ltd., I 9 f 4 ) , 
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much importance. The world would not suffer much in the next 
twelve months if all child labour were entirely cut off for that period. 
But the children themselves are of paramount importance because 
it is from them only that the adults can be recruited, and for the most 
of mankind childhood is the period during which it is settled whether 
the person shall be industrious or idle and what he shall work at so 
far as he does work. By far the greater number of men and women 
have acquired the habit of industry because they were persuaded or 
driven to work by influences brought to bear on them by the Family 
when they were still children. These influences, of course, are multi¬ 
farious; some are typified by the kiss of the mother, some by the stick 
of the father; some consist in the gibes of elder brothers and sisters, 
some in the appealing cries of hungry younger ones. Taken all to¬ 
gether, these family influences are so powerful that modern States 
find it necessary to make many regulations and employ many inspec¬ 
tors to prevent children from being overworked. How uniformly 
the halfit of industry, once acquired in childhood, remains with the 
adult, is shown by tne frequency with which we find ourselves attribut¬ 
ing idleness in adults to the accidental absence of the normal family 
influences. Within the Family, too, as a rule, is made the decision 
which governs the allotment of the person to some one profession or 
occupation. Every grown man or woman is doubtless legally free 
to choose his or her occupation and to change it as often as he or she 
pleases, but legal freedom is generally not of much use after childhood 
is over. This might not make much difference if the parents always 
chose for the child just as the child would choose if it had experience 
before the choice took place. But that hypothesis is far from being 
a true one; the distribution of persons between the various occupa¬ 
tions is influenced in the most important manner by the fact that 
parents often cannot, and often will not when they can, choose for 
their child the occupation which he would choose for himself if he were 
perfectly well informed and capable of making the selection which 
seemed to him best in his own interests. 

B' 

I. The family is the primary social structure, 
a) Since it contains both sexes and all ages, it is capable of repro¬ 
ducing itself, and hence of reproducing society. 

' Taken by permission from E. S. Bogardus, An Introdmtion to the Social 
Sciences, pp. 78-75. (University of Southern California, 1913. Author’s copy¬ 
right.) 
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b) Relations of superior and subordinate, and of equality, which 
enter so largely into the structure of all social institutions, arc 
especially well developed in the family relationships. 

2. Functions of the family in conserving the sociaf order. 

a) Chief institution in society for transmitting, from one generation 
to another, social possessions of all sorts. 

b) Property in the form of land, houses, personal property, is 
passed from generation to generation through the family. 

c) Language is very generally transmitted in the family. 

d) Ideas, beliefs regarding governments, religion, moral standards, 
artistic tastes, etc., are largely transmitted through the family. 

3. Functions of the family in promoting soi ial advance. 

a) The family is the almost sole genciatoi of altruism in human 
society. 

b) Upon altruism society depends for every upward advance in 
co-operation. Hence the family is the chief source of social 
progress. 

c) Family life is a school for sociali/,ation. The family meal, when 
all members gather together, is just becoming recognized as a 
great .socializing factor. 

4. A problem—modern industry versus the home. 

a) Primitively industry was subordinate to and centered in the 
home, modern industry is an enormous e.xpansion of primitive 
housekeeping. 

b) Removal of industries from the family group has often been 
followed by the removal of the parents and ehildren from the 
home, and by the practical disintegration of the family. 

c) Subordination of industry to the family is necess.u v. No sound 
and stable life until re(|uiremcnts of inilustrv, of wealth-getting, 
are subordinated to the re(iuircments of the family for the good 
birth and proi)er reaiing of children. 

383. THE ECONOMIC SIGNIFICANCE OF CULTURE' 

It is by directing human labor and by controlling the processes 
of nature that modern industry creates vast quantities of goods, 
including food supplies in excess of what nature offers freely in unso¬ 
licited bounty. In achieving this end modern industry is dependent 
upon man’s acquisitions of scientific knowledge and technical skill. 
Knowledge and skill have had beginning and growth in man’s cease¬ 
less interrogation of nature through unnumbered generations, and in 
his attempt to imitate her ways. These questionings and imitations 
lead back into a maze of religious ceremonies and beliefs, back into 
the world of animistic ideas, and then yet farther back to those earliest 

‘Taken by permission from F. II. Giddings, “The^Kconomic Significance of 
Culture,” Poliiical Science Quarterly, XVIII (1903), 450-51. 
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forms of mimicry, of which language and manners were born. Modern 
industry, then, presupposes among its antecedents the whole cultural 
history of man considered as a mental preparation for his present task. 

This, however, is not all. Industry presupposes certain motives 
for productive effort, and these are more than pangs of hunger and 
cold. They include, not only the demand of the body for nourish¬ 
ment and protection, but also the demand of body and of mind for 
exhilarating activity; for the pleasures of sight and of sound, of 
imagination and of sentiment, and for the deeper satisfactions of 
understanding and of faith. In their turn all these satisfactions are 
concretely cmI)odicd in cultural forms handed down to us from the 
past. On the side of motive also, therefore, modern industry pre¬ 
supposes the long historical evolution of culture. 

Thus, indirectly at least, culture has an economic function. As 
motive and means—a necessary antecedent of the whole industrial 
scheme of the modern world—it must be recognized among economic 
causes. Has it, then, or has it had in the past an economic function 
more immediate, an economic character less disguised? Did it 
originate in economic effort? As a product of evolution it must be 
regarded as in some way related to the struggle for existence. Did 
it grow and dilTcrcnliate because it contributed in a practical way to 
life maintenance, or only because it happened to be correlated with 
useful activities, and fortunately added something to the variety and 
interest of an existence which it had no power to sustain ? 

The answer to this question is not doubtful. In its earliest forms 
culture is an economy; a ])ractical, utilitarian thing. Only in its late 
developments docs it become a diversion. To the primitive man 
culture in general, like music or dancing in particular, is a serious 
business. __ 

See also 300. Control through Ethical Development. 

38.1. PUBLIC OPINION' 

Genuine opinion is neither cold, logical judgment nor irrational 
feeling. It is scientific hypothesis, to be tested and revised as expe¬ 
rience widens. Opinion is a view of a situation based on grounds 
short of proof. In a valid opinion they must be jnsl short of proof. 
Good opinion is not spasmodic. The mind must have made a very 
wide sweep, made the complete circuit of the compass. It must fii’st 
have hunted down the predisposing prejudice and neutralized it and 

' Ad.apted by permission from an editorial in the New Republic, IV (1915), 

171-72- 
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then bent itself to discovering all the factors that converge upon the 
situation. But good opinion is not flabby or uncertain. It is not a 
“much to be said on both sides.” It is a provisioaal conviction to be 
held as a conviction until new light alters it. It strains constantly 
toward truth. It invites criticism. It has tlie scientist’s disinter¬ 
estedness in its own conviction. What it wants is to understand, to 
get the thing it is judging rightly placed, to grasp its true meaning 
in the world. 

Opinion, however, aims not at a mere static comprehension. It 
is a force, and the only force that can be relied upon in tlie long run 
to fortify the will and clear the vision. Conviction, gripped after the 
widest possible survey of the held, is what we must act ujion if we are 
to effect those social changes which most of us desire. The world has 
generally preferred to act from logical con.sistency or from the high 
elation of feeling, rather than upon daring and clear-sighted experi¬ 
ment. The idea of a social and political opinion which, free from 
moral prejudice, strains toward scientific proof, as the hypotheses of 
the physicist strain toward physical laws, is still very new, but it is 
already playing havoc with the old, crusted folkw.ays. 

If such opinion is to be the force of the future, there cannot be too 
much of its guiding thread. Yet it constantly becomes not easier but 
harder to form valid opinions. We are stunned by the volume of what 
there is to know in the human world. We are overwhelmed by the 
mass of sociological data and brought to despair even more by the 
great gaps which must be filled. Discussion and universal reading 
have not really made popular opinion any more intelligent or reliable. 
They have merely made great masses emotionally articulate, rendered 
prejudice more vociferous and va'-ied. The need for interiireters, for 
resolute expressers of opinion, becomes therefore more urgent. Even 
if real opinion is an Utopian ideal, and no mind can ever make the wide 
survey and go through the stringent processes necessary to form it, 
the brave effort must always be made. To work at breaking up the 
cake of intellectual custom, at setting the new terms and values that 
current society needs, at judging events in the light of the larger con¬ 
ceptions of science and the most fruitful social tendencies, will be not 
to remain entirely futile in the modern world. 

385. PUBLIC OPINION AND ACQUIESCENCE- 

A cause of the prevailing acquiescence in existing social conditions 
is the continual output from pulpit, sanctum, forum, and college chair 

- Adapted by permission from W. J. Ghent, Our Benevolent Feudalism, 
pp. 12J-2S1 isVaSk (The Macmillan Co., 1902.) 
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of our professional moulders of opinion. Now not all of this output 
makes for acquiescence; but the overwhelming mass of it unques¬ 
tionably does. From these instructors of the people we learn that 
conditions, while not perfect, either are reasonably near to perfection, 
or, if evil, are not to be corrected except by individual regeneration. 
We learn of the irrationality or the moral obliquity of discontent; 
the viciousness or fanaticism of impertinent persons who seek to 
change things; the virtues of obedience; the obligation of toil (specifi¬ 
cally directed to those who are doing most of the world’s work, for 
the profit of others), and of the worth, benevolence, and indispensa¬ 
bility of our magnates. 

It may be doubted if our commissioned teachers exert so great 
an influence upon opinion as do our newspapers. “The newspaper 
today,” said Archbishop Ireland recently before the National Educa¬ 
tion Association, “is pre-eminently the mentor of the people; it is 
read by all; it is believed by nearly all. Its influence is paramount; 
its responsibility is tremendous.” 'J'hcre is much truth in this dictum 
though something of qualification is needed. 

The average newspaper is owned and operated as a commercial 
property. The days when the editor hired the publisher are gone; it 
is now the publisher who hires the editor, and the counting room de¬ 
termines the policy. Advertising is the material mainstay, and the 
merchants and magnates who have largesse to distribute must be 
humored. 

It is not so much through their editorial expressions as through 
their coloring of the news that the weeklies and dailies mould the 
opinions of the mass. A growing scepticism averts the former influ¬ 
ence; but against the latter there is no prophylactic. News is 
assorted, pruned, improved, to accord with a predetermined policy. 

Our laudatory stump orators have their measure of influence on 
social thought, no doubt, but it is one that surely declines, and the 
subject may be passed with but scant mention. Likewise, the hetero¬ 
geneous small fry of seigniorial retainers in the various walks of life, 
whose business it is, in season and out, to glorify the prevailing regime, 
may be noticed and dismissed in a sentence. The influence of the 
pulpit, however, is a subject that requires some attention. This 
influence, while greater than that of either of the groups just men¬ 
tioned, is unquestionably less than that of either the editors or the 
professional lay publicists. But weakened as it has been, it is yet 
felt by the magnates to be an instrument of social control which by 
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proper use can be made to perform a needed service. A constant 
pressure is, therefore, brought to bear upon pastoral utterances. It is 
the “safe” men who are in most request to fill pulpits; and it is the 
“safe” men who draw to their churches the largest endowments. 
Under the influence of this pressure there has gradually been dev'eloped 
a code of pulpit ethics, outside the limits of which no prudent minister 
will dare range. The minister may be “long” on spirituality, but he 
must be “short” on social precepts. 

386. CONTROL BY VOLUNTARY ASSOCIATIONS 
A' 

Some idea of the strong influence of this factor upon legislation 
may be formed from the following partial list of important public 
measures or policies which have been drawn up and are being urged 
by private business or civic associations: 

I. IN THE NATIONAL GOVERNMENT 
Intern.Tl waterways 
The civil service 
Restriction of immigration 
Regulations of interstate and foreign commerce 
Treatment of Indiajis 
Treaties of arbitration 
Settlement of labor disputes 
Forestry 
Irrigation 

2. IN THE STATE GOVERNMENT 
Revision and enforcement of the tax laws 
Establishment of new system of public charities 
Reorganization of prisons 
Forestry protection 
Restriction of child labor 
Health improvement 
Improvement in school administration 
Regulation of liquor licenses 
Inspection of foods 

3. IN THE MUNiaPAL GOVERNMENT 
Parkways, boulevards, and park areas 
Recreation grounds 

• Adapted by permission from J. T. Young, The New American Government 
and Its Work, pp. siS-^ 7 - (The Matmillan Co., 1915.) ^ 
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Reorganization of city school systems 

Medical inspection of schools 

Manual training methods, nature of study in the schools 

Extension of library systems 

Reorganization of the tax laws 

Adoption of the business methods in the granting of franchises and in 
the award of contracts 

Suppression of the grosser forms of gambling and vice 

Establishment of moilern accounting methods 

In some of the large cities, societies have not confined themselves 
to the simitlc proposal of plans for government action but have placed 
these plans in actual operation with the aid of private funds, have 
demonstrated the feasibility of the proposed improvements and have 
then turned over the material, plant, and experience thus gained to 
the municipal authorities. 

Our pultlic baths, playgrounds, vacation, sewing, singing, and 
cooking schools, our investigations of the proper method of treating 
tuberculosis and some of the most valuable phases of social work, arc 
all examples of private experiments which lirst demonstrated their 
ability to produce results and were then handed over to the city 
government. Such private associations have undeniably “set 
the pace” for our public machinery, and in doing so have opened up 
a new method of work whose value is hard to overestimate. This 
activity is not a simple expression of public opinion, it is a demonstra¬ 
tion of what can be done and what should be done by our governments 
to improve the individual welfare. 

The besetting sin of modern governments is a constant tendency 
toward the stagnation of routine work—the hostility to new ideas. 
At this point tlic e.xpcrimcntal activity of the private association 
steps in to show what is and what is not feasible. 

B' 

It is tire cotton lobby which throws its great influence against 
the workers in the cotton states, the glass lobby in the glass states, 
the laundrymen’s association wherever legislation for laundry workers 
is proposed, tlie retail dealers’ association against any relief for shop 
girls. Individual employers, it goes without saying, are humane and 
enlightened, but their official organizations and representatives have 

‘Adapted by permission from Josephine Goldmark, Fatigue and Efficiency, 
pp. 111-23. (Charities Publication Committee, tpii.) 
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won a sinister distinction in opposing labor legislation. Such asso¬ 
ciations of employers as those named above are found officially in 
the field at every session of the state legislatures. li was, for instance 
the Illinois Manufacturers’ As.sociation which officially combated any 
restriction whatsoever of women’s hours in Illinois, and, failing to 
defeat the passage of the ten-hour law in 1909, bent all their energies 
to have the law annulled by tJic touils. It was the laun<lrymen’s 
associations which played the same [)art in Oregon in 1907, and even 
carried a case against the Oregon ten-hour law to the Unite<i States 
Supreme Court. It is the retail Dry Goods Merchants’ .Association 
of New York City which by varied means has succeeded in stifling 
all limitation of hours for adult women emplovcd in department 
stores. It was the official .Manufacturers’ Association of Colorado 
which issued a statement to the legislature in 1911, pointing out the 
dangers of the proposed eight-hour law, and denving its need by 
recounting the contrii)Utions of Colorado manufacturers to various 
charities. The univeiNd argument whidi has so often crowned their 
official efforts witli suuess i^ the abject monev-makers’ pleas, tlie 
fear of loss -“Save us lest we perish.” 


See also 2]6. Other Forms of Community Control, 
j. The Trade Union Progiam. 

254!!. Concentration in Maiketing. 

290. d'radc .■\ss<x'iations. 

387. LAW AND SOCIAL CONTROL' 

The law is but one of various means of eonlrol. 'f’licre are other 
means of control such as religion, ‘uperslition, ctliiral teaching, pub¬ 
lic opinion, etc. Men use ph) sical force, persuasion, education, social 
ostracism, boycott, blacklist, all sorts of economic, political, and 
social pressure - court, legislature, school, press, pulpit, platform, 
market, bank, factory, etc., in the ellort to make other men do as tliey 
wish. Every man and every group of men is constantly striving 
consciously or unconsciously, elTectively or ineffectively, to control 
the world in his or its interest. The law molds human conduct by 
means of the organized application of physical compulsions to the 
persons or property of the people. It is a massive, external, tangible 
control. 

•Adapted by permission from Frank Parsons, Ltial Doctrine and Social 
Progfcn, pp. 17-23. (B. W. Huebsch.'iyii.) 
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Law loo cosily lo be used lo enforce Ihe whole moral law. —Which 
forms of control should be used in any particular case or class of cases 
depends on the nature and training of the persons to be controlled 
and the peculiar circumstances, especially in relation to cost, certainty, 
directness, definiteness, and practicability. It costs a great deal in 
time, money, and friction to set the cumbrous machinery of the law 
in motion and to carry it through to judgment and execution; to use 
that method of control for small offenses against the moral law, such 
as ordinary lying, explosions of ill-temper, common breaches of cour¬ 
tesy, etc., would be to incur far greater evils tlmn those intended to be 
repressed. Such offenses should be dealt with by public opinion and 
the inner ethical control, which work with the minimum cost and the 
maximum of effectiveness. 

The law draws Ihe line al Ihe average man. —It would be folly to 
attempt to use the law to punish the ordinary shortcomings of the 
average man. Any system of law that would make the mass of human 
conduct subject to suit or prosecution, or bring the mass of men into 
court, or make diem liable to be brought into court, would be simply 
intolerable. The law may be used to punish the sins of our .savage 
blood, to press die defective classes into shape, and bring the lagging 
minority up to the average standard. But die common sins of the 
average man should be left to education, public opinion, and the 
complex mass of family and social influences diat arc gradually mold¬ 
ing human nature to higher and higher types. The law draws a 
broad line at the average level civilization has attained: it requires 
only good faith and due care, that is, the degree of honesty, care, and 
skill which an ordinary man would exercise under similar circum¬ 
stances. It does not require die honesty, skill, and care exhibited 
by the best (a rule which would subject the bulk of mankind to legal 
liability and prosecution), but only demands the virtue of the man of 
ordinary character, intelligence, and care. The moral law requires 
of all the conduct of the best and more; but the civil law demands 
only the goodness of the average type. 

The law wails for crystallized public opinion. —So again uncer¬ 
tainty as to die character of the act, or the proof of it, may bar the 
law as a remedy. Society is not yet agreed that die use of intoxicants 
(I am not referring to the organized liquor traffic), narcotics, or drugs, 
stock speculation, sensational journalism, or useless duplication of 
industries, stores, factories, etc., is immoral; the legal presumption is 
always with liberty dll experience makes it clear, beyond a reason- 
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able doubt, tliat the conduct in question is against the interests of 
society. Till then the matter should be left to ethical discussion, 
to the pressure of public opinion and its allies. jGradually e.xpcri- 
ence works such questions out and brings the community to substan¬ 
tial unity of judgment. Two notable exanqdcs haee occurred in 
recent years. Pugilism and the lottery not many \-ears ago were 
in the free field, outside the law, subject only to public opinion 
and ethical education. 

The law enters only where proof is possible. Where the facts are 
difficult of proof, the law is equally excluded. Neither is it adapted 
to deal with sins of envyq jealousy, overeating, vices of secret char¬ 
acter, etc. In tJic field of evidence the law draws l)road lines. It will 
not deal witli evils that in their nature are generally incap.d)lc of clear 
proof. It puts up tlie bars against hcar.say evidence. It rctpiircs a 
witness to tell what he knows of his own knowledge, not what he 
infers from what he has heard others say. It rctpiircs tlie best evi¬ 
dence the nature and circumstances of the case permit. 

388. STATUTE LAW AND COMMON LAW 
A' 

We commonly speak both of law and of laws, and these terms, 
though not used with precision, point to two diflcrcnt as[)ccts under 
which legal science may be approadied. 'I'he laws of a country are 
thought of as separate, distinct, individual rules; the law of a country, 
however much we may analyse it into separate rules, is something 
more than the mere sum of such rules. It is rather a whole, a system 
which orders our conduct; in which the se[)aratc rules have their 
place and their relation to each other and to the whole; which is never 
completely exhausted by any analysis, however far the analysis may 
be pushed, and however much the analysis may be necessary to our 
understanding of the whole. Thus each rule which we call a law is a 
part of the whole which we call the law. Lawyers generally speak of 
law; laymen more often of taws. 

There is also a more precise way in which we use this distinction 
between law and laws. Some laws are presented to us as having 
fiom the beginning a separate and independent existence; they are 
not derived by any process of analysis or development from the law 

■ Adapted by permission from W. M. Geldart, Elements of English Law, 
pp. 7-13, (Henry Holt & Co., Williams & Norgate.) 
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as a whole. We know when they were made and by whom, though 
when made they have to take their place in the legal system; they 
become parts of Ike law. Such laws in this country arc for the most 
part what we call statutes; collectively they arc spoken of as Statute 
Law. On the other hand, putting aside for the present the rules of 
Equity, the great body of law which is not Statute Law is called the 
Common Law. The Common Law has grown rather than been made. 
We cannot point to any definite time when it began; as far back as 
our reports go we find judges assuming that there is a Common Law 
not made by any legislator. When we speak of Ike law we are think¬ 
ing of the system of law which includes both Statute and Common 
Law, perhaps more of the latter than of the former. A rule of the 
Common Law would rarely, if ever, be spoken of as a law. 

1. In spite of the enormous bulk of the Statute Law, the most 
fundamental part of our law is still Common Law. No statute, for 
instance, prescribes in general terms that a man must pay his debts or 
perform his contracts or pay damages for trcsjiass or libel or slander. 
The Statutes assume the existence of the Common Law; they are 
the addenda and errata of the book of the Common Law; they would 
have no meaning except by reference to the Common Law. 

2. On the other hand, where Statute Law and Common Law come 
into competition, it is the former that prevails. 

3. How do we know the law ? Here there is a great difference 
between Statute and Common Law. A statute is drawn up in a 
definite form of words. 

On the other hand, we have no authoritative text of the Common 
Law. There is no one form of words in which it has as a whole been 
expressed at any time. Therefore in a sense one may speak of the 
Common Law as unwritten law in contrast with Statute Law, which 
is written law. Nevertheless, the sources from which we derive our 
knowledge of the Common Law are in writing or print. 

B' 

The Common Law has passed or is passing through at least three 
distinct stages of economic assumption in its dealings with industrial 
affairs and the relations of capital and labour. There was the 
mediaeval stage in which every man was supposed to have his proper 
state in life, and the law had to see that he was kept in it. We cannot 

'Taken by permission from Frederick Pollock, “The Genius of the Common 
Law,” Columbia Law Revi-ew, XIII (rpis); lo-ii. 
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fix a point of time when this conception of social welfare ceased to be 
officially accepted. Official and judicial opinion are rather apt to 
lag behind the general movement of ideas, but th«y do move, and 
older and younger colleagues arc not likely to move at the same pace; 
just as, in dating a manuscript, one has to remember than an ancient 
scribe may be writing the hand of the last generation at the same time 
that a young one is eager to display the very newest graces of pen¬ 
manship. We shall not be far wrong in plac ing the period of transition 
between the beginning of the ninetcejilh tenlury and the reforms of 
1832. Nc.xt came the reign of utilitarian individualism, under which 
unlimited competition was to be the universal regulator, and it was 
thought that the stale ought not to hinder this benerucnl operation 
of human nature and could do nothing to help it beyond removing 
artificial obstacles. In the faith of that dortrinc our fathers (I mean 
the fathers of men now growing old) li\ed through their active years, 
and their sons were brought up in its atmosphere. It pie\ailed for 
approximately half a century. 'Ihen, well within the memory of men 
not much past the prime of life, it bceame a tolerated, indeed a prob¬ 
able or plausible, opinion, that the state was abdicating its functions 
by remaining pas.sivc, and should not only leave the road open for 
ability, but give assistance in suppressing unfavorable external con¬ 
ditions and equalizing opportunities. The present generation is full 
of this spirit, and its pow'er seems likely to increase for some time 
yet. It is not for me to discuss the merits of these dilTerenl ideals or 
to point out the perversions and excesses incident to each of them. 

389. LEGAL INTERVENTION IN BUSINESS- 

Legal intervention in business analyzed .—A business man may be 
thinking of taking some action, or he may be inactive and .someone 
may be trying to get him to act. To know whether the action con¬ 
templated or requested shall be taken re(|uircs that the business man 
know what rules of law are applicable to the act in cjuestion. After 
he has decided whether or not the action will be possible or profitable 
he must yet decide what the legal consc<|uenccs of his acting or refusing 
to act will be. Depending upon the nalurc of the act involved, the law 
may say to him one of three things: (i) “You shall not do it. 

(2) “Do it or not, as you like. If >’0U decide to do it, I will help you.” 

(3) “You shall do it.” 

' Prepared by H. E. Oliphant 



INDUSTRIAL SOCIETY 


ioi6 

Prohibitive inlervenlion .—^The law often intervenes in affairs of 
men to prohibit certain acts and conduct. The thing prohibited may 
be so detrimental to the public if permitted that the public, througli 
its organized representative, the state, labels it criminal and punishes 
the offender with death, imprisonment, or fine. The principal crimes 
have been classified as follows: (i) Offenses against the government, 
including treason, bribery, extortion, maintenance, perjury, and con¬ 
tempt; (2) offenses against the public peace and welfare, including 
affray, riot, libel and slander, nuisance, and conspiracy; (3) crimes 
against religion and morality, including blasphemy, adultery, bigamy, 
and kidnapping; (4) offenses against the person, including assault, 
homicide, and robbery; (5) offenses against property, including arson, 
burglary, larceny, embezzlement, cheating, forgery, and counter¬ 
feiting. Those crimes of prime importance to the business man 
are: libel and slander, conspiracy, embezzlement, cheating, and 
forgery. 

Besides conduct contrary to morals, that contravening public 
policy is condemned, though not of sufficient seriousness to constitute 
a crime. Reprehensible conduct, short of crimes, usually takes one 
of two forms: torts, or illegal contracts. Public policy requires the 
protection of certain interests. They may be the interests of the 
individual, of society as a whole, or of the state as a representative of 
• society. The law intervenes if I insist upon mashing your nose or 
destroying your reputation by defamation. Marriage-brokers’ con¬ 
tracts and contracts or gifts whose effects are to reslrain marriage are 
not valid. 1 must not make a highway of your lawn or otherwise 
lessen the value of your enjoyment of any property that is yours. 
One cannot enforce a promise to pay a bribe or a contract to lobby for 
a legislative measure. The social interests which are protected arc 
enormous in number and happily increasing. To take examples from 
a single field, that of economic interests, the body of law rendering 
futile contracts in restraint of trade is both enormous and adolescent, 
while, to the question what means are fair and ^oul in the bargaining 
struggle between employers and employees and in contracts between 
trade rivals, the answer which the law will finally return will doubtless 
be as complex as it is now uncertain. 

There are many ways by which the law’s disapprobation of con¬ 
duct is expressed. The most obvious one is to give the public a 
remedy in the form of a criminal prosecution, as was done by the 
Sherman Act. More effectual, because put into the hands of the 
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individual who has been harmed, is its civil action for damages. To 
enforce contracts, elaborate and expensive legal machinery has been 
provided. In a multitude of cases the law makes,real its dislike of 
certain conduct by refusing the wrongdoer the use of this machinery. 

Promntive intcneiilion .— Ihe second type of legal intervention is 
promotivc in its purpose. To promote the exchange of commodities, 
for example, certain promises concerning it arc sanctioned by the law 
and their j)erformance is made obligatory. To promote commerce 
the law permits and aids a railroad to take prix'atc proirerty with or 
without the owner’s consent. ,\s the examples indicate, promotive 
legal intervention in business takes two forms, which may be denom¬ 
inated (i) intervention by legal sanctions, and (2) intervention by 
legal endowments. 

Incidenlally for the good of the individuals concerned, but pri¬ 
marily for the good of society as a whole, the law sanctions among 
other things promises which people have (woeured. What promises 
the law' by its siuiclion re(|uires to be ])erfornied (lc])ends both upon 
their content and form. 'I'hc promise must relate to something of 
general importance to be thus dignified by the law. In general,prom¬ 
ises rel.iting to trade and commerce are binding Tromises to dine 
arc not. rromiscs to marry arc. .Again, I may want to make a prom¬ 
ise to yon without making myself liable to have to perform it. It is 
tiierefore dcsiiable that we shall be able to make mrr pi'omiscs binding 
or not as we wish. The iliffercnce is one of form. Tnless the promi.se 
takes a cerltiin form the law will not enforce it. 

Ordinarily, I cannot be compelled to sell property W'hich I own. 
It cannot be l.akcn from me without my consent. Yet a corporation, 
in undertaking to build a bridge or a railroad, may need land which 
I own. To such corporations the law-makers may give the irrivilcge 
of taking my land without my consent. A group of men desire to 
form a business organization that will continue though one of them 
dies, and for w'hose obligations the members will not be liable beyond 
the amounts which they have put into the business. These powers 
and privileges are often conferred by the legislature upon groups of 
individuals. I may not stand at tlie edge of a river and rcc)uire each 
person who crosses to ])ay me for the privilege unless I am given 
authority to do so by the state. Persons or firms are often permitted 
to erect bridges or maintain ferries and to lay a common charge upon 
the public for services rendered. Frequently, during the period of a 
strong policy to aid internal im[irovcments, the different states 
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exempted some businesses from taxation or from some other common 
burden. This was often done in the case of railroads. In all of these 
cases the law giv^s to some individual or firm rights, powers, privileges, 
or immunities not possessed by otlier members of the public. These 
are examples of legal endowments. 

Mandatory intervention - Over against the inhibitory functions of 
the law, wliich were discussed under the head of Prohibitive Interven¬ 
tion, stand its accelerative functions, less numerous, but no less inter¬ 
esting. Usually whether I shall enter into a contract with you is a 
matter solely for my determination. If I sell food, I may refuse to 
sell bread to X because his head is bald, to Y because he cats with his 
knife, or to Z because he believes in ghosts; and this though each is 
starving I may sell at any price I please, and I may charge one 
man half the value of the bread while I charge another double its 
worth. I may close my shop whenever it suits my fancy to do so, for 
any reason or for no reason at all. But if my business is that of a 
carrier of goods or passengers, or that of an innkeeper, or if I sell gas, 
water, or electricity instead of bread, ordinarily I may do none of these 
things. U|)on persons or firms engaged in some businesses the law 
imposes afTirmativo duties tiiat they shall deal with all proper persons 
who are willing to pay prices which the law has said are reasonable, 
and that they sliall make no discriminations that are unreasonable. 
Such businesses, moreover, may'not be fors.akcn at will. While in 
most businesses the owners may fix the amount and kind of property 
whicli the)' use, the owners of railroads, for example, must if necessary 
buy more cars and engines. Telephone companies must lay more 
cables if tlic growth of the demand for telephones requires it. To 
enforce llicse alTirmative duties imposed by the law two principal 
remedies e.xist: the person who has been injured by the failure of the 
owners to perform these duties may sue them and collect for his 
injury; or he may require some officer of tlie state, usually the attorney 
general, to bring action to compel tlie owners to perform their 
duties. 

Proniotive intervention is unlike prohibitive intervention in that 
it is always the purpose of the latter to prevent action, while the former 
contemplates action and change. Doubtless tlie ideas conveyed by 
the terms “mandatory” and “promotivc” intervention are sufficiently 
similar to be e.xpressed by a single term, yet it seems helpful to dis¬ 
tinguish them. The purpose of mandatory intervention is to compel 
action, as may be seen by reference to the examples given above under 
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that heading. The puqjose of promotive intervention is to aid one 
in acting. 

See also 35. Gild Merchant Regulations versus Craft Gild 
Regulations. 

54. The Law Merchant. 

57 62. On Mediaeval Social Control of Industrial 
Activity. 

233. The Socialization of Law. 

C. The Relation of Government to Industrial Activity 

300 . MKRCANTIt.ISM' 

The principles of the mercantile system were not taught by any 
School; there was no master, there were no disciples. From one of 
its aspects it was a popular economics and not that in the best sense 
of the term. Though .Adam Smith turned to Mun when he looked 
for a discriminating statement of the IMercantile views, it is clear 
from his various criticisms on them in the 4th book of the Wealth of 
Nations, that he docs not regard them as a body of arguments and 
conclusions carefully worked out by thoughtful men from desire of 
truth, but rather as a scheme of cojumcrtial policy which different 
governments had adopted on the adciic of interested merchants and 
manufacturers. Its principles, so far as they were ever elaborated 
into a system, seem to him to be the maxims of practical men of 
business, who know how trade benefits themselves and have no con¬ 
cern how it benefits the nation at large. On the other hand, the 
motive of governments in adopting the Mercantile policy could 
hardly have been disinterestedly to benetit the merchants and manu¬ 
facturers. The time of its first appearance and the time of its decline 
will help us to understand the matter. It is usually said to have begun 
with the Reformation and ended with the French Revolution; and 
this means that it began when foreign commerce was becoming a 
power in Europe and ended when governments were beginning to be 
constitutional and popular. The common notion of Mercantilism 
represents it as confusing wealth with money, or at least with the 
precious metals. The charge thus blankly stated is not strictly true; 
but it is true that views were adopted and made the ground of political 

* Taken by permission from James Bonar, Philosophy and Political Economy^ 
pp. 130-33. (Swan SonnenscheiQ & Oo., 1893.) 
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action for more than two centuries, which might fairly be represented 
as logically involving the fallacy in question. The intelligible motive 
for adopting a policy which promised to multiply the precious metals 
in a country was clearly tlic desire of the rulers to have a full treasury 
for warlike and other purposes. There was also a belief that for 
general reasons (the reasons of the “merchants and manufacturers”) 
it was good for the country that as much of the precious metals as 
possible should he atlr.acted into it. The measures adopted to secure 
this end were the prohibition to export gold and silver “forth of the 
kingdom,” the careful watching of the balance of trade, to see that 
our exports shoidd in value exceed the imports, in order that there 
might be a balance in money to come into the country, restraints 
(by duties or prohibitions) on importation from foreign countries, 
and encouragement (by bounties and drawbacks) of e.xportation, 
special encouragements of home manufacture and of the growth of 
a home po|)ulalion to labour on it, treaties of commerce to secure 
privileges for our e.cporters, and finally the foundation of Colonies 
and the retention there of our monopoly of trading. 

It has been stated that Mercantilists agreed in displaying an 
exaggerated care for the mere numbers of the ])eoplc. The fallacy 
of considering a large population to be of itself a source of strength 
to a nation m.iy indeed be cminectcd with the military view in which 
the Mercantile .System seems to haxe originated; but it is not neces¬ 
sarily of a piece with the rest of the ])olicy. Not only the adherents 
of the Mercantile policy but nearly all economical writers before the 
Physiocrats were more or less tainted with this fallacy; and it is no 
more safe to identify this view with Mercantilism than it is to identify 
Mercantile theorists with the support of an absolute monarchy. 
No doubt the policy aiosc at a time wdicii Monarchies in Europe were 
becoming strong, and the regulation of trade may have seemed as 
natural in an absolute monarch)- as the regulation of religion, morals, 
and literature. But the Mercantile system prex-ailed even under 
the Commonwealth; and it survived the expulsion of the Stuarts. 
Its absence in Holland was due rather to its impracticability there 
than to the popular form of the Dutch govcrn?nent. It is true that 
Colbert, the great bugbear of the Physiocrats, was the minister of an 
absolute monarch; but the Physiocrats who successfully contended 
against the continuation of his policy were themselves suspected of 
inclining to an absolute form of government. The Mercantile system 
was no immediate consequence of the decay of feudalism and the rise 
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of powerful monarchies. The first efforts of these nionarehs were 
rather in the direction of siimi>tuary measures; their interference 
with foreign importation was meant not to Irriifg money into the 
country, but to prevent their own people from lieing corrupted by 
foreign lu.xurics. It is not till a century after the disi o\ cry of .Vmcrica 
and the fall of feudalism tliat we llnd iMereantile \iews coming for¬ 
ward witli authority. .All wc can safely say seems to be th.it, when 
the separate States beiamc more const ions of their own national life 
than of the ties that bound them to their neighbours, they were easily 
led to confound commercial ilependence with politual, and it was 
not hard for jealousy and suspicion to convince them that their 
neighbour’s gain could not at the s.ime time be their own. W'c can 
understand too that in the days when goeernments did not under¬ 
stand the limits of their omniiiotence they would feel bound to 
regulate the .S])irit of trading which seemed to be becoming a ])a.ssion 
with their citizens, to the deliiment of their patiiolism. I'liis would 
seem to them the more impeiative bccau.se trade is not the creation of 
any government, but is one of the spontc acla that have a life of their 
own. There was therefore an inteifcrenc c at every ixiint. Isolated 
writers, especially in I'.ngland, espussed doubts about tlie wisdom of 
this interference, but it was not till the middle of the eighteenth 
century, when a great School of Icconcimists aiose in I ranee, that 
b'oth rulers and people were forced to [tay some legard to the demand 
for freedom of trade. The demand was simply that what was 
spontaneous in its oiigin should be allowed to be spontanc'ous in its 
development. 

sgi. THE MERC'AN'l’ILIS'l' KEtiULATIONS BECO.ME ONIcROU.S' 

In every ejuarter, and at every moment, the hand of government 
was felt. Duties on importation, and duties on c.xportation; bounties 
to raise up a losing trade, and taxes to pull down a remunerative one; 
this branch of industry forbidden, and tliat brand) of industry 
encouraged; one article of commerce must not be grown because it 
was grown in the colonics, anotlier article might be grown and bought 
but not sold again, while a third article might be bought and sold but 
not leave the country. Then, too, wo fmd laws to regulate wages; 
laws to regulate prices; laws to regulate jirolits; laws to regulate the 
interest of money; custom-house arrangements of the most vexatious 

* Taken by permibsion from II. T. Buckle, Ilalory of Cmlizalion in England, 
I, 201-3. (D. Appleton & Co , 1906.) 
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kind, aided by a complicated scheme, which was well called the sliding 
scale— a scheme of such perverse ingenuity that the duties con¬ 
stantly varied on ihe same article, and no man could calculate before¬ 
hand what he would have to pay. To this uncertainty, itself the 
bane of all commerce, there was added a severity of exaction, felt 
by every class of consumers and producers. Tlic tolls were so onerous 
as to double and often quadruple the cost of production. A system 
was organized, and strictly enforced, of interference with markets, 
interference with manufactories, interference with machinery, inter- 
ierence even with shops. The towns were guarded by excisemen, and 


the ports swarmed with tide-waiters, whose sole business was to 
process of domestic industry, peer into every 
• article; while that absurdity might be carried 

'is® * protection; 

. -"^‘^•“oney was avowedly raised, and the inconvenience 
use of the government, but for the benefit of the 
other vrwds, the industrious classes were robbed in order 
thrive. 


-■ Such are sonti of the benefits which Ituropean trade owes to the 
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i ipean legislators. But worse still remains behind, 
evils, great as they were, have been far sur- 
il evils which this system [iroduccd. The first 
ice was that in evei>’ jiart of Europe there arose 
rful gangs of armed smugglers, who lived by dis- 
hich their ignorant rulers had imposed. These 
Bn the fear of punishment, and accustomed to the 
wy crime, contaminated the surrounding popu- 
linto peaceful villages vices formerly unknown, 
I entire families; spread, wherever they came, 
I and dissoluteness; and familiarized their asso- 
Boarse and swinish debaucheries which were the 
go vagrant and lawless a life. The innumeralile 
I this are directly chargeable upon the European 
Sam they were provoked. 

^y^PMENT OF INDIVIDUALISM- 

l^l^mjhung the task of the twentieth century, it 
ttace as far back as possible the whole 
^^fi^kHwaw^Davldson, “The Task of the Twentieth 
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course of human development (for each part receives the meaning 
from the whole); but as space forbids this, we must be content to 
gain what light we can by going back for a few certturics, say to the 
close of the Middle Age. 

The task of that age may be stated in a few words. It consisted 
in keeping steadily before each individual soul tire fact of its own 
eternity and impressing upon it that its weal or w’oe, throughout 
that eternity, depended upon its pursuing a definite course of conduct. 
So far, nothing could have been better. But, unfortunately, though 
as we may well believe, necessarily, these things were presented in an 
external, dramatic way, as arbitrary revelations from an external 
God, and backed by such awesome sanctions as made the soul feel 
itself a mere helpless worm of the dust, in iiresciu o of an irresponsible 
omnipotence. In one word, human life in these ages was entirely 
regulated by authority, which, though it might jiroduce a certain 
amount of socially desirable conduct, as even the poorest of motives 
such as fear or avarice may, rendered all true moialily, which depends 
upon a free, rational determination of the wdl, utterly impossible. 
The excuse for such authority was the fantiistic belief that human 
nature, as such, was utterly fallen, degiaded, and imapable of self- 
direction; that, hence, if ever it was to reach its true end, it must 
entirely submit itself, ul cadai'cr, to external guidam e, that is, author¬ 
ity, or direct inspiration. 

In a system which accepted authority as the guide of life on ]jain 
of damnation, there was, of course, no room for freedom of any sort, 
freedom of thought, freedom of affec tion, or freedom of will. And, 
as a matter of fact, all these forms of freedom were, as far as possible, 
vigorously suppressed. I’ree inquiiy into the laws and nature of the 
world gave w'ay to a timid, scholastic discussion of the meaning of 
authority. Above all, free selbdetcimination of the will, possible 
only through free inquiry and free affection, was placed under the 
ban. The mediaeval church, in part directly, in part indirectly, 
through the slate, sought to regulate every thought, feeling, work, and 
deed of its members, and of all whom it claimed as such. When it 
was resisted, it shrank from no extremes. 

The task of the centuries since the c lose of the Middle Age has been 
gradually to remoxe this yoke of authority, and to raise men to free¬ 
dom of thought, affection, and will -- in a word, to rational self-guidance 
or moral life. This has been done, partly through actual resist¬ 
ance to authority, a resistance necessitated by social suffering, and 
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partly through discoveries in the worlds of nature, history, and 
philosophy. 

The sixteenth century was marked by great advances in all direc¬ 
tions. The discovery of America, the proof positive of the earth’s ro¬ 
tundity, and the Copernican astronomy utterly broke up the mediaeval 
view of the universe, the science of astrology, and the astronomical 
ethics depending on both, and tlius freed men from a whole load of 
ignorance and superstition in matters physical and moral. At the same 
time the Reformation among the Germanic nations freed northern 
Europe from papal autliority, and introduced the principle of free 
inquiry (without, indeed, recognizing its full import), while the 
Pagan Renaissance among the Latin peoples went far to free the south 
from that nature-distorting asceticism to which much of the church’s 
authority was due, and to make the perfection of human nature, 
instead of the glory of God, the end of human activity. Under the 
influence of both these movements education of a human sort spread 
rapidly, art revived, and the liuman mind advanced toward autonomy. 

The seventeenth century is, unlike the sixteenth, which had been 
largely a period of destruction in matters spiritual, a period of recon¬ 
struction. Now, not only are the old sciences and philosophies put 
aside, but new sciences and new philosophies spring up to take their 
place. And, strange to say, these new seicnces and philosophies are 
all animated by a common sihrit utterly different from that of the 
jMiddle Age. Just at the time when the earth, man’s abode, ceased 
to be regarded as the centre of the pliysical universe, man himself 
came to be regarded as the centre of the spiritual universe. It i.s this 
fact that makes the modern world, as distinguished from the ancient 
and mediaeval. Though the meaning of this fact has been but slowly 
coming to consciousness, it is now obvious enough to anyone who cares 
to think. It is this: wlicreas in the older world all truth was tried by 
an e.xternal authority, supposed to be revealed, and human reason was 
relegated to a thrall’s place; in the modern world, human reason is 
elevated to the first place, and all authority, even the existence of God 
himself, has come before its tribunal, and accepts its verdict. Thus 
truth is no longer dependent upon authority but authority upon truth. 

This great change is due mainly to two men—the English Prot¬ 
estant Locke and the French Catholic Descartes; but we find it in 
earlier writers, in Hooker and Hobbes, for example. Both these 
latter writers place the origin and, therefore, the authority of human 
society in a social contract, and not in divine appointment, and are 



SOCIAL CONTROL 


loas 

thus the parents of Rousseau and the French Revolution. Locke 
and Descartes, workini; on different lines, came practically to the 
same conclusion, namely, that in the human conscioufiiiess lie the test 
and reality of all truth, and, therefore, of all life guidance. From 
them comes all modern thought, in all its different phases, from the 
crassest materialism to the llimsiest idealism. 'Fo the seventeenth 
century belong Leibniz and Spinoza, Newton and (lalileo, Vico and 
Grotius; hence, the beginnings of modern sciente in all its blanches. 
To it also belong the I’lrst effei ti\'e inoxenients toward what may be 
called individualism whic h was destined to i)lay such a part in the 
subseciuent world. They take their rise in Holland, Fngland, and 
Scotland, and find their overt expression in the three great anthro 
])ocentric movements of the c enturv the two Fnglish revolutions and 
the foundation of a new order of things -whose very essence is indi¬ 
vidualism, in the ncvviv-disiovered continent beyond the Western 
Sea. If the si.xtcenth century saw the coilajcsc of external sjuritual 
authority and the rise of rationalism, the se\ enteenlh saw the collapse 
of externa! temporal authoritx and the rise of individualism, backed 
too by a philosophv which showed it to be rational and jiraeticable. 

In tlie eighteenth centurv the movements of the two previous 
centuries, toward freedom of thought and indix idualism in life, were 
carried to extremes and a new moxeineiit begun, that may be called 
till' movement toward economic freedom. It is par eXicUettee the 
century of down-breaking in all the spheres of life and thought. 
Voltaire overthrew thrones with a jest, and made belief in revealed 
authority forever impossible; Rousseau discarded all i muentional- 
itics and external repressive institutions, called for a return to nature, 
and made subjective sentiment the rule of life- individualism with a 
vengeance! Hume, the friend of Rousseau, supplied a philosophy for 
all this, by reducing all thought to clusters of impressions and ideas, 
and defying these to get beyond themselves, either to a world of 
objects, or to a subject. Kant, accepting this result, showed how the 
world that we know, subjects and all, can be built up of these clusters, 
provided wc bring out all that is implicit in them. Goethe, with 
Titanic nature, showed that man works out his own destiny by casting 
off his limitations and rising to spiritual freedom, among free men; 
that, as Tennyson puts it, “man is man and master of his fate.” 
Lastly, Adam Smith, devoting himself to a sphere of human action 
which thinking men had too long affected to despise, demanded free¬ 
dom in the economic world, asserted that the shackles should be 
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partly through discoveries in the worlds of nature, history, and 
philosophy. 

The sixteenth century was marked by great advances in all direc¬ 
tions. The discovery of America, the proof positive of the earth’s ro¬ 
tundity, and the Copernican astronomy utterly broke up the mediaeval 
view of the universe, the science of astrology, and the astronomical 
ethics depending on both, and tlius freed men from a whole load of 
ignorance and superstition in matters physical and moral. At the same 
time the Reformation among the Germanic nations freed northern 
Europe from papal autliority, and introduced the principle of free 
inquiry (without, indeed, recognizing its full import), while the 
Pagan Renaissance among the Latin peoples went far to free the south 
from that nature-distorting asceticism to which much of the church’s 
authority was due, and to make the perfection of human nature, 
instead of the glory of God, the end of human activity. Under the 
influence of both these movements education of a human sort spread 
rapidly, art revived, and the liuman mind advanced toward autonomy. 

The seventeenth century is, unlike the sixteenth, which had been 
largely a period of destruction in matters spiritual, a period of recon¬ 
struction. Now, not only are the old sciences and philosophies put 
aside, but new sciences and new philosophies spring up to take their 
place. And, strange to say, these new seicnces and philosophies are 
all animated by a common sihrit utterly different from that of the 
jMiddle Age. Just at the time when the earth, man’s abode, ceased 
to be regarded as the centre of the pliysical universe, man himself 
came to be regarded as the centre of the spiritual universe. It i.s this 
fact that makes the modern world, as distinguished from the ancient 
and mediaeval. Though the meaning of this fact has been but slowly 
coming to consciousness, it is now obvious enough to anyone who cares 
to think. It is this: wlicreas in the older world all truth was tried by 
an e.xternal authority, supposed to be revealed, and human reason was 
relegated to a thrall’s place; in the modern world, human reason is 
elevated to the first place, and all authority, even the existence of God 
himself, has come before its tribunal, and accepts its verdict. Thus 
truth is no longer dependent upon authority but authority upon truth. 

This great change is due mainly to two men—the English Prot¬ 
estant Locke and the French Catholic Descartes; but we find it in 
earlier writers, in Hooker and Hobbes, for example. Both these 
latter writers place the origin and, therefore, the authority of human 
society in a social contract, and not in divine appointment, and are 
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exportation of corn and other raw produce. The result would be 
better prices to the cultivator, better capacity on his part to do justice 
to his lands, and consequent increase of cultivation, followed by an 
increased population which again would e.xtend consumption and 
keep up the market for the produce. Most of the trade of the king¬ 
dom, as it now is, does not really increase the wealth of the nation; 
(as Locke says) it means no more than money changing hands in a 
game or a lottery; it does not add to the stakes. 

Money is a form of wealth which acts as an intermediarv between 
the sellers and the buyers, but its funi tion is to be the means of 
exchanging other forms of wealth. It adds nothing to the “real 
wealth ' of the country, in the sense of leaving the total greater than 
it found it; and it is a mistake to suppose that an accumulation of 
money is the way to make a nation really rich. This was a view 
directly opposed to the Mercantile Theory, to which theory the 
Physiocrats may be considered as dealing the death blow. 

But it was not only money which was sterile, in the view of those 
Economists. Quesnay represents society as divided (cionomically) 
into three great classes -the cultivators, who alone arc productive; 
the proprietors (iiu hiding the .Slate) who draw from the first class what 
they spend on the third or Industrial class; and the last, who arc 
called emphatically the Sterile or unproductive (lass. Their mate¬ 
rials all come from the first class, and their outlay of labour and capital 
does not bring to the nation in material goods more than an etiiiivalent. 
If we depended on them and had no agricultural surplus, but just 
enough to feed our own people, the wealth of the country could not 
grow. Growing national wealth must mean growing produce of 
agriculture. Agriculture alone yields a net produce or clear gain 
after reimbursement of e.xpcnses; and the agriculturist is not the 
labourer, but his employer. Physiocracy, therefore, as an eco¬ 
nomical theory is a glorification not of the labourer but of the capital¬ 
ist, though only in one field of action. 

B' 

It is hardly necessary to say tliat the term “natural order” is meant 
to emphasize the contrast between it and the artificial social order 
voluntarily created upon the basis of a social contract. But a purely 
negative definition is open to many different interpretations. 

■ Adapted by permission from (,'harles Gide and Ch.arle3 Rist, A History of 
Economic Doctrines, pp. 5-12, 45. (Authorized translation, D. C. Heath & Co., 

1913) 
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In the first place, this “natural order” may be conceived as a 
state of nature in opposition to a civilised state regarded as an arti¬ 
ficial creation. As an interpretation of the Physiocratic position, 
however, it must be unhesitatingly rejected, for no one bore less 
resemblance to a savage tlian a Physiocrat. They all of them lived 
highly respectable lives as magistrates, intendents, priests, and royal 
physicians, and were completely captivated by ideas of orderliness, 
authority, sovereignty, and property—none of them conceptions 
compatible with a savage state. “Property, security, and liberty 
constitutes the whole of the social order.” 

In the second place, the term “natural order” might be taken to 
mean that human societies are subject to natural laws such as govern 
the physical world or e.xercise sway over animal or organic life. From 
this standpoint the Physiocrats must be regarded as the forerunners 
of the organic sociologists. Such interpretation seems highly 
prol)al)le, because Dr. Quesnay, through liis study of “animal econ¬ 
omy” (the title of one of his works) and the circulation of the blood, 
w.as already familiar with these ideas. Even this idea seems to us 
insufficient. Tliey neither believed that the “natural order” imposed 
itself like gravitation, nor im.agined that it could ever be realized in 
human society as it is in the hive or the ant-hill. They saw that the 
latter were well-ordered communities, while human society at its 
present stage is disordered, because man is free, whereas the animal 
is not. 

What are we to make of the “natural order ” then ? The “natural 
order,” so the Physiocrats maintained, is the order which God has 
ordained for the happiness of mankind. It is the providential order. 
To understand it is our first duty, to bring our lives into conformity 
with it is our nc.xt. 

The “natural order” was that order which seemed obviously the 
best, not to any individual whomsoever, but to rational, cultured, 
liberal-minded men like the Physiocrats. It was not the product of 
the observation of e.xtcrnal facts; it was the revelation of a princijile 
within. And this is one reason why tlie Physiocrats showed such 
respect for property and authority. It seemed to them that these 
formed the very basis of the “natural order.” 

It was just because the “natural order” was “supernatural,” and 
so raised above the contingencies of everyday life, that it seemed to 
them to be endowed with all the grandeur of the geometrical order 
with its double attributes of universality and immutability. It 
remained the same for all times, and for all men. Its fiat was “unique. 
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eternal, invariable, and universal.” Divine in its origin, it was 
universal in its scope, and its praises were sung in litanies that might 
rival the .Ue Maria. 

Knowledge of the “natural order” was not suflicient. Daily 
life must also conform to the knowledge. Nothing could be easier 
than this, for “if the order really were the most advantageous” every 
man could be trusted to find out for himself the best way of attaining 
it without coercion of any kind. It is of the very es.sense of that order 
that the particular interest of the individual can never be separated 
from the common interest of all, but this happens only under a free 
system. 

A brief resume of the contributions made to economic science by 
the Physiocrats will help us to realize their great importance. 

From the theoretical point of view we have: 

1. The idea that every serial phenomenon is subject to law, and 
that the object of scientific study is to di-.rocer surh laws. 

2. The idea that [rersonal interest, it left to itself, will disrover 
what is most advantageous for it, and that what is best for the indi¬ 
vidual is also best for everybody. But this liberal doctrine had 
many advocates before the Physiocrats. 

3. The conception of free competition, resulting in the establish¬ 
ment of the bon prix, which is the most advantageous price for both 
parties, and implies the extinction of all usurious profit. 

4. An imperfect but yet searching anal>sis of production, and of 
the various divisions of capital. An excellent classilication of incomes 
and of the laws of their distribution. 

5. A collection of arguments which have long since become classic 
in favour of landed property. 

From a practical point of view we have: 

1. The freedom of labour. 

2. Free trade within a country, and an impassionate appeal for 
the freedom of foreign trade. 

3. Limitation of the functions of the State. 

4. A first-class demonstration of the superiority of direct taxation 
over indirect. 

394. THE NATURAL RIGHTS THEORY- 

Arguments on behalf of the natural rights theory fall naturally 
into two great divisions according to the line of attack adopted. It is 

‘Taken by permission from W. S. McKechnie, Tht State and the Individual, 
pp. 221-38. Qames MacLehose & Sons, 1896.) * 
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maintained, on tlic one hand, that there are certain spheres marked off 
by nature or justice into which government has absolutely no right 
to intrude. Suclt interference is ol)jcclcd to on the ground that it 
would violate certain abstract prin(.ij)les or natural rights which are 
so sacred and absolute that no State has a justifiable warrant to 
infringe them. On the other hand, it is urged alternatively that, 
whether or not the government can justify such powers on a specu¬ 
lative basis, it is always inexpedient for it to employ them. It always 
(Iocs harm where it seeks to do good, by e.xtcnding its functions 
beyond tlicir normal limits. The problem, then, is to define the 
[troper sphere of activity beyond which it is inc.cjiedient and wrong 
for government to step. Many of its votaries adopt both lines of 
argument; but, though these may be consistently held by one man, 
they are essentially different. The essence of the argument from 
natural rights lies in the supposed e.xistence of some abstract prin¬ 
ciple of justice, of some abstract rights, which are outside of and 
greater than the State. Certain hard-and-fast barriers are con¬ 
structed in imagination, and it is said that the State cannot, without 
doing violence to itself and to its duties, climb over these. It is not 
merely tliat it is inexpedient for the State to allow its officials to inter¬ 
fere in this or that direction. Something more than mere good policy 
is at stake. Klernal princijiles, absolute and fund imental rights, 
arc assailed if the government dare to go beyond its appointed sphere. 
“The violation of the rights of a single individual,” it has been 
forcibly said, “is an act of trca.son is an act of war against humanity.” 

Are tliere any absolute prim iplcs or rights which the government, 
acting under the proper authority Irom the State, cannot invade? 
Are there any rights inherent in any persons or groups of persons 
within the State which may be called absolute? Is there any limit 
at all to the right of the State to do anything whatsoever, if that 
course is advisable for the W'elfarc of itself as an organic unity com¬ 
prising all of its members as component parts? The answ’er here 
given is equally simple. 'There is no such tibsolule, indefeasible, 
inviolable right which can justly defy the State acting for the common 
good. 

No theory, however, is harder to kill outright. 'The doctrine of 
natural rights tends to reappear in a new phase, immediately it has 
been rebutted in its old one. A few of its best-known forms must be 
briefly enumerated. Absolute claims to e.xcmption from the control 
of government have been set up on behalf of (r) rights of individual 



SOCIAL CONTROL 


1031 


liberty; (j) rights of conscience; (3) contractual and proprietary 
rights; (4) rights of the church, the family, and the voluntary asso¬ 
ciation.; (s) rights of subject nationalities; aiul (6) “tlie rights of 
man,” considered generally. 

What is this theory' of the Rights of Man which has played so 
distinguished a role in English, Ercnch, and .Mncrican national 
progress? It naturally assumed various forms, according to the 
times and places of its appearance; but its essential feature is cvery- 
w'here the same. Man as man has certain rights which no State or 
government dare attack. Every man, bee .ruse of his own se|)arate 
individuality, had these rights. 

Catalogues of these naturally vary, but they usually include free¬ 
dom of tliought, speech, and action; rights of public meeting, of 
combination, and of freedom of the press, and so on. .Ml of them are 
e.xcellent things in tlieir proper places. Nor is there the least objec¬ 
tion to calling them “natural rights” if any good purirose is thereby 
served, tliough it is incumbent on tho-.e using the term to e.\])lain 
exactly what they mean. Danger arises only when they are spoken 
of as “absolute” rights. 

305 . SOME NATURAL RIGHTS DOCUMENTS 

THE AMERICAN DECLARATION OF INDEPENDENCE 

When in the course of human events, it becomes necessary for 
one people to dissolve the political bands which have connected them 
with another, and to assume among the [lowers of the earth, the 
separate and equal station to which the laws of Nature and of Nature’s 
God entitles tliem, a decent respect to the oiiinions of mankind 
requires tliat they should declare the causes which imiiel them to lire 
separation. 

We hold tliese trutlis to be self-evident, that all men are created 
equal, that they are endowed by their (,'realor with certain inalien¬ 
able Rights, that among these are Life, Liberty, and the pursuit of 
Happiness. That, to secure tliese rights. Governments are instituted 
among Men, deriving their just powers from the con.scnt of the 
governed. That, whenever any Form of Government becomes 
destructive of tliese ends, it is the Right of the People to alter or to 
abolish it, and to institute new Government, laying its foundations 
on such principles and organizing its powers in such form, as shall 
seem to them most likely to effect their safety and happiness. 
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THE PREAMBLE OF THE CONSTITUTION OF THE UNITED STATES 

We, the people of the United States, in order to form a more 
perfect union, establish justice, insure domestic tranquillity, provide 
for the common defense, promote the general welfare, and secure the 
blessings of liberty to ourselves and our posterity, do ordain and 
establish this Constitution for the United States of America. 

THE VIRGINIA BILL OF EIGHTS, piNE 12, 1776 

A Declaration of Rights made by tlie Representatives of the good 
people of Virginia, assembled in full and free Convention; which 
rights do pertain to tlicm, and their jiosterity, as the basis and founda¬ 
tion of government. 

I. That all men are by nature equally free and independent, 
and have certain inherent rights, of whicli, when they enter into a 
state of society, they cannot, by any compact, dc|)rive or divest their 
posterity; namely, tlie enjoyment of life and liberty, wdth the means 
of acquiring and possessing property and pursuing and obtaining 
happiness and safety. 

THE DECLARATION OF THE RIGHTS OF MAN AND OF CITIZENS, ISSUED 
BY THE NATIONAL ASSEMBLY OF FRANCE IN 17S9 

The representatives of the people of France, formed into a Na¬ 
tional Assembly, considering that ignorance, neglect, or contempt of 
human rights are the sole causes of public misfortunes and cor¬ 
ruptions of government, liavc resolved to set forth, in a solemn 
declaration, tliose natural, impresi ripliblc and inalienable rights 
(and do) recogni/e and declare, in the presence of Ihe Siijuemc being, 
and with the hope of His blessing and favor, the following sacred 
rights, of men and of citizens; 

I . Men are born and always continue free and eciual in respect 
to their rights. Civil distinctions tlierefore can only be founded on 
public utility. 

II . The end of all political associations is die preservation of tlie 

natural and imprescriptible rights of man, and these rights are 
liberty, property, security, and resistance of oppression. 

396. THE TRANSITION TO LAISSEZ-FAIRE IN ENGLAND' 

Both in England and in America we have passed through a cycle 
of politico-legal thought. In England, formerly, practically all 

* Taken by permission from A. A. Bruce, “Laissez-faire and the Supreme Court 
of the United States,” Gremba^, XX (igoSj, 553-54. 
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combinations and almost all of the modern forms of commercial 
organization were unlawful. The business of the middle man was 
unlawful, the business of the modern wholesale grocer was unlawful. 
It was a criminal olTcnsc to buy food or vii tuals which were on their 
way to the market for the puqiose of reselling them, or to buy, for 
purpose of resale, large quantitites of food at any time This, how¬ 
ever, was before the days of the rise of c.ipitalism It w.is at a time 
when the laws of Mnglaud were in the haiuls of the gi'iitry, the land- 
holding, or military (lasses. It was for the interest of these to oppose 
combination in everv form. They were je.ilous of the growing power 
of the business man. It was for their mtciest to make, as they did 
make, both the trade lombinalion and the labor combination, or 
union, criminal conspirai ies, Iful at the beginning of the last century 
a change came. The war wath I'laiKe had been fought and won, 
the lleets of both the Frem h and the Diildi had been praitically 
3 wc[>t from the seas; the foreign markets nliuh oik e belonged to the 
French and the l)ul(h, now belonged to Fngland; the cotton gin 
had been invented, steam h.ui been utilized; the mines had been 
uncovered, all that w.is msco-ary for Fngland was to manufacture, 
and the markets of the worh' were open to her. At the same time 
the suffrage had been l.irgeK extended and the business man had come 
into pohlK.d power, and, abo\'e all, lapital had beiome diffused 
through the e-,l.ibli-.hnient of banks, and the aicumulated resources 
of the country mailc capable of utilization. 'Fhere was immediately 
a clamor on all sides for the overthrow of the restrictions of the past. 
In order to compete in the markets of the world and to take advan¬ 
tage of the oitportimilics for wc.dth whic h the foreign trade alTorded, 
ships had to be built and chartered, trading posts established, and 
factories built, and (ombmalions of c.ipilal were found absolutely 
nccessaiy. It was no longer for the interests of the em|iloyer that 
the rates of wages should be regulated by law, nor that the laborer 
should be tied to the land, d’he manufacturer wanted the opportu¬ 
nity to olTcr extra wages, because at times he wished to work his fac¬ 
tories night and day, so that he might get his goods rapidly upon the 
market. He did not want any resirictions on the hours of labor. 
In the past law and cust</m had so operated that no one could become 
a master mechanic or manufacturer wdio did not belong to one of the 
powerful trade guilds and who had not served an apprenticeship. 
In this new age of capitalism and of democracy—for it was both a 
capitalistic and a democratic 'uprising—men wished to become 
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employers, business men, and manufacturers, on the strength of their 
brains and their capital alone. The consequence was that the 
restrictive laws of the past were repealed. Tlie old hide-bound 
judicial decisions were reversed. The labor union and, to a large 
e.xtent, the combination of capital were legitimatized. “The lid 
was taken off.” It w;is lawful to pursue to almost any length the 
war of competition. It was at this time that the industries in America 
began to really take their form; that our great commercial develop¬ 
ment began. For years, both in Fngland and in America, we have 
gone on in this same unchecked way; we have preached everj'where 
the doctrine of laissez faire, laissez passer. For years the man who 
would have advocated any checking, any governmental interference, 
would have been and was branded as a dangerous character. 

397. THE STRONCillOLD OF LMSSIi/.-FAIRR IN THE 
UNITED STATES' 

The colonists were as a rule without fortune, ancestry, or social 
or political standing. They had come from countries where tlie 
opportunities of the poor man were but few, and where individual 
initiative among the lower classes was everywhere restricted by an 
arbitrary government for purposes of its own, and for the benefit of 
its own members. 'They were familiar with the regulation of wages 
by statute, or by police magistrates who themselves belonged to the 
employing classes. 'They were familiar with the monopolies granted 
by the crown, of almost all of the necessities of life. 'Fhey were 
familiar with the mercantile restrictions which sought to crush out 
the commerce of Scotland and Ireland and of the American colonics, 
in order that the merr hant princes and wealthy trade guilds of London 
might become the wealthier. 'They were familiar with the English 
criminal code which, in its ruthless desire to protect the vested inter¬ 
ests and the owners of projrerty, made one hundred and sixty offenses 
punishable by death. 'They lived in a time when in England a man 
could be hung for shooting a hare or stealing a sheep or for begging 
on the streets, but when human life was so cheapened that it was con¬ 
sidered perfectly legitimate to drive little children of seven or eight 
years of age from their beds to work for sixteen hours a day in the 
factories and in the mines, and to harness almost naked women to the 
ore-trucks in the coal pits, their immediate desire could only have 

•Adapted by permission from A. A. Bruce, "‘Laissez-faire and the Supreme 
Court of the United States,” Grcenhag, XX (1908), 546-50. 
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been that tlie restrictions of the past should be removed. It is not 
surprising that they should have Lch onic individualists, and more and 
more firmly imbued with the lai.u-rz-finri’ idea, with the desire to run 
their own businesses as they saw lit, with the gos])cl of an absolute 
freedom of contract, and with the theory that the central government 
should be a pohcem.in merely, and should only interfere for the pro¬ 
tection of property and life. 

In America the Id!'i\rz-{aire idea has been much more deeply 
rooted than in Kngland, .iinl it is iiatur.il that it should have been. 
The large amount of public land gave an opportunity to the wage 
earner, wliuli was not to be found in I'ingluid or in Frame, and the 
era of the f.ictory and of the huge m.inufav luring centers was further 
in the distance, 'flic tigriiullural po|iulation was nnuh greater and, 
until recently, almost anxoiie lould be a landed |)ioprietor. There 
was to be found, esiiei ially among the punt.ins of New F.ngland, 
a militant individu.ihsm, for it is to be noted that the teachings of 
Calvin were almost ns much sm iai and politii al as they were religious 
and in them the right of self gocernmeiit, and the freedom of the 
church and of the loc .ilily from governmental intei fcrence, was every¬ 
where cmphasi/cd. 'I'lie birth throes of the new lountry were a pro¬ 
test against nacigalion arts, scan lies and seizures and governmental 
■•estraints of all kinds. So, too, i lass lines have never been .so closely 
(h iwn here as in fiurope, .and the Inismess classes have been con¬ 
stantly recruited from the laboring ,ind the agricultural. Added to 
this was the individualism of the frontier, which everywhere chafes 
at control and at the rcstraiiils whnii lolledivism thrusts upon it. 

The belief that evervone has an e<iii.il chance in America has 
become deeply rooted in the mind.^ of our successful upper classes, 
and has been rcllectcd everywhere in llic opinions of our courts, 
whose judges, if not coming from the utijicr ( lasses, have themselves 
succeeded and passed their social lives with those who have. This 
individualism was from an early Lime cspcs ially noticeable in the 
South, where social structure and economic development seemed to 
make a protective policy unwise and unnecessary. Its leaders were 
at first drawn from the large landed proprietors whose ancestors were 
the English cavaliers and country gentry, and who had but little in 
common with the masses of the pcojilc. .So, too, even the lower 
classes of whites, who may be said to have won the West for the 
American union, were in a large measure composed of, and in thought 
and action followed the leaderslfip of, the Scotch-Irish pioneers who. 
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bringing with them the individualism of Knox and of Calvin, with 
all of its impatience at governmental control, pushed into the wilder¬ 
ness, and, without aid, except that derived from their own axes and 
their own rifles, cleared and settled the land and admitted their own 
associates. Far away from central government and control they 
established their own social customs, framed their own governments, 
provided for their own defense, and fought for the homes and the 
social institutions which they themselves had created. Just as to 
the old Anglo-Saxon chief the King was a mere war-lord, raised to his 
position solely for military purposes, and with no conceded rights of 
social or political interference, so too, by the average western 
settlers, central government was looked upon largely as a war device 
or, at best, as a means to preserve the freedom of commerce, and not 
as something which should interfere with social and industrial customs 
or the freedom of industrial contracts. These earlier times, it is true, 
had in them none of the factory development of today, but even after 
that began and great masses of people became crowded into the indus¬ 
trial centers, removed from the land, subject to the demands of their 
employers and their labor the subject of barter and trade and regu¬ 
lated by the law of supply and demand, the great majority of the 
voters still belonged to the farming classes whose ownership of land 
and employment of labor cultivated in them too a deep-rooted, if not 
militant, individualism. But chief of all the causes of American indi¬ 
vidualism has been the fact that for so many years opportunities for 
growth and advancement have everywhere been so plentiful that it 
has been hard for any of those who have themselves prospered to 
believe that governmental interference is necessary to protect any¬ 
one, or that there is not in all matters a perfect equality of opportu¬ 
nity and of contractual ability. 

398. THE CLASSICAL STATEMENT OF THE FUNCTIONS OF 
GOVERNMENT' 

All systems either of preference or of restraint being thus com¬ 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does 
not violate the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and capital into 
competition with those of any other man, or order of men. The 
sovereign is completely discharged from a duty, in the attempting to 

' From Adam Smith,,TA« Wealth of Notions, Book IV, chap. ix. 
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perform which he must always be exposed to innumerable delusions, 
and for the proper performance of which no human wisdom or knowl¬ 
edge could ever be sufficient; the duty of superintending the industry 
of private people, and of directing it towards the employments most 
suitable to the interest of the society. According to the system of 
natural liberty, the sovereign has only three duties to attend to; three 
duties of great importance indeed, but plain and intelligible to 
common understandings: first, the duty of protecting the society 
from the violence and invasion of other independent societies; second, 
the duty of protecting, as far as possible, every member of the society 
from the injustice or oppression of every other member of it, or the 
duty of establishing an exact administration of justice; and, third, 
the duty of erecting and maintaining certain public works and certain 
public institutions, which it can never be for the interest of any indi¬ 
vidual or small number of individuals to erect and maintain; because 
the profit could never repay the exjieiise to any individual or small 
number of individuals, though it may frequently do much more than 
repay it to a great society. 

399. REASONS EOR INCRKASINO IN'l'ERVENITON 

A- 

As the new industrial system develo[)ed, it was found to produce 
evils which individual action could not remedy. 'I'hesc evils led to 
legislation for workers in factories as early as the year 1802. 'I'he 
wage-earning class, which has gradually acquired the largest share 
of political power, has always felt that its strength lies in combined 
action—not in individual enterpri.se—and has usually favoured the 
principle of state regulation. At the same time, philosophical reflec¬ 
tion has taken new forms. The belief in the beneficence of nature 
has given place to the doctrine of the struggle for existence. This 
doctrine is incompatible with the notion that the general interest is 
best secured by everybody’s endeavor to promote his own interest. 
Thus philosojihers have become more willing to accept the deliberate 
regulation of industry by an authority which, at all events, professes 
to represent the whole community. The reaction toward mediaeval 
ideas, expressed in the High Church movement and in the writings of 
Carlyle and Ruskin, had also contributed to lessen the value formerly 

■Taken by permission from F. C. Montague, “Government Regulation of 
Industry in the Nineteenth Century,’’ in I’algrave’s DtclioiMry of Political Econ¬ 
omy, II, 242-43- {Macmillan & Co., Ltd., 1910.) 



1036 


INDUSTRIAL SOCIETY 


bringing with them the individualism of Knox and of Calvin, with 
all of its impatience at governmental control, pushed into the wilder¬ 
ness, and, without aid, except that derived from their own axes and 
their own rifles, cleared and settled the land and admitted their own 
associates. Far away from central government and control they 
established their own social customs, framed their own governments, 
provided for their own defense, and fought for the homes and the 
social institutions which they themselves had created. Just as to 
the old Anglo-Saxon chief the King was a mere war-lord, raised to his 
position solely for military purposes, and with no conceded rights of 
social or political interference, so too, by the average western 
settlers, central government was looked upon largely as a war device 
or, at best, as a means to preserve the freedom of commerce, and not 
as something which should interfere with social and industrial customs 
or the freedom of industrial contracts. These earlier times, it is true, 
had in them none of the factory development of today, but even after 
that began and great masses of people became crowded into the indus¬ 
trial centers, removed from the land, subject to the demands of their 
employers and their labor the subject of barter and trade and regu¬ 
lated by the law of supply and demand, the great majority of the 
voters still belonged to the farming classes whose ownership of land 
and employment of labor cultivated in them too a deep-rooted, if not 
militant, individualism. But chief of all the causes of American indi¬ 
vidualism has been the fact that for so many years opportunities for 
growth and advancement have everywhere been so plentiful that it 
has been hard for any of those who have themselves prospered to 
believe that governmental interference is necessary to protect any¬ 
one, or that there is not in all matters a perfect equality of opportu¬ 
nity and of contractual ability. 

398. THE CLASSICAL STATEMENT OF THE FUNCTIONS OF 
GOVERNMENT' 

All systems either of preference or of restraint being thus com¬ 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does 
not violate the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and capital into 
competition with those of any other man, or order of men. The 
sovereign is completely discharged from a duty, in the attempting to 

' From Adam Smith,,TA« Wealth of Notions, Book IV, chap. ix. 
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distrust; he has found that efhciency is po^-^ible, and he has vOme to 
assume honesty and integrity almost as a matter of course. 

Here we touch a still deeper cause which must Ije brought mto the 
account. The period which we have reviewed has witnesse*! a pro¬ 
gressive dccj)ening of humanitarian feeling and of the scn.sr ot collec¬ 
tive responsibility. Tlic public mind will no longer accpiiescc in the 
sweater’s den any more than it would a(()uicsce in this count.y sixty 
years ago in negro slavery. On all sides men are agreed that problems 
of poverty, problems of edination, problems of ph>sKal, mental, and 
moral efriciency are matters not merely of individual and private 
but equally of public and governmental concern. 'I'hcy do not deny 
the duty or depreciate the responsibility of the indixidual for iiimself 
or of the parent for his family, but they superimpose ui)on tl.esr a duty 
of the citizen to the state and a responsibility of the stall for the 
individual. 

C 

When the theory of evolution began to take its place as an impor¬ 
tant factor in philosophi, al thought, it furnisheil the individualists 
with a new line of aigunieiit. If the stiuggU' for existence has been 
the basis of all piogiess, they s.iid, through the result.int survival of 
the fittest, then any inlerferencc wilh the, natur.rl londilionsof that 
struggle me.ins an inteifereme wilh the beneficent result If the 
■ii''vival of the lillest has brought us safelv from the amoeba to the 
human being, why not trust it to take us the rest of this journey that 
wc call progress? The shift from the rather vague and mystical 
“natural order” basis to this apparently scientific standing ground 
did not, however, serve their ])urpose well. The natural order was 
one “endowed with all the grandeur of tlie geomelrital order with its 
double attributes of unixeisalilx and ininiulability. It remained the 
same for all times and for all men.” One lould do nothing but seek 
humbly to understand it and to live anording to its laws. Now, an 
attempt to substitute for tiiis firm foundation the shifting sand of 
evolution had certain inevitable reaclions in thinking minds. They 
saw that as soon as the idea of immut.ability of standards gives place 
to the idea of relativity the way has been o])cned for a vastly greater 
possibility of change brought about by conscious human effort. 
The words “survival of the fittest” cease to be the magic formula of 
a scientific natural order. Fittest to surxive means just this and 
nothing more, that those survive who are able to survive, I'.e., able 

‘ Prepared by L. M. Powell * 
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voters still belonged to the farming classes whose ownership of land 
and employment of labor cultivated in them too a deep-rooted, if not 
militant, individualism. But chief of all the causes of American indi¬ 
vidualism has been the fact that for so many years opportunities for 
growth and advancement have everywhere been so plentiful that it 
has been hard for any of those who have themselves prospered to 
believe that governmental interference is necessary to protect any¬ 
one, or that there is not in all matters a perfect equality of opportu¬ 
nity and of contractual ability. 

398. THE CLASSICAL STATEMENT OF THE FUNCTIONS OF 
GOVERNMENT' 

All systems either of preference or of restraint being thus com¬ 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does 
not violate the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and capital into 
competition with those of any other man, or order of men. The 
sovereign is completely discharged from a duty, in the attempting to 

' From Adam Smith,,TA« Wealth of Notions, Book IV, chap. ix. 
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to them. Tlicre are five classes of such interference, all of which, 
except the last, are rapidly becoming universal: (a) legislation to 
safeguard health, through the so-c.illed factory laws, applicable to 
men, women, and children alike; (b) legislation to insure safety 
through employers’ liability laws; (c) legislation fixing maximum 
hours of work, as in the case of the eight-hour law for miners and 
public employees; (</) compulsory insurance against illness, old age, 
or lack of employment, and, linallv, (c) legislation fixijig minimum 
wages, as in ;\ustralia and New Ze.dand. 

3. In former times the striking e\am|)lc of interfereiue by govern¬ 
ment in case of in\ estment was in behalf of the borrower. 'I'hc usury 
laws, designed to protect the unfortunate debtor, have, as we know, 
been rendered almost completely unnciessary through the growth of 
competition in the loan of capital. This same development has, 
however, brought about the need of intervention of the opposite kind. 
Today, it is the lender or investor in corpor.ite enter|)rise, and not the 
borrower, who reciuircs protection. Ifcrc, again, there are dangers 
on both sides, the risk of over rigidity which will hamper legitimate 
enterprise, and the danger of lax adountabilitv whi( h will destroy 
confidence. That, howexer, some solid measure of regulation is 
requisite can no longer be succcsstullc disputed. 

4. We come, finally, to the case of goxernment interference in 
behalf of the general interest of the community. 'I'his takes the form 
of ijrofcction and also of bounties and subsidies. 

The danger of such intervention is that particular interests may 
foist themselves upon the legislator in the guise of general interests. 
Bounties may he classified as (u) military bounties, (b) finest bounties, 
(c) agricultural and industrial bounties, and (d) land transport and 
shipping subsidies. _ 


See also 235. Labor Legislation in One State. 

305 -8 on Certain Phases of Trust Legislation. 
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401. THE RAIN OF LAW 
A' 

The day of universal law has arrived. It seems to be a lap or 
two ahead of time. It is not just the kind of law that is written upon 
the hearts of men or upon the doorposts of their houses, and it is very 
difficult to teach it to our children, or to meditate upon it day or 
night. There isn’t time. It is printed on a rapid-fire printing-press 
and bound in unabridged sheep or blue-sky Iroards. The kindly 
earth does not slumber in its lap—it fairly wallows in the litter of it. 
The law-abiding and the law-evading citizens lie down together in 
the confusion of it. He who reads must run if he would escape the 
deluge of it, and he who runs must read if he would keep up with the 
changing phases of it. 

In Massachusetts, which leads the world in the volume and plas¬ 
ticity of its statutory output. President Eliot's five-foot shelf will not 
begin t(> hold the volumes a man must read if he would know what he 
is bidden and what he is forbidden; and a new volume will be placed 
in his hands ere he can scan the current one. All the states need to 
conserve their natural resources to provide the paper and drive the 
presses of their legislative mills; and, lest in their impotence tliey 
should fail to do full justice to the situation. Congress conics to their 
aid with ponderous volumes of its owm. By yielding its claim to be 
a deliberative body the National House finds time to hear called off 
the captions of bills as they pass from its committees to enactment 
through the pneumatic tube of the government printing-office. 

But the unofficial, the uninitiated, the plebeian citizen must 
beware. It will not do for him to govern himself merely by sound 
principles of conduct, or even by a fair familiarity with the general 
law of the land. A neighbor in securing a legislative proviso e.xpressly 
to authorize a transaction that some random critic has challenged, 
may, by his very proviso, have read into the law an implied prohi¬ 
bition of all practices not thus c.xplicitly provided for. One who, in 
all innocence, pursues the even tenor of his once legalized way, may 
awake any morning to find himself a law'-breaker, not by enactment, 
but by mference from some enactment which was procured for his 
neighbor's benefit. 

It is a physical impossibility for the legislators, as a body, to 
scrutinhw with any care such a mass of bills as every legislature enacts 

' Adapted by permission from \V. D. Parkinson, “The Rain of Law," Allantic 
Monthly. CXIV (1914), 107*9 
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at every session. Ivqually is it impracticable for tlic public-spirited 
citizen to attend the hearing and protest a fraction of the foolish and 
dangerous bills that, if eiuutcd, would affect intcrctrts with which he 
is especially conversant. Xot only is the responsible citizen thus at 
the mercy of the irresponsible and self-constituted law-maker, but 
the tendency of those public-spirited organizations whidt, like the 
prophets of old, are often more representative of the .State in its 
better nature than are its duly constituted oll'nial bodies, is to frame 
legislation in specific instead of general terms and thus to make the 
laws both more numerous and more comple.x. 

B- 

During the last two years the Legislature of New York passed 
1,520 laws, or 760 at each session. I’ennse Iv.inia passed 50.4 at the 
last session, and so em through the list of st.ites. The lifty-seventh 
and fifty-eighth Coiigiesses passed 6,700 l.iws. It is true that 
a majority of tliese aeie ])ri\ate laws gianting pensions to those who, 
under general laws, would not lie entitled to us eivc them. It would 
be a conservative estimate to as,ert that Congress and the Legisla¬ 
tures of 45 .Slates turn out an annual gri.l of 14,000 laws. Add to 
this the fact that the appelUte tribunals alone, Stale and Federal, 
a'o uttering about 20,000 dec isions aniiu.dly, a large proportion being 
devoted to an interpretation of leges scnpuic, and it would .seem that 
the .Vmerican people are cither e.xceptionally unruly or that the 
maxim “the best goveinment is that which governs least” has been 
wantonly ignored by our rulers. 

Compare this record with that of Croat Britain. Parliament, 
legislating for 42,000,000 people, p issed on an average - taken from 
the figures for the six years prior to 1(705—46 general laws, and 246 
local law.s, annuallv. While the United Kingdom is adding a thin 
pamphlet to her statute book. New York is adding two massive 
volumes, which with the contributions from the other states, consti¬ 
tutes a librar}' of at least 46 volumes. U hile the affairs of the British 
public are well regulated by 292 yearly enactments, it requires 14,000 
to regulate our own. 

What is there in the character and aspirations of the two peoples 
which makes it necessary that we should enact 47 laws each year 
where they enact but one ? 

‘ Adapted by permission from A. C^Coxe, “Overproduction of Law,” Columbia 
Law Rmew, VI (1906), 103-5. 
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403 . DEFENSE OF LAISSEZ-PAIM! 

Free competition develops in the individual the highest possi¬ 
bilities, sharpens and strengthens his powers of initiative, and increases 
his sense of self-reliance, while overgovernment not only hampers 
enterprise and interferes with the natural development of trade, but 
it strikes at the development of character, tends to crush out indi¬ 
viduality and originality by interfering with the natural struggle 
between individuals, and leads to a general lowering of the social 
level. 'I'he highest civilization, say the laissez-faire advocates, has 
been developed under individualism, a system which has produced 
more material and educational progress than could ever have been 
produced under paternalism. S|iencer dwells upon the fact that in 
an overgoverned state “everybody is like everybody else.” “A 
people among whom there is no habit of spontaneous action for a col¬ 
lective interest,” said Mill, “who look habitually to their government 
to command and prompt them in matters of joint concern, who expect 
to have everything done for them except what can be made an affair 
of mere habit and routine—have their faculties only half developed; 
their education is defective in one of its most important branches.” 

The laissez-faire principle, say its advocates, rests also upon 
sound considerations of a scientific character. It is in harmony with 
the principle of evolution, since it is the only system that will lead 
to the survival of the fittest in the economic struggle. It assumes 
that self-interest is a universal principle in human nature, that each 
individual is a better judge of what his own interests arc than any 
government can po.ssibly be, and that if left alone he will follow them. 
It hold.s that each individual should be allowed to stand alone or 
fall, according to his worth, unaided by the props and supports of the 
stale, and should be left to work out his own destiny without the 
guidance and tutelage of government. The strong and fit classes 
survive, the unfit elements are eliminated, and thus the good of 
society is promoted. 

Again, and this is most important in the arguments of the laissez- 
faire theorists, the policy of non-interference rests upon sound eco¬ 
nomic principles. Better economic results, it is asserted, are obtained 
for society by leaving the conduct of industry as far as possible to 
private enterprise. Adam Smith in his Wealth of Notions pointed 
out that the system of natural liberty tends toward the largest pro- 

* Adapted by permission from J. W. Garner, Inlroduclion to Poliikal Science, 
pp. 283-88. (American Bc^k Co., 1910. Author’s copyright.) 



SOCIAL CONTROL 


1045 


duction of wealth. The self-interest of the consumer will lead to the 
demand for tlie things that are nio-t u-eful to soiiety, while the self- 
interest of the producer will lead to their prodiietiomat the least cost. 
In the economic struggle the indi\ idual is animated m.iinly hy motives 
of self-interest. If, therefore, he is allowed to use his i.ipital as he 
pleases, to dispose of his labor to the best ad\antago, to exihangc the 
products of his toil freely, and to have prii es li\i d by the naliir.il l.iws 
of supply and demand, better results, not only to himself, but to the 
whole society will be seiured. I'lirestriitcd compelilion stimulates 
economic prodiution, tends to beep w.iges and jirices at a normal 
level, to prevent usurious rates of mteiest, to secure enii lent service 
and the production of better iirodiu ts than i.in he obtained by stale 
regulation or slate management. 

The experience of the jxist, say the biisse/ fairc advocates, 
abundantlv establishes the wisdom of Ihc non-inUifeieiuo piini i])le. 
History is full of c.xamiiles of attempts to fix by liat of the state the 
prices of food and clothing and of many other commodilies; of laws 
regulating the wages of labor, prohibiling the wearing of certain 
kinds of apparel and repiiiring the wearing of i erlain other kinds, for¬ 
bidding certain kinds of ma hinery in rn.muf.u luring [not esses, 
restricting the niannfacture of certain aitiiles lo iqiprenliics, pre¬ 
scribing the location of factories; laws aiiling and encouraging c ertain 
in.histries by means of bourilics ami disi oui.iging cert.iin others by 
means of prohibitive taxes; l.iws jirohibiting (ombiiialions among 
laboring men, fixing the lioiirs of laiior. rcsiricting certain trades 
e.xclusivcly to mcmliers of guilds, and e\en laws prc'sc ribing the cut 
of one’s dress, tlic number of mc.ils wlm li one simuld eat, tlic si/.c of 
buttonlioles, the iengtii of sliocs, tlie making of [lins, and tlic kind of 
material in which the dead should lie buried. .Siieaking of those 
who were responsible for this sort of legislation, Buckle obserxed that 
“they went blundering along in the old track, believing tliat no com¬ 
merce could flourish without their interference, hampering that com¬ 
merce by repeated and harrassing regulations, and taking for granted 
that it was the duty of every government to lienefit the trade from its 
own people by injuring the trade of others.” Tlie extent to which 
the governing classes have interfered and the mischief which tliat 
interference has produced are so romarkalilc, lie concludes, as to 
make thoughtful men wonder how cixih/alion could have adxanccd 
in the face of such repeated obstacles. 

Finally, the laissez-faire theori’sts argue thaUt is a false assumption 
which attributes omniscience and infallibility to the state and which' 
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regards it as better fitted to judge of tlie needs of the individual and 
to provide for them than he is himself. There is, they assert, a com¬ 
mon belief that, governments are capable of doing anything and 
everytliing, and of doing it more efficiently than it can be done by 
private initiative, when, in reality, experience and reason show the 
contrary to l)e the fact. 

403. CRITTCISM.S OF LAISSEZ-FAIRE' 

The individualistic theory of state functions has been criticized 
upon various grounds. First of all, the a.ssumption that the state 
is an evil has not been borne out by the experience of mankind under 
the regime of state organization. History, in fact, shows unmis¬ 
takably that the progress of civilization in the past has been pro¬ 
moted to a very large degree by wisely directed slate action; in 
short, that the state is a positive good. It is true, of course, that at 
times the ends of the state have been perverted to the detriment of 
the public good, but this is no more reason for condemning it as an 
evil than for saying that railroads are :in evil because their operation 
sometimes results in accidents. All the .signs indicate that with the 
increasing complexity of modern civilization the need for state 
action will become stronger and its role more extensive. “The 
higher the state of civilization,” observes Ilu.xley, “the more com¬ 
pletely do the actions of one member of the social body inHuence all 
the rest, and the less possible it is for any one man to do a wrong 
without interfering more or less with the freedom of all his fellow- 
citizens. So that even upon the narrowest \iew of the functions of 
the state it must be admitted to have wider powers than the advo¬ 
cates of the police theory are disposed to admit.” 

The weakest point in the argument of the laissez-faire advocates 
is the assumption that the state is necessarily hostile to freedom, that 
government and liberty represent antithetical ideas, that in propor¬ 
tion as the functions of government are multiplied the domain of indi¬ 
vidual liberty is restricted; in short, that a maximum of government 
means a minimum of freedom. In reality wisely organized and 
directed state action not only enlarges the moral, physical, and intel¬ 
lectual capacities of individuals but increases their liberty of action 
by removing obstacles placed in their way by the strong and self- 
seeking, and thus frees them from the necessity of a perpetual struggle 
with tliosc who would take advantage of their weakness. In this way 

' Adapted by permission from J. W. Garner, Iniroduction to Political Science, 
pp. 389-9J. (American Book Co,, 1910 Author's copyright.) 
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the latent abilities of the individual are liberated, and his opportu¬ 
nities increased. It is manifestly wrong to assume that all restraint 
is an evil. In truth, the state emancipates and promotes as well as 
restrains. The doctrine that governmental regulation tends to 
impair individual character by weakening the sense of individual 
initiative, self-reliance, and self-help and by preventing the full and 
harmonious devcloitmcnt of the faculties of the indieulual, has been 
greatly e.xaggcratcd by the laisscx-faire aiKoiales. Many of the 
individualistic writers like Mill, Humboldt and .Spencer have, in fact, 
confused individuality with eccentricity and oddity of character, 
qualities which in themselves have nothing of value. Character is 
developed, not through freedom alone, but quite as much through 
discipline and restraint. It is not true that as the functions of 
government are extended the individual becomes weaker and less 
self-reliant. The mc'.st pcifeitly dcvelopccl man is the social, not 
the natural, man, for it is now generally admitted that the indi¬ 
vidual owes much of his char.utcr to the society of which he is 
a part. 

The doctrine of the individualists rests upon the assumption that 
the individual is largely a th'n- apaU from the group of which he is 
a member, that he can be separated from society and treated as 
tl ough his in'erests were entirely chstinc t from those of his fellow- 
men In reality, however, the individual is more than a mere fraction 
of society. 

The distrust, not to say hostility, of the laissez-faire theorists 
in government, because of the errors or abuses of particular govern¬ 
ments in the past, is childish. It is wholly wrong to take the position 
that because governments have made mistakes in the past, or because 
their agents have sometimes abused the powers intrusted to them, 
they cannot be trusted in the future; or that because sumptuary laws 
are wrong, factory and sanitary legislation must be wrong as well; 
or that because municipally constructed sewers have sometimes pro¬ 
duced typhoid fever, cities in the future should leave the construction 
of their sewer systems to private enterprise; or that because some 
poor laws have proved ineffective, the state should abandon alto¬ 
gether the policy of poor relief. The laissez-faire writers never tire 
of parading and e.xaggerating the mistakes which governments have 
made in the past, and when they are all collected and put on exhi¬ 
bition, they constitute what to some is a strong indictment against 
state interference. “The state lives in a gl^s house,” observes 
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Huxley; “we see what it tries to do and all its failures, partial or 
total, are made the most of. But private enterprise is sheltered under 
good opaque bricks and mortar. The public rarely knows what it 
tries to do and only hears of its failures when they are gross and patent 
to all the world.” We may well ask with Lord Pembroke, “what 
would private enter|)rise look like if its mistakes and failures were 
collected, and pilloried in a similar manner?” It may readily be 
admitted, observes an able writer, that government is weak and 
inefficient at times and obedient to jirivatc interests, but it docs not 
follow from such an ailmission that government ought to be made 
“ weaker, more corrupt, and more ineflk lent by prai tii irig the illogical 
doctrine of laissez faire.” 

The laissez-faire assum|)lion that each individual knows his own 
interests better than the state can know them, and is therefore the 
best judge of what is good for him, and if left to himself will 
follow these interests, is true only in a limited sense, and is still less 
true of classes. This is readily admitted by some indivklualist writers 
like Mill. Sidgwick, an unusually fair and judicial writer, discussing 
this assumption, well says: “But it seems to me very doubtful 
whether this can be granted; since in some important respects the 
tendencies of social development seem to be rather in the opposite 
direction. As the appliances of life become more elaborate and com¬ 
plicated through the progress of invention, it is only according to the 
general law of division of labor to suppose that an average man’s 
ability to judge of the adaptation of means to ends even as regards 
the satisfaction of his everyday needs, is likely to become continuall\ 
less.” The very point of the matter is that ignorant [icople cannot 
take precautions against dangers of whir h they arc ignor'ant. No 
one lives in a badly draiiued house, drinks water polluted with sew¬ 
age, or eats adulterated food because his interest leads him to do so, 
but generally because he is ignorant of the real character of the service 
or article which he consumes or because he cannot help himself. 
Not only is the individual not alway.s a competent judge of his own 
interests as an economic consumer, but in affairs of personal conduct 
he is often not to be trusted, particularly in matters relating to his 
health or safety or moral welfare. The truth is the slate may be a 
better judge of a man’s intellectual, moral, or physical needs than he 
is himself, and it may rightfully protect him from disease and danger 
against his wishes and compel him to educate his children and to live 
a decent life. 
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Spencer’s doctrine of “negative regulation,” which would limit 
tlie function of the state to redressim; rather than preventing wrongs, 
would in many instances defeat the ends of the state. Thus, if the 
only security provided by tlie state against insanitary plumbing, 
adulterated food-., incompetent practitioners of mcdiiinc or apothe- 
carie.s, consisted ol the right to sue the negligent [ihmiber, the dis¬ 
honest milk de.dc r, or the iin oin[)etenl phvsii lan or druggist, instead 
of requiring plumbers to gi\c bonds for the elTicient discharge of 
their duties and ph\ sicians and di uggists to passecaminations or other¬ 
wise furnish e\ idence of capac ity, milk to be inspec ted, eti., the protec¬ 
tion alToided woulil in many cases be inadeiiuate, since the injury 
could not be redressed bv a mere suit for damages. \Vc agree with 
Sir Frederick Pollock that if it is a negative tend proper regulation to 
say that a man sh.dl be punished for buililing his house in a city so 
that it bills into the street, it i.uinot be positive and improper regu¬ 
lation to say that he shall so build it that it will not appear to compe¬ 
tent persons like ly to fall into the city street. There is, as Ifu.vley 
well sacs, no \erv great dilTiieiue between the claim of an indi¬ 
vidual to go about thieatening die lives of his neighbors with a pistol, 
and his claim to kee|) his Dr-mise- in a lomlition which threatens 
the health and lives of his fellow-nu-u 'I'hc same is tiue of the 
'ight and dntv ol the state to protect the individual against the 
d I'lger-, incident to modern inclu-,trial procc-sses, such as those result¬ 
ing from ilangerou. mac hinery, from bad ventilation, from insamttiry 
workshops, from lire, and even from unfair contrac Is of labor. The 
freedom of contrac t is a taking phrase, as has been a])tly remarked, 
and to many it is a conclusive argiiment against state intervention 
in industrial matters; but when it refers to an agre-ement between 
a capitalist and an ignoivint laborer who is at the mercy of his employer 
there is no ei|uahty. 'I'he doctrine of freedom has no sanctity in such 
cases. There is realiv no illegitimate interference with the freedom 
of contract when the state unclcrltikes to prescribe the conditions 
under which contracts shtill be entered into between parties, one of 
whom is really not on a free and equal footing with the other. 
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404. MODERN STATEMENTS OF THE FUNCTIONS OF 
GOVERNMENT 

A' 

It appears that there are at least two lines of policy upon which 
government may enter; 

First, government must regulate the plane of competition, for 
without legal regulation the struggle between men for commercial 
supremacy will surely force society to the level of the most immoral 
man who can sustain himself. The fittest to survive unregulated 
competition will be he who is morally the least fit to live. What, 
now, can government do in such a case ? One of the duties of govern¬ 
ment is to e.vpress the ethical sense of society; and in this ca.se govern¬ 
ment may pass a law saying that children shall not be employed in 
factories. By such interference, society is not deprived of the 
advantages of competition, but the plane of competition is adjusted 
to the moral .sense of the community. Such, at least, is the defence 
of factory legislation, and such interference on the part of govern¬ 
ment is typical of a new line of duties which the develo]uncut of great 
industries has im])oscd upon the statesman of the nineteenth century. 

The second class of duties imposed on government hy the changes 
which have come over modern business life arc of a wholly different 
character. There arc some industries which from their very nature 
are superior to competition, and for such the public has no guaranty 
of fair treatment. It is absurd to argue that commercial laws will 
insure equity in the dealings of railway companies, telegraph com¬ 
panies, electric-lighting companies, street-railway companies, and 
the like. It lies in the structure of such businesses to be conducted 
as monopolies and in disregard to the comparative rights of men. 
The important [joint for us to hold in mind, however, is tlris: The 
existence of monopolies proves the existence of an anti-social interest. 
It shows that the interest of individuals is not always identical with 
that of the public. Now, government stands for public interest, and 
among the new duties imposed on government by the industrial 
revolution is the duty of protecting citizens against the encroach¬ 
ments of such monopolies as are the fruit of that revolution. 

■ Ad.ipted by permission from H. C. Adams, “An Interpretation of the Social 
Movements of Our Time,” International Journal of Ethics, If (1891-pj), 43-45; 
“Rcl.ation of the State to Industrial Action,” PvhUcalions of American Economic 
Association, I (18S7), 513-18. 
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From the standpoint of administration there is much to be said 
in favor of tiiat harmony of control and unity of direction which 
such a management renders possil)le. Provided ^ business admits 
of something like military organization; provided the details of its 
management have been uell worked out; irroc ided its extension to 
meet new demands may be accomirlished bv merely duplicating what 
already exists; and provided the social want whirh it supplies is wide¬ 
spread and constant, exr lusiveness in management must lead to 
efficiency of management, if only men of ade(]uate ability may be 
found to assume authority. Under such conditions a service may be 
rendered at le^s cost to the |iublii than if the agents of the monopoly 
were broken u]) into rompeting groups. There are several reasons 
why this is true. The fact of an assured demand for sere ices rendered 
aiimits of the clowst (.dc ul.itions; the extent of the demand also 
allows of a minute appliiation of the |>rini iple of divi--ion of labor; 
the absence of any riv.dry between competing concerns precludes the 
nece.ssity of expending more lapital than is recjuired for an eco¬ 
nomical performance of the serxii e, and what is perhaps of as much 
importance as anv other consideration, there is no temptation to 
adopt spccul.itive methods of management which lead to the covering 
of unnecessary losses of one jreriod by the arbitrarily high prollts of 
another. 'I'hus the possibility of cheapness and eHieieiuy seems to 
he in the vere nature of a monopoly, and the |)ractical question is 
ho.v to realize the benellts of this ])rim iple for soi iety. 

The practical conclu-ion to wlmh this analysis leads is that 
society should be gnaranleed ag.uiisl the oppression of exilusive 
privileges administered for personal piolit, while at the same time it 
should be secured such advant.igc.s as Ilow from concentrated organ¬ 
ization. 1 do not at present undertake to say whether this should 
be done through carefully guarded fr.riii lii^cy, through official com¬ 
missions, through competition of the state with private industries, 
or through direct gox’crnmcntal management; but in some manner 
this purpose should be accomplished. .Such monopolies as exist 
should rest on law and be estabhsiied in the interests of the public; 
a well-organized society will include no extra-legal monopolies of 
any sort. 

We have thus answered directly the question as to what new 
duties the changes in modern life have imirosed on government. 
These duties arc two. First, the government must determine the plane 
on which competition may take*place in those businesses in which 
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it is potent. '"Second, it must by all possible means protect the com¬ 
munity from those evils that arise from the uncontrolled manage¬ 
ment of a business, which from the nature of the case is superior to 
competition. 

B- 

The functions of the state may be classified as: first, those which 
arc necessary; second, those which are natural or normal, but not 
necessary; and tliird, those wliich are neither natural nor necessary, 
but which, in fact, are often performed by modern states. The last 
arc described liy some writers as “doubtful” functions. What are 
called the essential, normal, or constituent functions are such as all 
governments must perform in order to justify their e.xistence. They 
include the maintenance of internal peace, order, and safety; the 
protection of persons and proi>crty; and the preservation of external 
sceurity. They are the original primary functions of the state, and 
all states, however rudimentary and undeveloped, attempt to perform 
them. They embrace the larger part of the activities of the state and 
have to do princijially with the conservation of society and only 
secondarily with social progress. 

By natural but unnecessary functions are meant those which the 
state may leave unperformed or unregulated without abandoning a 
primary duty or ex[)osing' itself to the dangers of anarchy, but which 
would be neglected, or at least not so well performed, by private 
enterprise. Among such functions may be mentioned the operation 
of the postal service; the construction of dikes, levees, canals, public 
roads, bridges, and irrigation works, and works of public utility 
generally; the maintenance of scientific and statistical bureaus; 
the erection and maintenance of lighthouses, beacons, and buoys; 
the construction of harbors, wharves, and other instrumentalities of 
trade and commerce; the care of tlie poor and helpless; the protec¬ 
tion of the public health and morals; elementary education; the regu¬ 
lation of many trades, businesses, and occupations, which are affected 
with a public interest; and the conduct of various undertakings which 
would be unprofitable as private ventures, but which are required by 
the common interest. 

Among the activities of the state which are neither essential nor 
natural, but which are not a matter of indifference to the public, and 
which are performed by some states as well as by private enterprise, 

* .'\c].il)tc(i by [H'rniission from J. W. Garner, Introduction to Political Science, 
pp. 318-20. (American Book Co., 1910. Author's copyright.) 
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and at less cost, there are a great variety of scr\ ices, mainly economic 
and intellectual, such as: the conduct of railway trallic; the tele¬ 
graph and telephone service; the manufacture and distribution of 
gas and electricity for lighting purposes, the furnishing of water for 
drinking and other purposes in cities; the maintenance of theatres, 
pawn-shops, bath houses and lodging houses, the emouragement of 
certain industries by meaiw of bounties, protoi tic e tai ills, and subven¬ 
tions; the planting of colonies, the emomagement of immigration; the 
establishment of eeperiment stations, liiiuor dispensaiics, lianks, uni¬ 
versities of learning, hospitals, reformaloiles, ait galleries, museums, 
zoological and botanical gardens, the erection of im[ir()Vi'il dwellings 
for w'orking people; the making of loans to farnieis; grants in aid 
of railroads; the distribution of seeds for agiic ultnral purposes; the 
conduct of the business of insuraiu e, the gi an ling of old age i>ensions; 
the maintenance of emplocment bureaus, and many other activities 
too numerous to mention, t'nder this head also may be included a 
great volume of regulatory or rcstnctice legislation dealing with the 
conduct of certain trades and ok upalions whuh are alTcc led with a 
public interest, such as lailu.ic liallic and means of communication, 
mining, manufacturing, the relalmiis between employer and em¬ 
ployees, the conduct of dangerous, olTeiisive, or obno.cious trades; 
‘he censorsl'h' of the [iress, vaccination, riuaianline, and sanitary 
IcLdslation, laws regarding the erection of buildnigs in cities, laws 
regulating banking, barbeiing, baking, irlumbing, jiawnbroking, 
slaughtering, and many oilier trades or businesses. 

The lirst group of ac tivilies ilesciibed above represent, according 
to the indieiclualistic theories, all the ai tieities that the slate ought 
to undertake, .\nvthing more is siiperlluous and involves an infringe¬ 
ment U[)on the rights and liberties of the individual and cannot 
therefore be justil'icd. 

C 

What attitude must the government adopt toward the suffering 
and sorrow, the distress and poverty that everywhere abound? 
Many different answers are given to this i|uestion; but all of them 
may be reduced under five heads. 

I. The first answer is that government, in the discharge of both 
its legislative and its administrative duties, ought simply to go on as 
it is doing at present. Evils should be dealt with piecemeal as they 

' Adapted by permission from W.^. M’Kcchnie, The State and the Individual, 
pp. 164-69. (James MacLeliose & Sons, 1896.) 
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arise. In this view all systems are misleading. The only guide is 
common-sense. There is no use of making generalizations at all, 
for each evil has its own special causes, and must be considered by 
itself. Government is working well enough on the whole on its present 
basis. It cannot cure everything, and does its best when any social 
distress becomes unbearable. Tliis is the attitude of the “practical 
jrolitician,” who is nothing more than practical. He waits till evils 
show themselves and then tinkers them, one by one, as they arise. 
This attitude has its dangers, however, a[)art altogether from its 
want of a scientific basis. To wait till the various troubles raise 
themselves to the surface, and then give them just sufficient treat¬ 
ment to cause them to hide themselves in their ordinary lurking- 
places again, is both heartless and absurd. It is the policy of a 
superficial doctor who attacks the sym])toms instead of the root of 
the disease; and is more likely to throw the illness inward to a vital 
part than to effect a cure, 'fhe “prai tical polilii ian’'- that object of 
Mr. Spencer’s scorn—is apt to alter the seat of a soi ial evil rather 
than to root it out. He is apt to cause ten new evils to come into 
e.’cistcncc, each worse than the one he sought to cute, llis theory, 
or rather lack of a theory, may be called the opportunist solution 
of the problem. 

2. The second answer to the question is that of the .Socialist—let 
the government step in boldly and undertake far more than it does 
at present—let it, in fact (say extreme votaries of this doctrine), 
regulate rocrything. The evils complained of are due in great measure 
to the free play of the unrestrained evil p.assions of individuals. 
Government ought, by force, if necessary, to hold these in check, 
and it would then become a kind of terrestrial Trovidence whose duty 
would be to remed}’ every ill that flesh is heir to. It would in par¬ 
ticular supersede the evils of competition and the unequal distribution 
of wealth, by regulating all trade and industry by a central system of 
control. It would own all land, railways, machinery, and, in short, 
all property of every kind—leaving only the rights of use to the private 
citizen. 

3. A third opinion is the direct opposite of this. Existing evils, 
which are by their nature remedial, so far from being curable by 
government intervention, are directly caused by it. Government 
has no business to meddle with things outside its proper province, and 
that is at best a very narrow one. In whatever direction the State 
carries its well-meant but fussy interference with private interests, it 
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does harm. So far from seeking to extend its province, its only wise 
policy is to recede as quickly as possible from the abnormal functions 
it has already undertaken, and so alli)w nature ami the free play of 
individual interests to restore a liealtliy tone to the community dis¬ 
ordered by the intrusion of artilicial leslraints. Few advoiates of 
this doctrine have the courage to carry it to an extreme c(|ual to that 
of the Socialists on the opposite side. Few of them hold—as, to he 
consistent, they ought to hold—that goxeriiment should never inter¬ 
fere by force at all; for this would he practicallv to rejc( t government 
altogether. Many of them think that it should do nothing further 
than what is, in their opinion, absolutely necessary for the preserva¬ 
tion of an organized society in which men's rights are safe from violent 
invasion. This is the individualistic solution. 

4. The fourth view tries to distinguish between the provinces of 
the individual and of the State. The latter lies, as it were, round the 
centre of the circle, while e.ach social atom has his individual sphere 
somewhere near the circumfereme. Thus, the rcspei tive fields of 
State-action and of individual-ai tion are mutually esrlusive. To say 
that anything is a matter for the individual to dec ide is, in this view, 
equivalent to sax ing that the government ha. no right or, at any rate, 
no business to interfere. A hard-and hist boundary line exists some¬ 
where, and the problem is to discover it. Government may therefore 
si'c either by excess or by defect. It appioachcs perfection according 
as it correctly estimates the whereabouts of this boundary and acts 
accordingly. 

When men attempt to draw this line even in theory, however, a 
thousand disagreements spring up. No two authors of any note 
agree as to its ex.act position The pracliial difficulty is even greater 
than the theoretical one. This doctrine of tom[)romisc acquires more 
importance from the fact that it is adopted in practice by almost all 
of those who are profes'cd Individualists in theory. All practical 
Individualists hav'e thus something in common with the fourth school, 
which may be called the school of corniiromise. Unfortunately, how¬ 
ever, no such line exists by nature. It is artificial and arbitrary in 
every case. 

5. There is yet another solution which rejects all these views 
equally. It may be held that, while extreme Socialism and extreme 
Individualism are equally impossible in practice and unsound in 
theory, because each ignores the essential factor in human nature, 
exaggerated by the other, all 'compromise between them is also 
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impossible and unsound, in starting from a false antithesis between 
the individual and the State. A fifth theory, then, asserts that no 
province can be -found which is absolutely that of the State, in the 
sense of excluding individual action, while equally there is no province 
of the isolated subject which absolutely excludes the government. The 
individual finds his sphere to be no narrower than the State itself, 
while the sphere of the government may be logically extended to 
embrace all the interests and actions of every man and woman. This 
is the theory of organic unity, which holds it .absurd to dr.aw a line 
between two things whose essenti.al nature lies in their connection 
with each other. 

This may seem merely a theoretical answer to the prolrlcm, but 
it prepares the way for the only solution that will work in practice. 
No absolute barrier of any kind can be set up anywlieie to the action 
of tlie government which has both a right and a duty to do everything 
the State entrusts it with; and the State must insist on government 
undertaking everything which will further its ultimate end, or any 
of its more immediate aims, legitimate in themselves and consistent 
with the fin.al goal. The actual province of any government, then, is 
just whatever is entrusted to it by the sovereign legislature as the 
source of positive law. The ideal jirovincc is that which is best fitted 
to fulfil the final destiny (or what is the same thing, to realize the 
highest welfare) of the nation as a branch of the family of mankind. 
Its limits may thus shift from time to time and from country to coun¬ 
try. No .absolute boundaries or rules can be laid down a priori. The 
government ought to interfere in any place to which the sovereignty 
of the State extends, if the good it thus effects outweighs on tlie whole 
the evil. But in estimating sucli evil and good reference must be 
made to remote contingencies as well as near ones; a broad statesman¬ 
like view must be taken, founded on a wide experience of affairs and 
on the principles of human nature as laid down by tlie most advanced 
science of the day. 

This fifth solution of the problem, whidi is here taken to be the 
only .sound one, differs from all the others. It differs from the first 
in condemning the policy of mere drifting with the current, without 
formulating principles of guidance and without listening to the voice 
of science. It condemns the treatment of each case as an isolated 
problem, and the see-saw inconsistent policy that results—one thing 
straggling in one direction, while its fellow drifts in the other. Every 
act of policy must be ultimately judged by the final end of the State 
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itself, and by those approved minor ends which political science has 
declared to be for the time consistent with, and conducive to, that 
hit;hcr ftoal. Tlius a priiu iple of order is inliodm ed. 

It also dilTcrs from the socialislii |)l,in l or, lhonj;h it lonccdes 
that the f^or ernnient iiuiy be law fulK- and jiislK endowed with powers 
to do everythin", it admits no absohUe [iresnniption in faxour of 
community of pro|)erty or of government inlerfeieiues as opiroscd 
to private initialn e. 

It difleis fiom Indiv iiiu.di^m in refusing to admit the truth of any 
philosophy wliiih would lind man’s highest good apait from his 
fellow-men, and bei aime it refuses to admit anv absolute limits to the 
action of the leiitral authorily ai ting for the good of the wliole. 

It differs fiom those wlio would efiei t a lonipromisc between tJie 
last two theories, bei ausc it cannot admit any distinct [vrovince of 
the man apart from the .state. It does not look on the government 
and the subjee t as two uiic onnec led prim iplcs wide h appioach each 
other from op|)osite sides, and it docs not try to allocate the sum of 
human interests betwc c ci them, settling by a conirac t or lompromise 
that everything on this s' le of an imagin.ii \ line goes to the one party 
ancl ever\thing on that side tc the oilier. 

D. The Old Order Changeth 

405. DISHARMONY Illi: RbSLU;! Ol’ CllA.N'CKl) INDUSi'RIAL 
CON Dll ION'S' 

I ally mvscif with those wlio hold th.il a sm iai movement is sure 
to arise whenever there is a lack of har'iiony between the realities of 
life and the ideals of living. It becomes my duty therefore to dis¬ 
close those changes m industrial methods by which harmony in 
industries has been disturbed. 

You hive doubtless seen a child playing with his blocks upon the 
floor, setting up one after another in a row. So long as no aecident 
occurs they all stand, but should the skirt of the child or a breeze 
from the door topple one of them over, they all fall. So it is with 
industries before dislurbed by the restless genius of the nineteenth 
century. Somehow, trades had been established—the spinner, the 
weaver, the fuller, and the elver. Somehow, accustomed methods 
of work had been set up. Somehow, men had adjusted themselves 

' Ad.iptccl by pcriiiisbion from 11 tj. Adams, “An Interpretation of the Social 
Movements of Onr Time," Inli-riulioiui! Journal of Ethics, II (1891 92), 33-46. 
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impossible and unsound, in starting from a false antithesis between 
the individual and the State. A fifth theory, then, asserts that no 
province can be -found which is absolutely that of the State, in the 
sense of excluding individual action, while equally there is no province 
of the isolated subject which absolutely excludes the government. The 
individual finds his sphere to be no narrower than the State itself, 
while the sphere of the government may be logically extended to 
embrace all the interests and actions of every man and woman. This 
is the theory of organic unity, which holds it .absurd to dr.aw a line 
between two things whose essenti.al nature lies in their connection 
with each other. 

This may seem merely a theoretical answer to the prolrlcm, but 
it prepares the way for the only solution that will work in practice. 
No absolute barrier of any kind can be set up anywlieie to the action 
of tlie government which has both a right and a duty to do everything 
the State entrusts it with; and the State must insist on government 
undertaking everything which will further its ultimate end, or any 
of its more immediate aims, legitimate in themselves and consistent 
with the fin.al goal. The actual province of any government, then, is 
just whatever is entrusted to it by the sovereign legislature as the 
source of positive law. The ideal jirovincc is that which is best fitted 
to fulfil the final destiny (or what is the same thing, to realize the 
highest welfare) of the nation as a branch of the family of mankind. 
Its limits may thus shift from time to time and from country to coun¬ 
try. No .absolute boundaries or rules can be laid down a priori. The 
government ought to interfere in any place to which the sovereignty 
of the State extends, if the good it thus effects outweighs on tlie whole 
the evil. But in estimating sucli evil and good reference must be 
made to remote contingencies as well as near ones; a broad statesman¬ 
like view must be taken, founded on a wide experience of affairs and 
on the principles of human nature as laid down by tlie most advanced 
science of the day. 

This fifth solution of the problem, whidi is here taken to be the 
only .sound one, differs from all the others. It differs from the first 
in condemning the policy of mere drifting with the current, without 
formulating principles of guidance and without listening to the voice 
of science. It condemns the treatment of each case as an isolated 
problem, and the see-saw inconsistent policy that results—one thing 
straggling in one direction, while its fellow drifts in the other. Every 
act of policy must be ultimately judged by the final end of the State 
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fell into the hands of those wlio were so fortunate as to become propri¬ 
etors of the mechanism of production. 

406. INCREASI.NG STRIFiC IN liCONOMIC LIFE' 

In the time when the fainilv lived wliollv oil tlic produce of its 
own farm, (piestions of tlie distribution <.f wc.iltli and of welf.ire could 
scarcely arise, lint now that every man [lours his own product 
into some market, it enters in a way into social wealth and pa.sscs 
out of his control. What he shall have to show for it di'iiends on 
factors whit h, as John Stuart Alill showed, are man-made rather than 
natural. He is obliycd to enter a ffime, and to a depree Ids share 
of the Desirable depends on his success in that "anie. 'I’he estaljlish- 
ment of the rules of the game lies within the |)rovince of society. 

Restraint breeds a resist,nice corresponding to the loss it imposes. 
When we go to short-cli.im the inte rests which |)rcy on men’s vices, 
the)’ snap at us like j.ickals. Collec ti\c ownershi|> of public utilities 
may quiet the spei i.d mteresis iliat now i.ige in the halter of regula¬ 
tion, but b> the time their aiiti-c ivic cauer is cndeil another range of 
enterprises will be spnnging against the hsish. We declare pipe-lines 
common caiiiers with the dule to tile tarills, and we get refusal, sub¬ 
terfuges, freak lai Ills, and oiieious re(|uliements that bar independents 
fio-u using the lines. If our children will not be called upon to fix 
gas prices and stieet car fares in the teeth of comentr.ited private 
interest, the\ will ha\e their hands full in regulating railroad, tele¬ 
graph, e\|)iess, msuiance, pipe-lines, and news-service rates; wharf, 
dock, storage, and colton-baiing charges, the prh es of oil, anthracite, 
coal, ice, and sc hoolbooks, and in presc 11 king the conditions of manu¬ 
facture and sale of ai tides ail the way from dressed beef to corporation 
securities 

Every \ciar the points of contact - and of friction—between 
government and [uivate interests lia\c niiiltiplied. In the days of 
well-water, candles, sorghum, and llatbo.ils, there were no water, 
gas, sugar, or railroad interests to vex ii'ilities. Home-grown food 
did not call for the inspector. Till the factory came there was no 
need to bar children from toil or to cnfoice the guarding of dangerous 
machinery. A generation ago the little razor-hack gas and horsC-car 
companies had no call to mix in politics; hut the advent of water-gas 

* Adapted by pernubbion from E. A. Kobb, “The Rules of the Game,” Atlantic 
Monthly, C iigo-j), 
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and the trolley, coupled with urban growth, gave them the lard 
of monopoly profit to defend, and made the public-service corpora¬ 
tions the arch-corrupters of city councils. Once the railroads com¬ 
peted, but their consolidators have driven the despairing shipper to 
look to government for protection. On all sides we see businesses 
that, feeling less and less the automatic curb of competition, will soon 
need the snalllc of public regulation. 

The state government labors heavily, like a steamboat working 
through sudd on the Upper Nile. The railroads want to avert rate 
regulation and to own the state board of equalization. The gas and 
street-railway companies want “ripper” legislation, the authoriza¬ 
tion of fifty-year franchises, and immunity from taxation of franchises, 
or limitation of stock-watering. Manufacturers want the unrestricted 
use of child labor. Mining companies dread short-hour legislation. 
Publishers want their textbooks foisted upon the schools. The baking 
powder trust wants rival powders outlawed. The oil trust wants to 
turn safety inspection against the independents. A horde of harpies 
have the knife out for [lure-food bills. Brewers, distillers, elevator 
combines, pet banks, rotten insurance companies—all have a motive 
for undermining government by the people. 

Thus time adds to the number of interests intent to break or to 
skew the rules of the game. The phalanx lengthens of those who 
want government to be of India rubber and not of iron. Of course this 
resistance produces results. Under a pressure of ten talents men 
collapse who were adamant under the pressure a single talent can 
e.xcrt. In view of the temptations we send them against, we ought 
not to marvel that so many public servants bend or break. It is not 
to be e.xpccted that government can withstand the growning strain 
without many structural improvements. In any case it is certain 
that to the upholding of the rules of the game society must devote an 
increasing share of its thought and conscience. 
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407. DISSATISFACTION WITH PRESENT FORMAL SOCIAL 
CONTROL 

A‘ 

1. Our law is archaic and aiUitiuated in viewpoint and method, 
(a) It accepts a social tlicory conceived more than a century ago and 
almost universally rejected today. It therefore tends to assume that 
social ideals, conditions, and relationships tliat existed more than a 
century ago exist now. It lends to base its judgment of right, rights, 
and relationships on Uie comlitions and relations that existed more 
than a century ago. (i) Its method of procedure is that of [ircccdcnt, 
i.e., it proceeds on the basis of fixed absolute rules of ju<lgmcnt formu¬ 
lated in the past, instead of on die basis of changing and developing 
standards based on present and dec eloping conditions and relation¬ 
ships, standards and ideals of justice and welfare. It thus tends to be 
a system based on logic rather than on life. 

2. Our law is individualistic rather than socialized. It postulates 
the individual as the center of the universe and does not recognize 
fully tlie c.xistcnce of social groups and group rclationshi|)s. It there¬ 
fore does not know how to deal with social groups and group relation¬ 
ships except to deny their normal c.xistence. It knows no society 
apart from an aggregation ol indie i luals and no social welfare apart 
from individual welfare. It is concerned primarily in upholding indi¬ 
vidual right.-, or in acting as arbitrator in contests bctw'ccn individuals 
over their rights. In short, it is thoroughly atavistic, 

3. Our law tends to |)lace pin ate property rights above [lersonal 
and social rights. It jilaces private property very close to the center 
of its social philosophy. 

4. Hence the law, being absolut istic, individualistic, and concerned 
with property rights, is stiff, inflexible, inelastic, ill-adapted to meet 
the conditions and needs of the changing socialized situation. 

In the eye of the law the relations between workers and employers 
is fundamentally what it was when the assumptions and rules of the 
law were established. If they ha\e changed from tliis, it is abnormal 
and artificial. It is the duty of the law to restore the normal or 
rational relationship; hence tlie lawyers and tlic courts have not felt 
obliged to accinaint themselves thoroughly with the existing economic 
situation and relationships, or if they have they have found great 
difficulties in understanding and fully acknowledging it as it is. 

‘ Taken by pcrmi'ision from mimeographed material prepared by R F Hoxie 
for his class in l-abor Conditions and Problems. 

3 '’. 
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5. The law is ultra-conservative and acts too slowly to meet the 
needs of changing conditions. “The law’s delays.” 

6. Nevertheless, the law is uncertain. This results from several 
causes: (a) from'the conflict between Uie two contradictory concepts 
at work determining the character of the law—the absolutistic and the 
evolutionary; (b) from the fact that the interpretation of the federal 
and state laws is in the hands of different sets of judges; (c) from the 
fact that each court, federal or state, is a different source of interpre¬ 
tation; (</) from Uie fact that each court in each state is a distinct 
autliority; («) from the fact that each judge is to an e.xlent a different 
source of interpretation; (/) from tlie fact that tlie judges themselves 
are more or less under the domination of the contradictory principles 
at the foundation of the law. 

7. The law is undemocratic. The people may think they know 
what tliey want and what is for social welfare, die employers and 
workers may agree on an adjustment of their relationships and on 
the basis of their decisions laws may be enacted, but until the court 
has spoken this may not be law Whatever die e.xcellence of die law - 
its fitness to meet the needs of the developing situation-if in the eye 
of die law and the mind of the courts it violates the fundamental 
and unchangeable assumptions and rules of justice conceived in the 
past and relating to a past situation, and if somehow or other by legal 
fiction it cannot be made to appear to be in harmony with these 
assumptions and rules, the courts can and will declare it no law. 
They are the priests and keepers of die ark of the covenant^, whose 
duty it is to see that it is not profaned by unclean hands, diat the law 
as delivered on the twelve tables shall persist now and forever. 

B’ 

The causes of dissatisfaction with the administration of justice 
may be grouped under four main heads: (i) Causes for dissatisfaction 
with any legal system; (2) causes lying in the peculiarities of our 
Anglo-American legal system; (3) causes lying in our American judi¬ 
cial organization and procedure; and (4) causes lying in the environ¬ 
ment of our judicial administration. 

These causes of dissatisfacdon with any system of law I believe 
to be the following: (t) die necessarily mechanical operation of rules, 

‘Adapted by permission from Roscoc Pound, “The Causes of Popular Dis¬ 
satisfaction with the Adtninistr.ition of Ju.stice,” Amcntm Laiv Rn'iciv, XL {1906), 
73 '>- 48 . 
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and hence of laws; (2) the inevitable difference in rate of progress 
between law and public opinion; (3) the general popular assumption 
that the administration of justice is an easy task, to which anyone 
is competent; and (4) popular impatience of restraint. 

Under tlie second main head, causes lying in our peculiar legal 
system, I should enumerate five: (i) the individualist spirit of our 
common-law, which agrees illy with a collectivist age; (2) the common- 
law doctrine of contentious procedure, which turns litigation into 
a game; (3) political jealousy, due to the strain put upon our 
legal system by the doctrine of su])remacy of law; (4) the lack of 
general ideas or legal philosophy, so charai teristic of Anglo-American 
law, which gives us petty tinkering where comprehensive reform is 
needed; and (5) defects of form due to the circumstance tliat the bulk 
of our s} stem is still case-law. 

Passing to the third head, causes lying in our judicial organiza¬ 
tion and procedure, we come upon the most ellicicnt causes of dissatis¬ 
faction with the present administration of justic e in America. For 
1 venture to sav that our system of courts is archaic and our procedure 
behind the times. Uncertainty, delay, and e.xpensc, and above all 
the injustice of deciding cases upon jioints of |)ractifc which are the 
mere cticiuctte of justice, all direct results of the organization of our 
courts and the backwardness of our procedure, have created a deep- 
seated desiie to keep out of court, right or wrong, on the part of 
every sensible business man in the community. 

Our system of courts is archaic in three respects: (i) in its multi- 
jilicity of courts, (2) in jcrcscrving coticurrcnt jurisdictions; (3) in 
the waste of judicial power which it involves. 

Finally, under the fourth and last head, causes lying in the environ¬ 
ment of our judicial administration, we may distinguish six: (i) popu¬ 
lar lack of interest in justice, wdiich makes jury service a bore and the 
vindication of right and law secondary to Uie trouble and expense 
involved, (2) the strain put upon law that it has today to do tlie work 
of morals also; (3) tlie effect of transition to a period of legislation; 
(4) the putting of our courts into politics; (5) the making the legal 
profession into a trade; and (6) public ignorance of the real workings 
of courts due to ignorant and sensational reports in the press. 
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408. DISSATISFACTION WITH PRESENT INFORMAL 
SOCIAL CONTROL' 

Informal social control is exercised chiefly through (i) custom, 
(2) public opinion, {3) conscience, {4) religion. These no doubt tend 
to overlap and pass over into each other, but we may distinguish them 
broadly. 

Custom stands for the conformity of the individual to the tradi¬ 
tional and general ways of acting in some group. Its agencies are 
imitation and suggestion, positive drill or ritual, conscious desire to 
be like others of our group and not “queer” or “outlandish.” It 
thus governs in the relatively stable external and general aspects of 
conduct. 

Public opinion expresses the more conscious active and adjustable 
constraint. It acts through direct praise or blame or through the 
remoter rewards and penalties. It stamps some as “having gained 
success,” others as “failures.” It awards to some public office, to 
others business popularity, to others social distinction. It defeats 
the unpopular candidate, ruins financially the disliked business, 
ostracizes socially the man who violates the code of club or class. It 
is t>’pically represented by the “honorable” and “dishonorable.” 

Conscience stands for a more penetrating, careful, and disinter¬ 
ested judgment than public opinion. It professes to be guided by 
standards more permanent than those of shifting favor. When it 
pronounces conduct right or wrong it looks at motives or results more 
searchingly, and when it speaks of “duty” to creditors, to fellow- 
workmen, to employer, to employee, to family, or to the community 
it implies a set of personal relations in which the individual is placed, 
and which he may not break. Just why he ought to keep his word, 
to be honest, to care for his children, to stand by his union, he may 
not be able to state; but he feels tlie tug of forces binding him closely 
to those with whom he is in constant relation, feebly to those of a 
different class or race or living at a distance. 

Religion embodies a conviction that the universe is not a mere 
machine but is on the side of right and good, and will not suffer wrong 
Anally to triumph or evil to prevail. It embodies men’s demands for 
a fairer tribunal, a more just order of society, a larger scope of oppor¬ 
tunity than falls to the human lot here. It adds a higher authority 
to conscience. It gives a more personal symbol for the unity among 


‘ Prepared by J. H. Tuft*. 
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men when it calls them sons of one god and therefore brothers of a 
spiritual kindred. , 

All these controls of custom, public opinion, conscience, and reli¬ 
gion have periods of relative strength and times of relative weakness. 
The former are likely to coincide with simplicity of racial elements, 
fixity of social classes, continuity of industrial practices and economic 
status, persistence of political power, and an absence of any striking 
discoveries or inventions. Weakness comes when races mingle, bring¬ 
ing conflicting customs, or when okl customs no longer meet new 
economic situations; when classes break down and new ambitions are 
born among those hitherto accepting their status passively or as part 
of a providential order; when e.xisting governments are overthrown 
and new groups gain ])ower; when new economic forces upset older 
wavs of distribution- when new discoveries in science compel new 
conceptions of the universe. 

The present time is by no means negative in its attitude toward 
the needs for positive and constructive direction if men are to live 
together harnmniously, and to achieve their own best expression. 
Nevertheless it linds itself ])u/. 'led and balllcd in its judgment, and 
unccitain as to its duties. I’ubhc o|iinion is inconsistent. Religion 
is halting between the conceptions of an older order and the challenge 
of a new. Certain specific examples may .-erve to illustrate the shift¬ 
ing of ideals, the breaking of traditions, the conflicts in public opinion, 
the perplexities of conscience—in a word, the uncertainty in what 
Sumner calls the mores. 

I. The most conspicuous field for the customary traditional aspect 
of social control is witiiout doubt the relations of the sexes, 'flic con¬ 
duct of young people before marriage had been regulated in the old 
world by conventions having various origins but serving to secure the 
chastity of woman before marriage and fidelity in marriage. Perma¬ 
nence as contrasted with easy divorce had a religious sanction, but 
was also a tradition in “good” society. The class ideal of the “lady” 
reinforced other motives. This old-world tradition has undergone 
numerous mutations. Frontier life broke down seclusion and chap- 
eronage, but developed its own controls of neighborhood and self- 
reliance, which in turn are either absent or too unsopliisticatcd for 
urban life. Economic independence among women suggests freedom 
from parental and neighborhood control. The immigrant finds old- 
world customs un-American and discards them. The class idea of the 
lady is unpopular in a world of achievement, but the new standards 
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of such a world of achievement are not as yet well defined or enforced 
by a class. The successful artist of cither sex has always been granted 
considerable license. Shall this be extended also to the successful 
person in any line? Now that divorce is more free the pattern is 
constantly before the young—the “best people” divorce. Equality 
of other kinds makes for a single standard in sex relations, but since 
the general direction of change has lieen for woman to secure man’s 
prerogatives, it is not self-evident that in this case man should submit 
himself to the control which has been the cstalilished convention for 
woman. 

2. Public opinion covers all fields, but the conception of “success” 
shows some of the inconsistencies in our present situation. First of 
all the field of success has shifted away from the professions to business. 
Prizes are found in the exercise of power, and power has increasingly 
come to those who control capital and industry. Power in the pro¬ 
fessions depended largely on ability to influence persons by argument, 
eloquence, or through personal esteem. Power in the economic worhi 
of earlier days depended also to a considerable degree on personal con¬ 
fidence. Business was conducted by individuals; relations to cus¬ 
tomers, to creditors, to emi)lo}'ecs were largely personal. And the 
reputation of a man as a fellow-townsman was an appreciable factor 
in estimating his success. But the corporate and impersonal charac¬ 
ter of present business has cut off nearly all the older standards for 
success and brought a different set of qualities to the fore. Powci 
depends on grand strategy, on large-scale economies, on securing 
monopoly by franchise, competition, or far-seeing anticipation of 
supply and demand. Undoubtedly financial credit, good-will of the 
public, contented labor are important elements, but these are gained 
by objective means, prompt payments, low prices, good service, fair 
wages. And these are seemingly compatible with ruthless competi¬ 
tion, capitalizing the necessities of the community to the last cent, 
utter though far-sighted selfishness, and total disregard of community 
interests. In fact a corporation organized for profit is not supposed 
to have any other aim, or to exercise any scruple except to keep 
within the law. How then is public opinion to judge the directors of 
corporations ? Can it approve the dazzling success of the leaders but 
charge all the ruthlessness, egoism, and lack of civic spirit to the im¬ 
personal corporation through which these leaders achieve their results ? 

3. Conceptions of honesty and justice are striking examples of the 
present difficulties of conscience. Our conception of honesty was 
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shaped largely in an industrial and business order when mine and thine 
were easily distinguished, when it was comparatively easy to tell how 
much a man produced, and when it was practicable to consider that 
goods belonged to their makers or to the owners of the soil on which 
they had grown. Honesty centered on keeping contracts, and did 
not need to look into the conditions back of the contract. Now 
honesty must face a jirior cjuestion: Who owns what is collectively 
produced ? Have I dealt honestly if I receive or pay wages or prolits 
according to market standards, or do I need to look farther back? 
In the case of justice a similar inad('i|uacy of individualistic standards 
is coming to recognition. Justice in conimon law and common sense 
had meant giving to each his rights. Of these rights property was 
one. Justice need not concern itself with the general good, though 
benevolence or charity might of couise be necessary to meet illness 
or accident. When no one was very rich, and few were very poor, 
the theory might bo assmned to be working well. Present conditions 
clialienge this inherited conc('[)tion. l.uxury in [lalaccs, in yachts, in 
pleasure cars, in hotel life, in clubs, in amusement, and recreation 
might in ikself raise only a vague suggestion of a poker game or a 
lottery instc.ad of the supposedly moral world of our fathers. But 
the multitudes out of work through no fault of their own because 
ol .market fliii tuations, the multitude of men crippled by modern 
indc'-trial processes, the wretched, iiiihcalthful, and depressing dwell¬ 
ings of laborers in modern cities, the general insecurity of life, liberty, 
and hap[)incss, and the absence of pioperty afford a contrast to 
lu.xury which raises a challenge as to the justice of it. And a second 
line of thought goes deeper: property to our fathers was chiefly for 
use, or for security. Property in the enormous accumulations of 
today is largely for power. It controls the living conditions of others 
as truly as of its owners. Can justice then ignore the conditions under 
which such power is gained and c.xcrcised, and be content merely to 
buttress it? Are not the defences which were worked out against 
political power needed against economic ])ower? And for the great 
number of propertxless are there not demands for security, for pro¬ 
tection, for a share in the goods of civilization which a better con¬ 
ception of justice cannot ignore ? 

4. Religious control manifests itself not so much as offering 
standards distinct from those set by custom and conscience, as by 
reinforcing the motives for action either by the sanction of divine 
authority or by the emotional supports of the religious community— 
human and divfne.. Authority as such, however, has lost much of its 
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influence in recent times. Religious community life a generation ago, 
among a people largely rural or living in villages, of fairly homoge¬ 
neous faith, and with doctrines generally accepted, exercised a power¬ 
ful influence not only upon the members of churches but upon the 
community at large. At pre.sent the readjustments in doctrinal 
views and the multitude of other associations and avenues for intel¬ 
lectual and social interests, particularly the rapid changes of member¬ 
ship due to industrial and urban conditions, have loosened the hold 
of the religious control over its own members and still more strikingly 
over the community at large. 

To state with any a])|)ioach to completeness the causes for the.se 
variou.s conflicts and in.ide()uacies of the chief forms of social contiol 
would mean to write a history of tlie times. But three broad groups 
of causes may be barely stated: first, the economic changes to a 
collective and impersonal method of carrying on business and indus¬ 
try, the enormous iiower of wealth which has resulted from this and 
other causes, and the dilTiculty in fnding any new standards for dis¬ 
tributing the wealth and controlling the power; .second, the changes 
in population, including the shift from rural to urban life, the mixture 
in this country of various races with various and often conflicting 
customs and morals, the influence of frontier conditions; third, the 
development of modern science and the advent of more general edu¬ 
cation and new agencies, particularly the press, for shaping public 
opinion. 

409. THE CHANGING IMPORTANCE OF THE FORMS OF 
CONTROL- 

Changes in knowledge, in degree of civilization, and in the char¬ 
acter of social requirements cause a metliod of control to wax or wane 
from age to age We might compare the social order to a viaduct 
across some wooded ravine, which rests part of its weight on timbers 
tliat decay ndth tire lapse of time, and partly on living tree trunks 
which constantly gain in strength. Or, we might liken it to a bridge 
resting on piers, built some of stone which crumbles in lime, and some 
of stone which hardens with long e.xposure to the air. No doubt 
etiquette and ceremony have done their best work. The seer of 
visions and dreamer of dreams has had his day. The hero will never 
again be the pivot of order. The reign of custom with its vague 
terrors is about over. The assizes of Osiris, Rhadamanthus, God, or 

‘Adapted by permission from E. A. Ross, “Social Control,’’ American 
•al a/ 5 «cwl<ijy, III (1897-98), 8ii-ia. 
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Allah, witli their hooks of record, inquisitions, and judgments, will 
hardly dominate the imagination in the days to come. The reputed 
dispensations of Trovidcnce will less and less affect conduct. A 
fictive blood kinship laniKJt bind men into the national gioups of 
to-day. So public action in the form of mob, ban, or boycott is 
justly rcg.irded as a relic of barijarisin. 

On the other li.ind, instrin tion .as to the eonseaniciKes of actions, 
with a view to erihsting an enlightened self interest in support of all 
the conduct it is competent to samlion, will meet with universal 
approval in an age of puMic cduc.ition, and the p.issiveness of the 
acerage mind will l>l.d^c it safe to work into sm h moral instruction 
certahi conxciiicnt illinions and f.all.\i les, which it is nohody's intciCsL 
to denounce. Sugge-lion, that little uiidei.tood in^^runu'nt, will, no 
doul)t, he found iit; re.iangly liel|ifui in cst,d)li-,limg moral imperatives 
in the young, but it will lender Us greatest service in shaping in 
youth those feelings of ailinn.uion or lo.ilhiiig that determine tiie 
ruling ideals of ihartuler, .ind in iiillneiuing those inijiutations of 
\vo’'th which enable s,)'nel\' to nnpo-e upon the individu.il its own 
valutilions of lilt’s .iclisutie' anti espeiieiaes. Ami society will 
further tiic work liy cutting witli canieodiivc tlearness tlie tyjics of 
cliarticter it cliott-'Cs to comiruml, ami liy sftiling c\cr more lirmly 
ii tradition and convention llie c.ilue.i it ■-eeks to iinpo-c. lint from 
soct.il art, liov.evcr, we luivc tlie most to look for. I would place it 
next to religion in power to traimform llic biutc into the angel. Art 
is one of tiic fe.v moral inUiuineiUs wliidi, in-,lead of lieing lilunled 
by the vast eluinges in O[)imon, ii.ive gained eilge and swec[) liy tliesc 
very change^. .So l.ir as c\e c.in pieite tlie future, tlicrc is notliiiig 
to limit or dmeredit it. liu S3'mp.ithie.s it fosters do not, it is true, 
establish norms and duties; but they lift that plane of general senti¬ 
ment out of which imperatives and obligations arise. If there is any¬ 
one in this age who docs the woik of the .Amoses and Isaiahs of old, 
it is an Ibsen, a I'olstoi, a Vidor Hugo,ora I liomas Hardy. 

410. THE FUNCTIO.N OF RKSFARCH AND INVESTIGATION' 

Research to establish “ truth for its own sake” must precede every 
development of science, natural or social. .Such research may have 
no immediate effect, but it lies back of all ultimate usefulness of a 
science. When the principles arc established and ajiplications of 
them can be made it becomes obvious that we have an important 

* Prepared by L. M. Powell. 
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influence upon our control problems. “Knowledge is control” in a 
very real sense. Since control is in the last analysis a matter of human 
decisions, we can influence control by giving people reasons for mak¬ 
ing one decision rather than another. Now research and investi¬ 
gation are methods of securing, either directly or indirectly, to the 
individuals who arc to decide a question, the most complete possible 
knowledge of the situation. This holds whether we think of the 
farmer who changes his whole method of farming as a result of 
researches in agricultural chemistry, of the directors of a corporation 
who have their plant carefully studied and put in new methods of 
factory housekeeping, or of the voters of a city who decide to have 
a board of health with certain duties and powers because medical 
science shows the need for such action. 

These illustrations are drawn from the realm of natural science, 
but the principle is equally true for the social sciences. If we think 
of social control in the narrower sense of control by human beings of 
their relationships to each other, we have a much more diflkult held 
in which to carry on research, because of the small range of possiljlc 
experimentation, and a more dilTicult held in which to secure decision 
on the basis of knowledge rather than of emotion. Nevertheless wc 
have in this held the same result from secure and varied information 
and the clear establishment of laws as in the natural world. A group 
that has realized that its ideals and institutions are not fixed and 
immutable but open to question and to conscious change will realize 
also that the processes of research and investigation constitute prac¬ 
tically the only way open whereby sound bases can be secured upon 
which to make such conscious changes. 

411. CAN DIRECTION BE GIVEN TO SOCIAL CONTROL?' 

Can we control so complex and many-sided a tiring as social 
development ? Unfortunately, to tliis question we cannot give an 
unqualified affirmative. Many social “forces” are bejond our ken 
and power; others, of whicli we have some knowledge, cannot be 
reached by any contrivances which we have yet perfected; given 
programs promising definite results have tire perversity to produce 
undreamed-of complications; and immediate consequences have fallen 
into tire disagreeable habit of distracting our attention from more 
ultimate and inrportant results It seems, therefore, that tire whole- 

‘ Taken by permission from W. H.‘Hamilton, Current Economic Problemr^ 
PP 74 " 75 - (The Univerlity of Chicago Press, 1915.) 
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sale prescription of “remedies” and the amateurish tinkering with 
parts are likely to prove dangerous. Yet, if we are sufficiently con¬ 
scious of the limitations under which we are working’ we can do some¬ 
thing toward directing the movement. We know something of the 
elements involved; we have had much e.xpcricnce tliat sliould stand 
us in some stead; and we have e\’olved some very remarkable agencies 
of control. If we proceed cautiou.sly, make our programs lle.xible, 
and quickly change our procedure to meet tlie uncvpcctcd contin¬ 
gencies which are inevitable, tlierc is reason for faitlr in our ability 
eventually to accomplish nuich. If we essay the task, we shall need 
a knowledge of tlie means of control, a theory of tlie use of tliese 
means, and a consciousness of tlie “end” for which they are used. 
Let us consider these in turn. 

Even if our desires be quite modest, they will necessitate the use 
of numerous and varied means of control. The clianges which we 
wish to effect may be in tlie structure of society, in institutions, in 
activities, or in values, they may call for immediate and mechanical 
action or they may necessitate .slow and gradual adaptations; they 
may affect ahnost tlie whole of society or may immediately touch only 
a single aspect of life. For tln-se and a m\ riud other uses instruments 
of social control are available. The state can be used to secure quick 
mechanical changes; the school and the church can be used slowly 
to elTect more gradual and organic adajitations; the labor union, 
by shaq), incisive action, can immediately further tlie interest of a 
group; the interest of a like group may be gradually advanced by a 
voluntary association using more peaceful methods; press and public 
opinion can reach a large part of society; occupational associations 
and codes of ethics can e.xercise a control over particular groups; and 
convention and tradition, tlirough their prohibitions and inhibitions, 
can effectively direct the lives and activities of the individuals. Each 
of the.se agencies in its own way can be used to make the “system” 
somewhat different. Because of tlie multiplicity, variety, and 
efficiency of these agencies—despite the gravity of our ignorance—we 
could not escape social control if we would. 

Our theory of the use of these “forces” has been very gradually 
built up, and as yet is far from complete. During most of the nine¬ 
teenth century, when “the country was in a stage of increasing 
returns,” when self-reliance was dominant, and when men dared not 
meddle with the rising machine-system which Urey very imperfectly 
understood, the dominant theory was that of laissez faire. This 
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theory overlooked entirely the influence exerted by agencies other 
than the state, as well as a large number of active functions performed 
by government, such as the protection of pro])erty and the mainte¬ 
nance of contract. At present the hold of individualistic theory is 
weakening. The frontier is gone; we arc confronted by the grave 
problems of a mature society; we are less prone to attribute success 
or failure to personal merit or demerit; and we talk of “social condi¬ 
tions” and “inequality of opportunity.” All of this inclines us to 
depend more upon authority, and tlireatcns a radical extension of 
state activity. But there are potent checks upon this attitude. 
The inteqtrctation of our constitution still proceeds from individual¬ 
istic assumptions; the pecuniary organization of society still gives 
great weight to tlie views of the owners of “vested wealth”; and in 
many places a spirit of abandon in legislation is doing much to dis¬ 
credit state interference. But we are quite consciously coming to 
complement our theory of the province of government with a theory 
of tlie use of other agencies of control. For we arc learning that we 
must p.ay for what we get, that legislation cannot produce utopias, 
that good is achieved rather than acquired, and tliat tlie Ic.ss conspicu¬ 
ous agencies of control arc as certain as they are slow. 

A consciousness of the end for which these means are used is 
hardest for us to act[uirc. But, difTicult as the task is, we must realize 
that if we attempt social control, we nntst know what we are about, 
we must have a tentative goal; we must appreciate die “end” at 
which we are aiming. To achieve that end our propos.ils must fit 
togetlier into consistent programs; the iiislruments of control which 
we use must complement each other. This does not mean that there 
must be no elements of antagonism in the system, but rather that there 
must not be the spoiled work which comes from the confused counsel 
whose origin is in dealing with problems in isolation. Consciousness 
of the “end” also'involves looking beyond immediate proposals. 
Beyond conflicting proposals, seemingly unimportant, lie powerful 
social theories, quite contradictory in the kind of societies they tend 
to produce. In many problems, therefore, the ultimate issue is 
between different systems. Shall our ideal be that of a personal and 
industrial feudalism, an individualistic America of the nineteenth 
century, a socialized Germany of the Ilohenzollei ns, an idealized 
and Marxianized state, or something else? Upon our conception 
of tlie ideal state toward which “progress” should carry us depends 
our “solution” of thd problems which we discuss. 
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413. RADIANT POINTS OF SOCIAL CONTROL' 

A control that we have any ri"ht to call social has behind it prac¬ 
tically the whole weight of society. But still this control often 
wells up and spreads out from certain centers which we might term 
the radiant points of social control. Tiie question before us is: What 
is the ultimate seat of authority ? Where resides the will tliat guides 
the social energies? Who holds the levers which set in motion the 
checks that hold a man back or the stimuli that push him on? 

That frc<|ucntly these checks and siiinuli are managed by a rather 
small knot of per^ons sliould not for a moment lead the reader to 
confuse social control with class control. Totally dilTercnt from class 
control in origin is the ])Ower of a minority to direct soi ial control. 
Social power fs 1 oiu cnlralcd or dijjnstd in proportion as men do nr do 
not feel themselves in need of guiilanie or pnilcitwn. When it is con¬ 
centrated it is lodged in that class of men in which the people feel 
the most confidence. The many transfer their allegiance from one 
class to another—fiom elders to priests, or from piiests to savants— 
when their supreme need changes, or when, they have lost confidence 
in the old guidance. W hen they begin to feel secure and able to cope 
with evils in their own sticnglh and wisdom, the many resume 
direction of themselves and the monopoly of social power by tlie few 
•'eases. 

Such is the underlying law of the transformations and displace¬ 
ments of power. T'he imniedi.ite cause of the location of ])ower is 
prestige. The class that has the most prestige will have the most 
power. The prestige of numbers gives ascendancy to the crowd 
The prestige of erge gives it to the ciders. 'I'he prestige of proiccss 
gives it to the wai chief, or the military caste The prestige cif sane- 
lity gives it to the priestly caste. The prestige of inspiration gives 
it to the prophet. The jircstige of place gives it to the ofTic ial class. 
The prestige of money gives it to the capitalists. The prestige of 
ideas gives it to tire elite. The iirestige of learning gives it to the 
mandarins. The ab.scnce of prestige and the faith of each man in 
himself give weight to the individual and reduce social control to a 
minimum. 

In some cases there c.xists an appropriate name for the regime. 
When the priest guides, we call it clericalism. When the fighting 
caste is deferred to, we call it militarism. When the initiative lies 

' Adapted by [icrmission from A Ross, “Sodal Control," American Journal 
of Sociotogy, VI (1900-1901), 238-45 
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with the minions of the state, we call it officialism. The leadership 
of the moneyed men is capitalism. That of the men of ideas is liberal¬ 
ism. The reliance of men upon their own wisdom and strength is 
individualism. 

Social control has about it a tinge that betrays the source from 
which it springs. When the reverend seniors monopolize power, 
much will be made of filial respect and obedience, infanticide will 
be a small offence, while parricide will be punished with horrible 
torments. Let the priests get the upper hand and chastity, celibacy, 
humility, uniiuestioning belief, and scrupulous observance will be the 
leading virtues. The ascendancy of tlie military caste shifts tlie 
accent to courage, obedience, loyalty, pugnacity, sensitiveness to 
personal honor, and the unrelenting pursuit of revenge. When the 
moneyed man holds tlie baton in the social orchestra, the keynotes 
will be industry, thrift, sobriety, probity, and civility. The man¬ 
darins and literati have no moral program of their own, but tliey 
are sure to exalt reverence for order, precedent, and rank. The ilitc, 
whatever ideal they champion, will he sure to commend tlie ordering 
of one’s life according to ideas and jirinciples, rallicr than according 
to precedent and tradition For only by fostering the radical spirit 
can they hope to lead men into untrodden paths. We may, then, lay 
it down as a law that the character of social requirement changes U'ith 
every shifting of social power. 


41,1. SOME SUGGESTIO.MS CONCERNING THE DIRECTION OF 
SOCIAL CONTROL 

A' 

How to secure equality of wealth with liberty, without sacrificing 
anything that we now prize, such as private property, freedom of 
contract, freedom of iniliativc, and economic competition. (Parts of 
the program are arranged in the inverse order of their importance): 

I. Legislative Program 

A. For the redistribution of unearned wealth. 

1. Increased taxation of land values. 

2. Graduated inheritance ta.x. 

3. Control of monopoly prices 

* Taken by permission from T. N. Carvr;r, Essays in Social Justice, pp 264- 
65. (Harvard University Press, 1913.) 



SOCIAL CONTROL 


107s 


B. For the redistribution of human talent. 

1. Increasing the supply of the higher or scarcer forms of talent. 

0) Vocational eilucalion, especially for the training of business men. 

b) Cutting off incomes which support capable men in idleness, thus 
increasing the supply of acli\e talent; cf,, i, 2, and 3, under A. 

2. Decreasing the sujrjrly of the lower or more abuiulanl forms of labor 
power. 

a) Restriction of immigration. 

b) Restriction of marriage. 

(1) Klimination of defectives. 

(2) Requirement of minimum standard income. 

c) Minimum w.age law. 

d) Fixing building standards for dwellings. 

C. For thi; in'crease of material EQUii'MiNr. 

1. Increasing the available supjily of hind. 

2. Increasing the supply of capital. 

a) Thrift versus luxury. 

b) Savings iiistilulioiic. 

c) Safety of investments. 

d) “Blue sky’’ laws. 

II. Non-Legislaiive Program 

\ Raising ttie STANDAitn of living among the laboring classes. 

1. The function of the .idvertiscr. 

2. The educator as the ralionalicer of standards. 

3. Thrift and the standard of living. 

4. Industrial co-operation as a means of business and social education. 

B. Cri aii.ng sound public opinion a.m) moral standards among the 

CAP.tBLE. 

1. The ambition of the family builder. 

2. The idea 

a) That leisure is disgraceful; 

b) That the productive life is the religious and moral life; 

c) That wealth is a tool rather than a means of gratification; 

S) That the possession of wealth confers no license for luxury or 
leisure; 

e) That government is a means and not an end. 

3. Professional standards among business men. 

C. The discouraging of vicious and demoraluing developments op 
PUBLIC opinion, suai AS. 

1. The cult of incompetence a^d self-pity. 

2. The gospel of covetousness, or the jealousy of success. 
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3. The emphasizing of rights rather than obligations. 

4. The worship of the almighty ballot and the almighty dollar. 

5. The idea that a college education should aim to give one a “gentle¬ 
manly appiccialion'' of the ornamental things of life, such as liter¬ 
ature, art, golf, and whisky, rather than to strengthen one for the 
serious work of life. 

6. The idea that the capitalization of verbosity is constructive business. 

B‘ 

Cert.ain principles emerge with a good degree of clearness. We 
state some of tlie more obvious 

1. Wealth and properly are subordinate in importance to personality. 
—The life is more than meat. Most persons agree to this, stated 
abstractly, but many fail to in.ake the application, They may sacri¬ 
fice tlieir own health, or human sympathy, or family life, or they may 
lonscnt to this actively or passively as employers, or consumers, or 
citizens, in the case of otliers. A civilization which loses life in pro¬ 
viding the means to live is not highly mor.at. A society which can 
afford lu.xurics for some cannot easily justify uuhc.althful conditions 
of production, or Lack of general education. An imlividual who grati¬ 
fies a single appetite at the ex’iicn.se of vitality and efficiency is immoral. 
A society which considers wealth or property as ultimate, whether 
under a conception of “n.atural rights” or otherwise, is setting the 
means above the end, and is tlicrcfore unmoral or immoral. 

2. Wealth should depend on activity. —The highest aspect of life 
on its individual side is found in active and resolute achievement, in 
tlie embodying of purpose in action. 'I’hought, discovery, creation, 
mark a higher value than tlie saliifaction of wants, or the amassing 
of goods. If the latter is to be a help it must stimulate activity, not 
de,aden it. Inherited wealth without any accomptinving incitement 
from education or class feeling or public opinion would be a question¬ 
able institution from this point of view. 

3. Public service should go along mith wealth. —Note that we do not 
say, “wealth should be proportionate to public service.” This would 
take us at once into the controversy between tlie individualist and 
the socialist which we consider among the unsettled problems. 

4. The change from individual to collective methods of industry 
and business demands a change from individual to collective types of 
morality —Moral action is either to accomplish some positive good or 

• .Adapted by permission from John Dewpy and J. H. Tufts, Ethics, pp. 514- 
33, (Henry Holt & Co., iQip.) 



SOCIAL CONTROL 


1077 


Lo hinder some wrong or evil. But under present conditions llie 
individual by himself is practically liclplcss and u.sclcss for either 
purpose. It was formerly [possible for a man to s*t a high standard 
and live up to it, irrespective of the practice or cooperation of others. 
Today suppose a person has a little pro])erty invested in some one of 
the various coqioralions which offer the most convenient method for 
placing small sums as well as luge. This railro.id delies the go\ein- 
ment by owning coal mines as well as transporting the iiroihnt; 
that public-service cirqioration has obtained its frainhise by bribery, 
this corporation is an emploccr of child libor, that finds it less 
expensive to pay a few damage suits those it c.innot light success¬ 
fully than to adopt devices which will prolci t cniplocees. Hoes a 
man, or even an institution, ait morally if he invests in siieli cor¬ 
porations in which he find, himself helpless as an individual slocl- 
holder ? And if he sells his stock at the market piiie lo invcT the 
money elsewhere, is it not still the jirice of fraud or blood ? If, fmally, 
he buys insurance for his f.imily’s su])|iort, recent inve-ligalion has 
shown that he may have been contiibulmg unawares to bribery of 
legislatures, and to the su[iport of iioliliial theories to which he may 
be morally opposed. 'I'he in 1 , idu.'.l cannot be nior.rl in independence. 
The modern business colledi\isiii foues a collntive moi.ility. Just 
•s the indiv i liial cannot resist the comiiin.ition, so individual morality 
no,St give place to a more robust or soi ial type. 

5. To meet the change lo corporale. ac^i iuy and ou'iicrsliij), ways must 
be found lo restore personal control and responsibility. I'lecdom and 
responsibility must go hand in hand. The “moral li.ibility limited" 
theory cannot be accepted in the siinp'e form in wliidi it now obtains. 
If society holds stockholders responsible, they will soon cease to elect 
managers merely on an economic basis and will demand morality. 
If directors are held personally responsible for their “legal depart¬ 
ment,” or union officials for their committees, directors and ofiicials 
will frnd means to know what their subordinates arc doing. 

6. To meet the impersonal agencies society must ici[uirc greater 
publicity and express its moral slandaids more fully in law. ■ I’ublicity 
is not a cure for bad practices, but it is a powerful deterrent agency 
so long as the offenders care for irublic opinion and not solely for the 
approval of tlieir own class. Professor Ross maintains Lliat in the 
United States classes are still so loosely formed that general approval 
is desired by the leaders. Hence he urges that it is possible to enforce 
moral standards by tlie “grilling of sinners.” But to make this 
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“grilling” a moral process society needs much more accurate informa¬ 
tion and a more impartial basis for selecting its sinners than present 
agencies afford. ' 

7. Every member of society should share in its wealth and in the 
values made possible by it .—The quantitative basis of division and the 
metliod for giving each a share belong to the unsettled problems. 
But the worth and dignity of every human being of moral capacity 
is fundamental in nearly every moral system of modern times. It is 
implicit in the Christian doctrine of the worth of the soul, in the 
Kantian doctrine of personality, in the Benthamic dictum, “every 
man to count as one.” It is imbedded in our democratic theory 
and institutions. With the leveling and equalizing of physical and 
mental [mwer brought about by modern inventions and the spread 
of intelligence, no State is permanently safe except on a foundation 
of justice. And justice cannot be fundamentally in contradiction 
with the essence of democracy. This means that w'caltli must be 
produced, distributed, and owned justly; that is, so as to promote 
the individuality of every member of society, while at the same time 
he must always function as a member, not as an individual. In 
defining justice some will place freedom first; others, a standard of 
living. Some will seek fairness by distributing to each an actual 
share of tlie goods; others, by giving to each a fair chance to get his 
.share of goods. Others again have held that if no moral purpose is 
proposed and each seeks to get what he can for himself, tlic result will 
be a just distribution because of tlie beneficent effects of competition. 
Still others have considered tliat if the economic process has been once 
established on the basis of contracts rather tlian status or slavery, 
justice may be regarded as the maintenance of these contracts, 
whatever the effect in actual benefits. 

414. A VISION OF SOCIAL EFFICIENCY' 

While I can speak with authority of my opinion alone, I still 
have no doubt that, if we could agree on the meaning of the words, 
so that we should not fear that to some of us some of them would 
mean one thing and to some another, there would be substantial 
unanimity in this Society along the following lines. They are 
specifications of the general conception which w'e entertain of our 

* Taken by permission from A. W. Sm^ll, “A Vision of Social Efficiency,” 
American Journal of Sociolo^'^!, XIX (1913-14), 435-39. 



SOCIAL CONTROL 


1079 


whole national experience, of the physical conditions which make 
that experience pwssible, of the goal toward which that experience 
is to be directed, as fast as it becomes conscious, and of the operative 
principles which will insure the efficiency of the ex|>crience. The 
form in which I recite the items is not that of law-givings for 
the enterprise, but of jtresumptions, or prophetic forelookings which 
we should rely upon as the matrix in which, from time to time, 
constitutions and statutes and ordinances in pursuance of these 
valuations would grow. 

We should presume then, Jirst, that as a matter of course the 
enormous enterprise of utili/.ing this space and time, these material 
di'itosils, and physical energies and moral opportunities is a community 
undertaking; an affair of co-o])eration in duties and copartnershij) 
in enjoyments; with the common interest always effectively para¬ 
mount to minor aims. 

We should assume, second, that the innermost and ultimate 
meaning of the whole undertaking is not to be found in its mastery 
of physical conditions, but in its transmuting of this control of forces 
into realization of types of [tersons surpassing one another, generation 
after generation, in progressive realization of completer physical and 
mental and moral attainments. 

We should take it for granted, third, that the total of external 
resources will always be regarded as a trust to be administered by 
the community as an endowment for the human process in which the 
enterprise finds its ultimate expression. 

We should regard it as settled, fourth, that the undertaking will 
always be conducted with a view to encouragement, in each indi¬ 
vidual, of every excellence, and the highest degree of every e.xcellencc 
which can be harmonized with the efficiency of the whole process of 
human development. 

We should be confident, fiftl!, that all normal adults concerned 
in the undertaking will be agreed that certain regulative principles 
of conduct are indispensable. They will consequently be sure that 
all the resources of the community must be pledged to the procuring 
of conduct consistent with these principles. 

That is, a system of control will be demanded which will be in¬ 
exorable in its insistence upon certain conduct held by the general 
community judgment to be necessary for the good of the whole. 
The system of control wall sjiade off into non-compulsion and even 
non-prescription and non-intervention in the degree in which it is the 



io8o 


INDOSTRIAL SOaETV 


consensus of the community that, in certain ranges of conduct, 
spontaneity of action makes more for the good of the whole than 
group constraint. * 

Sixth: Because the “realization of completer human types” 
and “the good of the whole” are concepts which must redefine 
each other in an incessant reciprocity during the term of this enter¬ 
prise, we should anticipate that the system of control will be flexible 
and ada[)table, both in its strut ture and in its functions, to the 
changing implications of the undertaking. 

Conse(|uently, types of conduct which may be secured by forcible 
means at one stage of the process may not need to be recpiired nor 
even enjoined at another. Thus the system of control may never 
usurp the place of an absolute authority. On the contrary, in its 
structure, its policies, and its programs the system of control must 
always be' itself controlled by the evolving reejuirements of the 
enterprise. 

It would be understood, seventh, that there will be no arbitrary 
limitations upon the freedom of each normal adult member of the 
community to exercise his abilities in promotion of the enterprise and 
that the partnership of each in all the franchises and emoluments of 
the undertaking will correspond with the value of his contribution 
to the common o|)erations. 

We should foresee, ci'^hlh, that from year to year and from decade 
to decade the enterprise will show' an increasing surplus of material 
and spiritual goods. This accumulation will of course be held as a 
trust fund by the community, and it will be used as a special endow¬ 
ment to reinforce those operations which in the general interest from 
time to time most rc(|uire stimulation. Experience will develop a 
code of equity to govern the administration of this material and spirit¬ 
ual wealth. It will be dedicated to the assistance of all persons and 
processes that increasing enlightenment discovers to be worthy of 
exceptional support. It will be jealously giuirdcd against concession 
in the form of permanent privilege, and it will be held without preju¬ 
dice at the service of every interest in the community which needs 
temporary encouragement in developing activities that give assurance 
of contributing ultimately to the good of the whole. 

We should have no doubt, itiiith, that those persons w'ho, more 
through misfortune than through culpable fault, arc only slightly 
or not at all able to contribute to the common enterprise will be 
enlisted for the most useful employments of which they are capable. 
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and that the deficit between their services and a reasonable appraisal 
of their needs will be a charge upon the insurance reserve. 

We should be agreed, tefith, that tliosc persons wjio, more by their 
owTi choice than by misfortune, arc unfit to contribute to the com¬ 
mon enterprise will be held to such disciplinary constraints by the 
community that they will actiuire some social fitness, and that they 
will at length prefer a tolerable measure of usefulness in the general 
undertaking to the alternative constraint. 

In the case of the persons whose social unfitness is due in part 
to the predetermining negligence of the society, attempts to correlate 
these persons with the whole functional piocess will ha\e due regard 
to the different causes of the abnormality, and will always be guided 
by supreme reference to cslablishment of noimality, both in the 
erring society and in the deiini|Uent indieidual. 

We should look forwaid, dfivntb, to puigiessivc recognition of 
gradations in the scale of aorcdiled values. 'I'lial is, material 
values will he appr.iised in the piopuilioii of the uses of the rcs|ieclive 
things to people, and iiior.d values will rank in accoidance with the 
social worth of the various types and (|U.ililies of human activity. 

It would follow, lii'clflh, that ade(|u,ite |mi\ision imist be made 
for the function of keeping all the mcmliers of the community aware 
of the reciprocal nature of the enterprise in which they are engaged, 
and of the implied lialiililies of all to each and of each to all. 

lor similar reasons, thittcfiUh, a [Kirl of the common undertaking 
must always be to see that no specilic plans adojited or jicrmitted by 
the community should tend to prejudice the general purpose. 

It would be our conviction,/y;o/c( that the general ])urj)ose 
will be prejudiced if one of the following tilings occurs; 

a) If teiideucies are tolerated which give to iwjme types of people 
more than their proportional share of the returns of the enter|)ri.sc, 
or which deprive other types of any portion of their due share of those 
returns. 

b) If tendencies arc tolerated which encourage the increase of less 
desirable tjpes of persons, or which discourage the increase of more 
desirable types. 

c) In particular, if tendencies are tolerated which make it pos¬ 
sible for some people to enjoy without being useful, and which veto 
other people’s will to be useful foi the sake of enjoying. 

d) If it becomes harder for some jiarts of the community than for 
others to obtain justice. 
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«) If the belief becomes current among some members of the 
community that the best way to get their rights is to repudiate 
parts of their obligations. 

/) If a creed becomes current that things are more important 
than people. 

g) If, whether as cause or effect of this creed, programs become 
fixed which set the interests of wealth above the interests of people. 

Fifteenth, and finally, but first and constantly the precondition 
of all the rest; we should presuppose that the members of the com¬ 
munity will be instant, in season and out of season, in discovering for 
themselves, and in passing along to their children, zeal for discovering 
every accessible detail and interpretation of knowledge which may 
reveal conditions upon which promotion of the whole moral enter¬ 
prise depends; and which especially may disclose failures of the 
persons concerned to apply their resources and abilities most effi¬ 
ciently to promotion of the undertaking. 

Please observe that I have not referred to this scheme as a vision 
of social rightcoiKuess, or a vision of social yns/fee, or a vision of social 
reform. There might be a sus|ncion of something weakly sentimental 
about such visions. I have been talking about the literal business in 
which humanity is engaged; the most matter-of-fact affair which 
mundane people have on their hands—this central and circumfer¬ 
ential business of transforming all the resources of the world into the 
highest grade of physical, mental, and moral persons evolvable out 
of the given elements. I have been enumerating some of the basic 
requirements of efficiency in this business. Such intelligence as we 
possess tells us that tlie large business of life is not economically con¬ 
ducted unless it sustains the efficiency test which these specifications 
enforce. 
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